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* The world this week 
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Iraq said it would let UN in- 
spectors return under rules set 
out by the Security Council in 
1998. Not good enough, said 
America and Britain. They 
want a tougher new resolu- 
tion including the automatic 
right to use force (rather than 
having another Security 
Council debate) if Iraq failed 
to make an honest accounting 
of its weapons of mass de- 
struction. 


In Washington the House of 
Representatives gave President 
George Bush the right to use 
force against Iraq as he thinks 
“necessary and appropriate”. 
The Democrat-led Senate was 
expected to agree, with some 
minor changes of wording. 


The Democrats’ control of the 
Senate wobbled when Sena- 
tor Robert Torricelli aban- 
doned his New Jersey seat 
after accusations of illegally 
accepting money and other 
gifts. Frank Lautenberg was 
picked to replace him in next 
month’s election; but the Re- 
publicans pledged to fight the 
change as far as the Supreme 
Court. : 


William Bratton, the effective 
head of New York's police 
force, was picked to take 
charge of the beleaguered 
force in Los Angeles. 


Soft on crime? 

The 15 EU governments aban- 
doned their attempt at joint re- 
sistance to demands from the 
Bush administration that they 
should agree to hand over no 
American to the new Interna- 
tional Criminal Court. Each 
country will be free to make, 
or not make, its own deal with 
the United States. 


Germany's foreign minister, 
Joschka Fischer, talked of an 
early visit to Washington to re- 
store ties damaged by Gerhard 
Schróder's strident pre-elec- 
tion pledges not to join in any 
attack on Iraq. Friendly noises 
came from the State Depart- 
ment's Colin Powell. How- 
ever, a long-time Washington 
hawk, and now Pentagon ad- 
viser, Richard Perle, said the 
best remedy would be for Mr 
Schróder—who won his elec- 
tion last month-to resign. 


New forecasts for Germany's 
2002 budget deficit, already 
seen as perilously near the 
EU's would-be limit of 3% of 
GDP, suggest it will be well be- 
yond the limit. Ditto for 2003. 


France's government, still 
maintaining its widely disbe- 
lieved forecast of 2.5% growth 
for 2003, made plain it would 
not yield to pressure from the 
European Commission for 
early action to bring down its 
near-the-limit budget deficit. 


The premier of Spain's 
Basque region outlined ideas 
for independence to the re- 
gional parliament and a ref- 
erendum once the region is at 
peace. The ETA gunmen who 
prevent that were unim- 
pressed; Spain's prime minis- 
ter, Jose Maria Aznar, called 
the ideas those of a "fanatic". 


Brazil goes left 

Opinion polls showed Luiz In- 
acio Lula da Silva of the left- 
wing Workers' Party not far 
short of outright victory in 
Sunday's presidential election 
in Brazil. But they suggested 
he might face a run-off, per- 
haps against Jose Serra, the 
government candidate. Bra- 
zil's currency and bonds re- 
covered somewhat as 
investors appeared resigned to 
a Lula-led government. 


At the opening of a new par- 
liamentary session, Jean Chré- 
tien, Canada's prime minister, 
promised more money for 
health. Doctors and health- 
care workers are on strike in 
two Canadian provinces. 


Cuba's communist govern- 
ment signed contracts worth 


$90m with American food 
companies at the largest trade 
fair involving the United 
States held on the island since 
a trade embargo was imposed 
in 1962. 


Israel backs off 


Under American pressure, the 


Israeli army pulled out of 
Yasser Arafat's largely de- 
stroyed compound in Ramal- 
lah, though did not go far. 
Palestinian leaders con- 
demned an American spend- 
ing bill, signed by George 
Bush, decreeing that no 
money could be spent on offi- 
cial documents mentioning Is- 
rael unless they also identified 
Jerusalem as its capital. An 
Amnesty International report 
found that over 250 Palestin- 
ian and 72 Israeli children had 
been killed in the conflict in 
the past 23 months. 


Saudi Arabia's top security 
chief, General Taha Khosaifan, 
resigned after a German citi- 
zen, working for an electronics 
company in Riyadh, was 
killed by a car bomb. Two Brit- 
ons have been killed in similar 
separate incidents over the 
past two years. 


Morocco's general election re- 
sults saw a turnout of just 
over 50% and the two big par- 
ties roughly equal. The PJD, 
the only recognised Islamist 
party, tripled its number of 
seats to 42 out of the 325 avail- 
able. The king will appoint a 
prime minister to head a co- 
alition government. 


Abdoulaye Wade, Senegal's 
president, promised an inves- 
tigation after a ferry disaster 
that claimed nearly 1,000 lives 
last week. The Joola, an army- 
operated ship licensed to 
carry 550 passengers, took on 
twice as many and over- 
turned. Senegal's transport 
and army ministers both re- 
signed. 


Nigeria's president, Olusegun 
Obasanjo, promised that ap- 
peal courts would overturn all 
sentences of death by stoning 
passed on adulterers by Is- 
lamic courts in northern Nige- 
ria. Given the separation of 
executive and judiciary, he 
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probably has no authority to 
make such a promise. 


A flight ban imposed by Su- 
dan's government has cut off 
500,000 people receiving sup- 
plies from UN aid-flights, the 
World Food Programme com- 
plained. 


Sam Nujoma, Namibia's pres- 
ident, who is also information 
minister, ordered state televi- 
sion to stop showing western 
programmes. Given that Na- 
mibia (pop: 1.8m) produces 
few programmes of its own, 
broadcasters were unsure 
how to comply. 


Unsafe election 





At least 30 people died in elec- 
tion-related violence in In- 
dian-ruled Kashmir, 
including five Indian border 
guards killed in a landmine 
explosion and two people 
killed in an attack on a bus 
carrying Hindu pilgrims. The 
four-round poll ends next 
week. 


Authorities in the western In- 
dian state of Gujarat imposed 
a curfew after clashes be- 
tween Hindus and Muslims in 
the city of Bhavnagar. Security 
had been tightened following 
an attack on a Hindu temple 
last week in which more than 
30 people died. 


Returning from a three-week 
visit to China, an envoy of the 
Dalai Lama said that contact 
had been re-established be- 
tween the Tibetan religious 
leader and the Chinese gov- 
ernment, signalling a thaw in 
relations. 


An American envoy, James 
Kelly, visited North Korea to 
reopen diplomatic contacts 
after a freeze of almost two 
years. 
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The world’s stockmarkets 
suffered their worst quarter 
for 12 years. The Dow Jones 
Industrial Average fell by 
17.9% and ended September at 
a four-year low, before bounc- 
ing on October 1st. European 
markets did even worse. Ja- 
pan's market fell by just 11.7%, 
but to a fresh 19-year low. 


America's bad bosses 

Andrew Fastow, former chief 
financial officer of Enron, was 
charged with fraud, money 
laundering and conspiracy in 
connection with an account- 
ing scandal that hid $1 billion 
of debt at the bankrupt en- 
ergy-trading company. 


The contents of the Chicago 
head office of Andersen, the 
deceased firm responsible for 
Enron's audit, were auctioned. 
Among the bargains were 
3,000 chairs, 5,000 work- 
stations and a replica red Lon- 
don phone box—but not the 
famous shredding machines. 


Eliot Spitzer, New York state's 
attorney-general, fired his lat- 
est broadside against Wall 
Street. He filed suit to recover 
profits of $28m made on share 
dealing by well-known execu- 
tives-including WorldCom's 
Bernie Ebbers and Qwest's Joe 
Nacchio. Salomon Smith Bar- 
ney, Citigroup's investment 
bank arm, is accused of "spin- 
ning" the shares in much 
sought-after initial public of- 
ferings (POs) in return for 
business. 


Goldman Sachs was also 
tarred with scandal. Congres- 
sional investigators say the 
firm allocated shares in hot 
IPOS to executives at 21 fa- 
voured clients including eBay, 
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unlike th practice at other 
firms, the executives had to 

ask for the shares rather than 
receiving them automatically. 


Manhattan’s prosecutors are 
investigating the part played 
by Tyco’s auditors, Pricewa- 
terhouseCoopers, in the 
scandals enveloping the com- 
pany. Interest centres on ac- 
counting techniques used to 
conceal millions of dollars in 
secret bonuses paid to top 
Tyco executives. 


At a congressional hearing 
Gary Winnick, chairman of 
Global Crossing, a bankrupt 
American telecoms firm, of- 
fered $25m from his own 
pocket to workers who had 
suffered because their pension 
fund had a large holding of 
‘Global Crossing shares. He de- 
nied selling $100m-worth of 
company shares using insider 
information. 


The cost of calling 

Deutsche Telekom revealed 
plans to cut costs and deal 
with its burgeoning debt. It 
confirmed an announcement 
in May that it would axe some 
30,000 jobs at T-Com, its 
fixed-line business—26% of the 
workforce—but extended the 
deadline by a year to 2005. It 





also said tl 
would not go ahead. 


France Telecom got a new 
chairman to replace Michel 
Bon. Thierry Breton, formerly 
chairman of Thomson Multi- 
media, took up the reins and 
now has the opportunity to 
try his hand at rectifying the 
state-controlled company’s 
losses and cutting its moun- 
tainous debts. 


A key part of Vivendi Univer- 
sal’s debt-reduction plan went 
ahead after a last-minute 
hitch. The sale of Telepiu, an 
Italian pay-TV company, to 
News Corporation knocked 
some €900m ($886m) off Vi- 
vendi's €19 billion debt. But 
the sale of its publishing unit 
ran into trouble. Reports 
emerged of management col- 
lusion with a bidder; that, and 
the publishing arm’s poor per- 
formance, could depress bids 
below a hoped-for €4 billion. 


Ericsson’s shares plunged by 
14% after the Swedish mobile- 
phone maker gave warning 
that sales and orders in the 
third quarter would be worse 
than in the second quarter. 


The bleak outlook for semi- 
conductors hit Britain’s ARM 
Holdings. The chip maker's 
shares fell by 63% after it said 
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t 8,000 new ‘hires: - that third-quarter sales would 


fall below expectations. 


Reform at last? Ea 
Japan's slow progress towards - 

shaking up its banks and deal- ` 
ing with their bad loans may 
be speeding up. Junichiro Koi- ..- 
zumi, the prime minister, — 
sacked the head of the Finan- 
cial Services Agency and re- == 
placed him with a reformer, __ 
Heizo Takenaka. |o 





Credit Suisse's problems mul- — 
tiplied. It was forced to pump 
SFr2 billion ($1.35 billion? into |. 
Winterthur as plunging stock- 
markets hit the value of itsin- 
surance arm's share portfolio. z 
It handed over a similar sum. | 
earlier this year. Credit Suisse — 
also said that falling markets 
would contribute to an operat- 
ing loss in the third quarterat _ 
its investment bank, csFB: 


Six Continents, a British hotel 
and pub group, anmnounceda __ 
demerger of its fancy interna- — 
tional hotel chainsfromits — . 
rather downmarket British — — 
pubsandbars,amovelong 
urged by investors. Sharehold- _ 
ers will get a piece of both. — 
new companies and enjoya 
special dividend of £700m 
($1.1 billion). 
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Other economic data and news — 
can be found on pages 96-98 
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The meaning of Lula 


Good for Latin American democracy. How good for Brazil? 


INCE Brazil is the world’s 

fourth-largest democracy, its 
presidential elections matter. 
But this Sunday’s election car- 
ries unusual significance, and 
not just for 170m Brazilians. The 
| vote comes as Brazil and much 
of South America teeter on the 
edge of another debt-induced financial disaster, with the po- 
tential to add a further large dollop of gloom to a sickly world 
economy. And the election's likeliest winner is not just an- 
other representative of Brazil's privileged elites. Rather, it is 
Luiz Inacio Lula da Silva, a former metalworker who heads 
Latin America's biggest left-wing party. The opinion polls are 
unclear as to whether he will win outright on Sunday, or face a 
run-off in three weeks’ time. Either way, at the fourth attempt, 
Lula finally has the presidency in sight. 

After two decades in which Brazil's restored democracy, 
like that of many of its neighbours, has been governed from 
the centre-right, a victory for Lula would seem to herald an un- 
ambiguous shift of direction. Following the Latin American 
debt crisis of 20 years ago, a wave of free-market reform swept 
the region, promising a new era of sustained growth and de- 
velopment. Since 1997, however, much of Latin America has 
been faltering economically. This appears to have pushed pol- 
itics back towards the left and the statist nationalism of Latin 
America's previous half-century. Or so it may seem. But this 
perception is not necessarily correct. That is because a new 
Lula has emerged in this campaign. As the man himself likes to 
say: “I changed. Brazil changed”. So just what is the meaning 
of Lula, for Brazil and for Latin America? 





A triumph of social mobility 

The first thing to say is that victory for Mr da Silva would be a 
triumph for Brazilian democracy. In a region long ruled by 
generals or grandees, it would have been unthinkable notlong 
ago. Lula's life story is a saga of social mobility worthy of a Bra- 
zilian television soap opera. The child of a dirt-poor family 
from the rural north-east, his formal education ended with 
primary school. He worked as a lathe operator in Sao Paulo, 
and then, as a trade unionist, led the strikes that did much to 
weaken Brazil's 1964-85 military dictatorship. 

Lula's Workers’ Party (PT) is also a by-product of the dic- 
tatorship. This is not a traditional Latin American leftist party, 
inspired by Moscow, Beijing or Havana. It is an alliance be- 
tween trade unionists, community activists nurtured by Cath- 
olic “liberation theology”, and leftist academics. Rather than 
Marxist ideology, it has stood for radical democracy and so- 
cial justice in a deeply unequal country. That makes it more 
pragmatic but also less easy to boss about from the centre. In 
sum, a Lula victory would do much to demolish the idea, more 
myth than fact, that Latin American democracy is still just a 
game rigged for the benefit of the better-off. 

Two things have made a Lula victory possible. One is that 
under Fernando Henrique Cardoso, president for the past 
eight years, Brazil has moved closer to becoming a stable mod- 


ern democracy with some solid institutions. Mr Cardoso 
ended three decades of inflation, and did much to sort out cha- 
otic public finances and establish an open, market-based, 
economy (see page 24). In these circumstances, voters are 
more prepared to take risks. The other is that Lula has taken his 
party towards the centre—a process that has recently acceler- 
ated. This year, for the first time, he has appeared serious 
about trying to govern Brazil. He has sought and found moder- 
ate allies—a necessity given that his party will win less than a 
fifth of the seats in Congress. And he has scrapped earlier talk 
of defaulting on debts or reversing Mr Cardoso’s privatisa- 
tions. In August, he gave his blessing to a $30 billion mF loan 
which commits the next government to maintain Mr Car- 
doso's strict fiscal and monetary policies. 

Nevertheless, Lula leads the polls because he stands for 
change in a country that, despite Mr Cardoso's impressive re- 
forms, is still riddled with corruption, violent crime, injustice 
and widespread poverty. At the local level, the PT has a gener- 
ally clean record in government. Its more successful mayors 
and state governors have been practical reformers not rigid 
ideologues. Its arrival in the presidency would represent a 
healthy alternation of power. 


The economic uncertainties 

For all that, a Lula presidency will stand or fall on its manage- 
ment of the economy. One big worry is that the next govern- 
ment will have a difficult inheritance. Sadly, Mr Cardoso's re- 
forms did not go far enough fast enough. A mere 18 months 
ago, Brazil looked set for sustainable growth. Then problems 
closed in. The world economic slowdown and the flight of in- 
vestors prompted by Argentina's collapse have triggered a 
self-fulfilling financial panic. Brazil’s currency has slumped 
and its interest rates have risen, threatening to render the pub- 
lic debt unmanageable. In contrast to the last debt crisis, most 
of the creditors this time are not foreign banks but Brazilian 
banks and pension funds. That means that some sort of volun- 
tary debt restructuring might be possible, but also that much 
of the cost of any default would be borne at home. 

A second big worry concerns what policies Mr da Silva 
would implement if he were elected. His conversion to econ- 
omic reality is too recent to be beyond doubt, and even if it is 
genuine inexperience could lead to mistakes. He is right to 
stress that Brazil’s central economic challenge is to return to 
growth—a need to which the rwr agreement arguably pays in- 
sufficient attention. Since 1998, Brazil’s economy has grown at 
a sickly annual average of 134%. Yet given the debt problem, itis 
hard to see any short-cuts. Lower interest rates are vital, but 
cannot come safely unless confidence improves. And since 
taxes already take close to 35% of GDP, there is little scope for 
increasing them to close the fiscal gap. 

One radical path for Brazil would be to cut the entitlements 
of the better-off and concentrate state spending on the poor. 
That ought to appeal to a party of the left. Yet the Pr opposed 
Mr Cardoso’s efforts to do this, for example by cutting civil-ser- 
vice pensions. Lula’s party draws many of its members from 
civil-service unions and public universities. He has done little » 





> to discourage the idea that he would throw money at social 
problems. And the industrialists and conservative political 
bosses now flocking to embrace him do so in the hope of state 
largesse. Abroad, Lula has until recently been happy to praise 
Fidel Castro's Cuba. But to succeed, he would have to establish 
a working relationship with the United States. 

A successful government of the left could seal Brazil's still 
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unsteady progress towards prosperity with democracy. That 
in turn would provide both an anchor and a model for South 
America. But if Lula does win, he would do well to recognise 
that success will come as much from continuity in policy as 
from change. Mr Cardoso’s greatest achievement has been to 
make Brazil look governable. Maintaining that, without the 
luxury of piling up more debt, will not be easy. m 





The UN and Iraq 


Pick the right fight 


Disarming Iraq is the issue, not getting inspectors back 


T IS worth giving Iraq one last 
chance to rid itself of weap- 
ons of mass destruction. 
' Agreed? So isn't the next urgent 
—. step to get United Nations in- 
| spectors back into the country? 
| Russia and France seem to think 
Bs so; China seems ready to go 
along. But the answer is no. Perverse though it may seem to 
some, America was right to reject the return of United Nations 
inspectors to Iraq under a deal negotiated with Iraqi officials 
by the revamped special inspectorate this week. New rules 
will be needed before any new inspections take place. But the 
war-or-peace issue that ought to be gripping the Security 
Councilis not the return of inspectors. It is Iraq's solemn duty 
to disarm. Council members, America sometimes included, 
alltoo easily lose sight of that. 

The UN’s own resolutions that ended the Gulf war are ad- 
mirably clear on this point: it always was, and still is, Iraq's ob- 
ligation to disclose its nuclear, chemical and biological weap- 
ons and then destroy them under international supervision; it 
is not the inspectors' duty to disarm it. This crucial distinction 
gotlost, with disastrous consequences last time round, as Iraq 
cheated repeatedly on its obligation, the Security Council's at- 
tention wandered, and inspectors were forced to try and seek 
out and destroy what weapons they could. It risks being lost 
again in the diplomatic tussle over how to word any new UN 
resolution on Iraq and what new powers of search inspectors 
should be given. 

When the Gulf war ended more than a decade ago, Iraq 
was given 15 days to come clean about what illicit weapons it 
held, and told it must then destroy them under the supervi- 
sion of UN inspectors. By any measure, it has been a long 15 
days, and Iraq has still not complied. Now that the Security 
Councilis taking up the case again, Iraq should be held hard to 
that disarmament obligation. The question is how. 

Aren't inspections the only way to do that, short of war? 
Quite possibly. But whether it makes sense for inspectors to re- 
turn to Iraq at all depends on what Iraq does next. Its repeated 
insistence that it no longer has any weapons of mass destruc- 
tion does not even pass the laugh test-and puts it in clear 
breach of its disarmament obligation. How does anyone 
know that? The old uw inspectorate could have papered UN 
headquarters with the succession of "full, final and complete" 
declarations that Iraqi officials presented to them over the 
years, only for it to be proved that each successive document 
was a tissue of lies. Those, like Russia, who want inspectors 
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back now chiefly as a way of forestalling any military action 
will point to the thousands of weapons and tonnes of materi- 
als and equipment the inspectors did manage to destroy be- 
fore they were thrown out in 1998. Those who want to see Iraq 
disarmed would do better to focus on the thousands more 
weapons and tonnes of materials the inspectors were just as 
certain they had been forced to leave behind. 

The lesson to be drawn is that disarmament by inspection 
can be achieved, as the Security Council's own resolutions 
foresaw, only with the full co-operation of the Iraqi govern- 
ment. If Iraq is now ready to co-operate, and hand over the 
weapons it has long been concealing, then inspectors have a 
key role to play in reassuring the world this is done effectively 
and honestly. For this they would need a new Security Coun- 
cil resolution that among other things reaffirmed their right to 
go anywhere (since the council had previously and mistak- 
enly agreed that "presidential sites" would require prior no- 
tice), see anything, and talk to anyone. 

And if Iraq persists in its denials? Returning the inspectors 
would be pointless. Giving them armed assistance—an idea 
floated by those who want tougher inspections as a better al- 
ternative to war—might indeed help them extract themselves 
from a dangerous stand-off, should Iraq seem to co-operate 
but then dig its heels in. But using troops to kick down doors 
would merely be to acknowledge that Iraq was already back in 
flagrant breach of its disarmament commitments, and that in- 
spections were once again being fatally undermined. 


Where there's a will, there's a way 
Inspections cannot be a substitute for the Security Council's 
rediscovering the will to force Iraq to give up its illegal weap- 
ons. So far Russia and France have been all too ready to explore 
any option but war, reinforcing the impression Mr Hussein 
gained from his defeat of inspections last time: that, come a 
crunch, the council will do little more than wring its hands. 
America and Britain, for their part, stand accused of looking 
for any pretext to go to war in order to oust Mr Hussein from 
power. In truth, maintaining the distinction between disar- 
mament and regime change (America barely tries) is virtually 
impossible while Mr Hussein insists on holding on to his 
weapons as well as his power. So is the regime-change lobby 
right: the only way to force Iraq to rid itself of its weapons of 
mass destruction is to get rid of the regime that builds them? 
There is only one way of both disarming Iraq and proving 
the regime-changers wrong. That is for the Security Council to 
tell Mr Hussein unmistakably that he will be stripped of his 
weapons, by force if need be. The choice is then his. m 
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Farm policy 
Scandalous 





Europe's common n iR policy should be scrapped, not defended 


HIS summer the European 

Commission floated propos- 
als for reform of the European 
Union's demented common ag- 
ricultural policy. In many ways 
it was a timid plan, given all that 
is wrong with the CAP. The pro- 
posed reform aimed mainly to 
rearrange, not CEON the mighty sums that the EU requires its 
taxpayers to hand over to farmers. The plan was nonetheless 
welcome. It would have broken the link between subsidy and 
production, tying farm aid more closely to rural conservation 
and—most important—reducing the extent to which the CAP 
dumps farm goods outside the Eu, which drives down world 
prices at great cost to poor-country farmers. 

How has this modest but welcome plan fared? Apparently, 
it was no sooner floated than sunk. Opponents of CAP reform, 
led by France, seem to have gathered the support they need, 
notably from Germany, to put the idea off until 2006, and 
maybe kill it altogether (see page 48). 

Adding insult to injury, Hervé Gaymard, the French agri- 
culture minister, and his counterparts from Luxembourg, 
Spain, Portugal, Austria, Ireland and the Walloon part of Bel- 
gium have just published what purports to be a defence of the 
CAP in the Financial Times and other European newspapers. 
"It is widely asserted that the CAP costs Europe too much,” 
they say, deeply puzzled. How could anybody regard €40 bil- 
lion ($39 billion) a year of direct subsidy (plus twice as much 
again in higher prices demanded of European consumers) as 
too much to pay for producing food nobody wants, keeping 
third-world farmers poor and wrecking Europe's rural envi- 
ronment? Cheap at the price, say the ministers. 

Anyway, the CAp’s defenders continue, the broader effects 





of the policy have been misunderstood: *Some also claim that 
the CAP is responsible for causing hunger in developing coun- 
tries. Nothing could be further from the truth." How so? Well, 
the third world should really stick to subsistence farming, the 
ministers explain: all this haste to develop cash crops, move 
into export markets and rise out of poverty is not at all suitable 
for poor countries. By inhibiting their efforts at agricultural de- 
velopment, you see, the CAP lessens that dangerous tempta- 
tion. In truth the CA» helps poor countries. And what thanks 
for this does Europe ever get? 

If these men—who cares whether they are fools or 
knaves?—prevail, the implications will be even worse than 
you might suppose. The Doha round of negotiations on world 
trade liberalisation hinges on progress in farm-trade reform. 
Many developing countries believe, with reason, that they 
were short-changed in the Uruguay round: this time, as a re- 
sult, the outlook for progress is bad unless the rich countries 
liberalise agriculture, where the developing countries know 
they have so much to gain. Europe, of course, is not the only 
rich-world offender: American farm support, though smaller, 
also does great harm to developing-country farming and liv- 
ing standards, and the recent farm bill has added further to the 
burden. Europe might have used genuine car reform to en- 
courage America to reduce its own farm subsidies—as Amer- 
ica's trade officials now insist they want to. Again, none of this 
will happen if the CAp’s defenders get their way. 

Optimists may say that CAP reform is not dead, merely de- 
layed. Again. But right now is Europe's best chance to sort out 
its farm-policy mess before enlargement admits new farm- 
heavy countries whose governments will have an even bigger 
political stake in defending the status quo. The setback on CAP 
reform is a scandal. And Mr Gaymard and his fellow farm 
ministers are a disgrace. m 





Investment banking 


Wailing Wall Street 


Conflicts of interest cannot be regulated away in banks any more than in newspapers 


HE third quarter of the year 

was grim for equity inves- 
tors, with price falls of a fifth or 
more in most stockmarkets. It is 
now a racing certainty that this 
year will see a third consecutive 
decline in American share 
prices, the worst run since the 





depression of bed: 1930S. 

The chief culprits are the bursting of the biggest-ever stock- 
market bubble and well-justified gloom over world economic 
prospects. But burnt investors, eager prosecutors and aggres- 
sive regulators are not willing to leave things at that. They 
want somebody to blame, and have lit on the infectious greed 


that characterised Wall Street’s investment bankers in the bub- 
ble years. They are seeking not just punishment for wrongdo- 
ers but wholesale reforms of the industry’s structure. 

The charge is being led, incongruously enough, not by fed- 
eral regulators but by a bevy of state attorneys-general, 
headed by New York’s Eliot Spitzer. In May Mr Spitzer secured 
$100m plus structural remedies from Merrill Lynch over the 
behaviour of its research analysts. He has since gone after Ci- 
tigroup for “spinning” hot initial public offerings to clients in 
exchange for investment-banking business, a practice he sees 
as bribery. Other banks are being carved up among his fel- 
lows: Utah gets Goldman Sachs, Texas J.P. Morgan Chase and 
Alabama Lehman, for instance (see page 67). All hope to emu- 
late Mr Spitzer by reaping windfalls for state coffers. Mr * 
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> Spitzer, meanwhile, has even suggested that remedies for Wall 
Street's malfeasance might vary from bank to bank. 

This way madness lies. It is welcome that the federal Securi- 
ties and Exchange Commission (SEC) is, belatedly, seeking to 
bring some order to the mess. It wants a simultaneous, indus- 
try-wide solution that puts a stop to further investigations, 
with any fines paid into a compensation fund. It may find it 
hard to pull publicity-hungry state prosecutors into line. But 
the real argument now should be over what if any structural 
changes are needed. In particular, prompted by Mr Spitzer, the 
SEC is considering whether to impose a separation of research 
analysis from the rest of investment banking. 


Living and dying by the market 

On the face of it, this seems an attractive idea. If analysts’ buy 
and sell recommendations are coloured by their prospects of 
winning advisory work from the companies concerned, they 
do a disservice to their more gullible investing clients. The be- 
haviour (and pay) of such erstwhile masters of the universe as 
Citi’s Jack Grubman, who said conflicts of interest were really 
synergies, and Merrill’s Henry Blodget, who referred to stocks 
he touted as “crap”, was both shocking and distasteful. Inves- 
tors might be better served by genuinely independent re- 
search, even if they have to pay for it. 

That may well be the direction in which the market 
evolves, although even big investing institutions seem reluc- 
tant to spend much on research (a comment, perhaps, on how 
valuable such research is). Yet it would be wrong for regulators 


Japan 


Moving on the banks 








or legislators to enforce this outcome. Conflicts of interest are 
inherent in many industries. Only rarely should they lead to 
laws: for a statutory investor-protection function such as au- 
diting, a ban on consulting work for audit clients is right. 
When what is in question is a market not a statutory activity, 
the best response is to ensure that customers know that con- 
flicts exist, and rely on market forces to resolve them. 

Consider a close-to-home analogy: newspapers, which 
earn their crust by taking paid advertisements from compa- 
nies even though they may write about them. To safeguard 
their reputation, respectable media ensure that advertising 
and editorial staff are kept strictly apart. Yet Mr Spitzer might 
argue that this affords readers insufficient protection. Instead, 
newspapers could be banned from accepting advertisements, 
and made to charge the full price for their product. But that 
would hardly benefit the public, for the likely result would be 
less choice at higher cost, with an added incentive for compa- 
nies, denied the chance to advertise openly, to seek hidden 
and more insidious ways of buying coverage. 

New rules follow every financial crash, almost always with 
unintended consequences. The 1930s produced Glass-Stea- 
gall, which banned commercial banks from supposedly risk- 
ier investment banking. By the time it was repealed, banks had 
found not only how to get round it, but also how to lose on dud 
loans oodles more than any investment bank ever has. The lat- 
est crash has already cleaned up most of Wall Street’s ex- 
cesses—that is how markets work. More disclosure would be 
desirable; more rules would not be. m 


The chances of a resolution to Japan's bad debts have improved. No, really 


ISTORY may judge this to 

bethe week when the Japa- 
nese government resolved to 
cut out the rot at Japan's banks 
and so took the first step to re- 
store the economy to a sem- 
. blance of health—and only a lit- 
tle more than a decade after the 
problem first cried out for a remedy. In his first 18 months as 
prime minister, Junichiro Koizumi dithered over the banks, 
whose bad loans are officially reckoned to be ¥43 trillion ($345 
billion), equivalent to 8% of Gpp, though more realistic esti- 
mates put them at twice or even three times that figure. But on 
September 30th, he declared that “we cannot tackle economic 
revitalisation separately from financial issues.” And instead of 
the minor cabinet reshuffle that his office had signalled, Mr 
Koizumi sacked the country’s top financial regulator, Hakuo 
Yanagisawa, head of the Financial Services Agency (FSA). 

By repeatedly denying that there was anything wrong at 
the banks that time could not cure, Mr Yanagisawa had him- 
self become one of the biggest obstacles to reform. His replace- 
ment, Heizo Takenaka, who continues also as economics min- 
ister, is young, reformist and acutely aware of the banks’ true 
condition. Banks’ share prices fell after Mr Koizumi's reshuffle. 
With luck, this signals that real action—in particular, acceler- 
ated write-offs of banks' bad loans—will mean real pain. 





Certainly, the prime minister is now staking his political 
capital on such action. Mr Takenaka swiftly announced a task- 
force for cleaning up the bad-loan mess, and it includes an- 
other committed reformer, Takeshi Kimura; it is to report later 
this month (see page 69). However, proposals that put compa- 
nies out of business or close down banks are likely to run up 
against the near-immovable mass of the ruling Liberal Demo- 
cratic Party (LDP). The LDP complains that Mr Koizumi's new 
resolve is prompted more by pressure from outsiders—espe- 
cially the rwr and the Americans—than by domestic impera- 
tives. LDP politicians note with relish that Mr Takenaka, an ac- 
ademic, is no political heavy weight. 

All the same, Mr Koizumi has some momentum. The ex- 
traordinary announcement two weeks ago by Masaru 
Hayami, governor of the Bank of Japan, that the central bank 
would buy banks' equity holdings, so concerned was it about 
the health of the banking system, putthe focus on the rsA's in- 
action. The finance minister, Masajuro Shiokawa, seemed to 
support Mr Hayami when he said in Washington, pc, that 
bank consolidation and an injection of public funds were per- 
haps not such bad ideas. That appalled his ministry, always at 
war with the Bank of Japan. 

There are two broad ways to deal with the banks' bad 
loans. The first, less satisfactory approach is to prop up the 
banking system by using public funds to buy loans from banks 
for more than they are worth. The government would then— >» 
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> swiftly, with luck—dispose of the loans by selling some at a 
discount and writing others off. The managers who got banks 
into the mess would remain, with taxpayers paying the bill. 
The risks of moral hazard would abound; but at least banks 
would be free to lend again. 

The second, crunchier approach is to lay down tight rules 
for evaluating loans, and insist on realistic provisioning for 
them. That would entail the bankruptcy of many borrowers, 
particularly in construction and retailing, and big losses at 
banks. Some would go bust, and many more would need in- 
jections of public capital. Some banks would have to be na- 
tionalised and their managers kicked out. Once returned to 
health, they could be privatised again. Encouragingly, Mr 
Takenaka favours this more radical approach. 

Without careful government co-ordination, though, any 
such action could be positively dangerous. If widespread 


British exams 


Who's been cheating? 
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bankruptcies tipped millions out of work, that would exacer- 
bate the deflation that has, since the mid-1990s, done so much 
to compound the banks’ problems. The same deflation, if left 
untended, will guarantee that, even if banks became able to 
lend again, asset markets would still not function: nobody 
wants to borrow when deflation depresses revenues and in- 
creases the real debt burden year after year. 

That is why reflation by the Bank of Japan is needed more 
urgently than ever. Yet Mr Hayami appears to be the only cen- 
tral banker who seems to deny authority over monetary pol- 
icy. Getting Mr Yanagisawa’s head might just have confirmed 
his belief that the roots of deflation lie anywhere but in mone- 
tary policy. The best measure now of the prospects for clearing 
up the mess in the banking system would be evidence of genu- 
ine reflation (notably through buying in government bonds) 
by the Bank of Japan. m 
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Exams are about sorting the bright from the dim, not about demonstrating progress 


 €€ JN THE first place," observed 

Mark Twain, *God made id- 
iots. This was for practice. Then 
he made school boards." The re- 
cent conduct of England's exam 
boards, as well as that of the 
politicians and regulators who 
share responsibility with the 
examiners for determining the future of the nation's pupils, 
tends to support his view. 

For years, the proportion of 18-year-olds getting high 
grades at A-level has been rising. This is probably because of a 
combination of factors. Fifteen years ago, the government 
switched from a relative to an absolute system of marking, so 
that, as teaching improved—and teachers do seem to have got 
better at preparing pupils for exams-the proportion of high 
marks would rise. That fits in with the current government's 
plan for more youngsters to get A-levels, so that more can go to 
university. At the same time, critics say, exams have got easier. 

Concern about the devaluation of grades lies behind the 
current crisis, which arose over the introduction of a new A- 
level system. Examiners realised that the exams were too easy, 
but could not agree about how to keep standards consistent 
with the old A-levels. Instead of explicitly holding steady the 
proportion of students that got top, middling and low grades, 
they seem to have panicked and marked some papers brutally 
lower to depress averages. 

When the news broke that the nation's children had been 
cheated, there were cries for heads on pikes. Estelle Morris, the 
education secretary, duly sacked Sir William Stubbs, head of 
the Qualifications and Curriculum Authority, the govern- 
ment's exams watchdog, and ordered an inquiry—which has 
recommended that 300,000 papers in 26 subjects should be 
reviewed. Some of the victims of this mess, meanwhile, have 
not been able to take up university places, because they are 
still waiting for their real grades. Many may sue. 

It seems clear from all this that the combination of private 
exam boards, public regulation and political interference is 





not working. What's the solution? Chris Woodhead, a critic of 
Labour's education policy and former chief inspector of 
schools, reckons that the government should leave exams to 
the market. Bring on more exam boards, he says. Let the differ- 
ent boards offer different qualifications with different values. 
Just look at university degrees. Everybody knows that the 
value of your degree depends largely on which university you 
got it from. Why shouldn't that be true of the exam boards 
which set and mark A-levels too? 


The market doesn't work 

In most cases where public and private roles have become en- 
tangled, the best solution is indeed for the government to step 
back and leave things to the private sector. Not in this case. 
Competition between the three existing exam boards has not 
improved the service they offer English schoolchildren. On 
the contrary, it has encouraged grade inflation, as the boards 
jostle to provide the results that will make their customers 
happy. More exam boards would compound that problem. 
Mr Woodhead's comparison with university degrees does not 
help his case. Nobody really knows what different degrees 
from different universities are worth. Exams should produce 
qualifications whose value is easily understood. 

Mr Woodhead argues that if exams are set or regulated by a 
government-funded body, political interference is inevitable. 
That is not necessarily so. The Bank of England, whose job is to 
maintain the value of a different sort of currency, has been do- 
ing rather well since it became fully independent in 1997. The 
QCA could have similar constitutional independence. At the 
same time, the government should order it to return to the old, 
relative, system of marking, and give the QCA arule, similar to 
the Bank’s inflation target, for the proportion of pupils to 
achieve As, Us and everything in between. 

Exams are not there to record how the nation’s children are 
improving over the years. They are there to separate the bright 
from the dim. It’s a dull job, but an important one. If govern- 
ments cannot be trusted to maintain the value of a currency, 
people begin to wonder if they can be trusted at all. m 


We develop new vaccines and combination vaccines. 


Because the protection of life is as important 


Wouldn't it be wonderful if many illnesses were just a memory? At Aventis, we are 
working toward this goal. As a world leader in vaccines, we help protect children around the globe from 
infectious diseases such as polio, diphtheria, tetanus, pertussis, meningitis and hepatitis B. We can prevent 
up to six illnesses with a single combination vaccine. However, for a number of diseases, there is still no 





comprehensive protection. Therefore, our scientists will continue to strive to develop innovative vaccines. 


So that our children can grow up more carefree. 


Aventis, Strasbourg (France), is listed on the stock exchanges in Paris, Frankfurt and New York. www.aventis.com 
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Flying into trouble 


SIR - The problems facing air- 
lines are not new but reflect 
inherent features of the indus- 
try which make it impossible 
to earn a viable long-run rate 
of return (“So many planes, so 
w passengers”, September 
ist). Low-cost carriers are 
nly part of the problem. 
- Traditional hub-based air- 
lines provide the foundation 
of the system. The hub struc- 
v. ture has the economic advan- 
-~ tage that a diverse range of 
|. cities can be served efficiently. 
|... By consolidating traffic 
. through a hub, the system al- 
| « lows many smaller communi- 
|. ties to have access to the 
X. airtransport network. Point- 
| to-point services do not do 
- this. The difficulty is that 
* v Scheduled airlines, competing 
: With each other through hubs, 
inevitably try to fill aircraft at 
the expense of rivals. They 
will take any passenger that 
covers the immediate costs of 
the seat. The pressure is to 
cover short-term costs; any 
contribution to capital costs 
becomes a bonus. Hence the 
|. 2.996 net margin you cite. 
|. Regulators have tended to 
ignore this sort of issue and it 
_ may well be generic to a num- 
ber of network-based indus- 
tries with committed costs. 
While competition has de- 
monstrable benefits, it must 
occur within an appropriate 
institutional framework. 
KENNETH BUTTON 
George Mason University 
Fairfax, Virginia 
















































SIR - You assume that Euro- 
pean and American liberalisa- 
tion is sufficient for a curative 
open skies" agreement. 

/hile structural issues such as 
'gulation, sovereign finance, 
ntitrust or citizenship restric- 
ons on investment have va- 
ous effects on the airline 
idustry's finances, neither 

e private nor public sector 
as advanced a comprehen- 
ve analytically-based frame- 
work to optimise industry 
economics. 

The current state is a jum- 
bled mix of archaic, incom- 
plete or conflicting rules and 
Objectives. For example, 
American deregulation in 1978 





has fostered some successful 
low-cost competition to the 
benefit of consumers while 
antitrust laws remain entirely 
dormant in restraining incum- 
bent carriers from wasteful 
anticompetitive behaviour 
against this competition. In 
the meantime, the incumbent 
carriers look to the federal 
government (ie, taxpayers) for 
bail-outs. The government still 
confusedly sustains the notion 
that big airlines are in effect 
sovereign assets demanding 
de facto federal control. 

The European, Asian and 
Latin markets have created 
business models that better 
serve consumers and inves- 
tors butlike American coun- 
terparts succeed by allowing 
smaller-scale operations that 
arbitrage the cost distortions 
of the larger "sovereign" carri- 
ers. While open skies would 
undoubtedly help to clear 
transatlantic excess capacity 
and liberalisation between 
America and Europe would 
help to guide the logic of the 
marketplace worldwide, it 
must be preceded by better in- 
ternal-market regulation. 
These markets are far from co- 
herently liberalised. 

MATTHEW ANDERSSON 
Scottsdale, Arizona 


Fuelling America 


SIR - You say that America's 
dependence on oil imports 
from Saudi Arabia forces it to 
obtain supplies from “unecon- 
omic” sources (“Don’t men- 
tion the O-word", September 
14th). If America is willing to 
pay a premium for oil from 
stable countries it may be well 
advised to continue to do so. 
Saudi Arabia is America's larg- 
est foreign supplier of crude 
oil at 588m barrels in 2001, but 
Mexico is second at 509m bar- 
rels and Canada third at 495m 
barrels. Including natural gas, 
Canada is the largest source of 
American fuel imports. 

MARC SCHINDLER 

Spruce Grove, Canada 


SIR - Let's mention the *O- 
word", loud and clear. Canada 
has about 2.5 trillion proven 
barrels of heavy oil in place. If 
only 30*6 of this is recoverable 


E by present and future technol- 


ogies, it is enough to meet cur- 
rent aggregate consumption 
for America and Canada for 
the next 100 years. Venezuela 
has similar amounts. The 
Bush administration is well 
aware of this. Perhaps the 
pressure on Iraq is purely for 
the purposes of peace and de- 
mocratisation. Perhaps Euro- 
peans should be less cynical 
but they are the ones with a 
looming oil-supply problem 
for which America has a 
nearby solution. 

MAURICE DUSSEAULT 

University of Waterloo 

Waterloo, Canada 


SIR - The probable aftermath 
of a collapse in oil prices, par- 
ticularly if it involves the col- 
lapse of OPEC, could be the 
end of the oil-production in- 
dustry in the rest of the world. 
The loss of the stabilising 
influence of the OPEC cartel 
could bring down the price of 
oil to a level where only pro- 
duction in the Middle East 
could compete. Does anybody 
want this? 

ASH FARHANG 

Greenwood Village, Colorado 


Hong Kong's law 


SIR ~ I take issue with the dis- 
paraging remarks you make 
concerning the motives of the 
Hong Kong government and 
its lawyers. Your criticisms of 
Hong Kong’s proposals for 
laws covering offences against 
the state are not warranted 
(“Subverting autocracy” and 
"Death by slow boiling", Sep- 
tember 28th). 

You correctly report that. 


the proposed offences of trea- _ 


son, secession, sedition and 
subversion all require the 
commission of or the incite- 
ment to commit acts of vio- 
lence against people, property 
or services. It is simply inaccu- 
rate to say that under the pro- 
posals an organisation 
banned on the mainland 
could be banned “automati- 
cally" by Hong Kong if China 
decides itis a threat to na- 
tional security. The power of 
proscribing organisations in 





Hong Kong could only be exer- 


cised if the secretary for secu- 


rity reasonably believed, in 
conformity with the standards 
of the international covenant 
on civil and political rights, 
that it was necessary in the in- 
terests of national security, 
public safety or public order 
to ban that organisation. 
Moreover, the secretary for se- 
curity's decision would be 
subject to appeal and review 
in the courts. Nor is there any 
reason to fear that the propos- 
als could be used to suppress 
journalistic or academic re- 
search. Even you grudgingly 
recognise that we have 
worked hard to ensure that 
the proposals complied 
strictly with international cov- 
enants protecting rights and 
freedoms. 

JAMES O'NEIL 

Solicitor-general (acting) 
Department of Justice 

Hong Kong 


"b Eth ttt *Àth^ntemnretvek*eut HEEHO HEHE HTEREREREH EOE REDD 


Editor's note: According to the Hong 
Kong government's draft proposals 
however, "to a large extent, on the 
question of whether such a mainland 
organisation endangers national 
security, we should defer to the decision 
of the Central Authorities based on the 
comprehensive information that it 
possesses" (paragraph 7.16). 


Nerds do well 


SIR - Your article on Sun's N1 
operating system is clearly the 
work of someone who feels 
threatened by “nerds” (“Delete 
the workers”, September 21st). 
You make it painfully obvious 
that you have some serious 
axes to grind with tT staff. 
Most technology consultants 
and systems administrators 
are well-rounded, educated 
and intelligent individuals, 
not a pack of misfits. The likes 
of my colleagues and I bear 
the brunt of every big 
company’s technological 
operations. This is why we are 
often paid far more than our 
“superiors”, in addition to 


being more dashingly 


handsome and better dressed. 
JOHN SALOMON 
Zurich 98 











Competition and Trading 


Circa £110k plus bonus 


Thís is an exceptional opportunity for someone who can motivate 
and direct a team of 50 professionals doing work which is analytically 
world-class and intensely practical. The role is international in scope 
and includes full board responsibility across the whole of Ofgem s work. 
Ofgem, the executive arm of the Gas and Electricity Markets Authority, 
is the independent regulator responsible for the gas and electricity 


London 


arrangements (NETA), in the first year (2001-02) of which electricity 
generation prices fell by 2095. The Managing Director: Competition 
and Trading will be an executive member of the Authority; and a 
member of the Ofgem Management Committee. 


The person appointed will have substantial understanding of gas or 
electricity markets and a first-rate track record in market analysis 


industries in Britain. These contribute some £13bn annually to GDP. 
The primary duty of the Authority is to protect the interests of 
customers, retail, commercial, and industrial, wherever practical 
through promoting effective competition. The Authority must also 
have regard for broader Government policies on social and environ- 
mental issues. It has specific duties in relation to security of gas and 
electricity supply. For more information see www.ofgern.gov.uk 


(for example as a micro-economist or strategic analyst). S/he will 

also be exceptional in leading, motivating and developing other talented 
professionals, and clear and persuasive in dealing at senior levels with 
Government and companies. An annual salary of up to £110,000, J 
and eligibility for a bonus payment linked to performance criteria, | 
access to the Civil Service pension scheme and 6 weeks’ annual holiday 


are offered. A higher salary might be offered in an exceptional case. 
The Managing Director: Competition and Trading will be responsible 


for three directorates — industry codes, trading arrangements and 
Europe — and an annual budget of circa £8m (about one-quarter of 
Ofgem's budget). These responsibilities extend across both gas and 
electricity markets and are central to Ofgem’s work, For example ad 
this part of Ofgem had the leading part in conceiving, "s 
negotiating and implementing the new electricity trading "i 


: ARC 


ADVERTISED RECRUITMENT AND CONSULTANCY 
A PRACTICE WITHIN BAXTON BAMPFYLDE HEVER 


For further information, including how to apply, please refer to our 

advisor's website at WWW.SAXBAM.COM/ARC using reference 

code DOFM/E or telephone +44 (0) 1233 214 529 (8am - 10pm 

7 days a week) quoting reference DOFM/E not later than 

à Tuesday 15 October 2002. Applications will close on 
Tuesday 22 October 2002, 


























The African Medical and Research Foundation (AMREF) is an Africa-based, non-profit, regional health development organisation whose mission is ‘to empower : 
disadvantaged people in Africa to enjoy better health’, AMREF has over five hundred employees throughout Africa, and its headquarters in Nairobi Kenya, 
with programmes in Kenya, Tanzania, Uganda, South Africa, Mozambique, Ethiopia, Southern Sudan and Somalia, and is in partnership with 12 internati iona 
fundraising affiliates in North America and Europe. AMREF, which was founded in 1957, continues to focus on retaining its position as a leader in hea 
development across Africa. 


AMREF seeks an applicant with a proven record of achievement to fill the challenging position of Director of Learning Systems based at Headquarters in Nairo 
Kenya. Reporting to the Director General and a mernber of the senior management team, the Director of Learning Systems will primarily be responsible: 
ensuring AMREF uses innovative methods to meet the training and information management needs of its users as set out in the corporate strategy. Applican jd 
will have experience of traditional learning systems as well as with the use of information and communication technologies for distance learning. | 


The ideal candidate for this position should have: 


¢ health or health-related degree with post-qualification, preferably in health sciences, health development or health promotion; 

* 6 years’ experience in a tertiary teaching/training institute, of which at least 3 have been in senior management; 

e Theoretical and practical teaching experience in experiental and participatory teaching methods for health development, community-based health care. 
or primary health care; | d 

* A proven track record of assessing and meeting training and information management needs in developing countries; 

« Demonstrated experience in developing and implementing strategic plans and capacity to generate and implement new ideas; 

¢ Good communication, negotiation and people management skills; and 

e A good understanding of financial management and fundraising. 

A detailed job description is available on the AMREF website: http;//www.amref.net. 

if you meet the criteria given above, and are looking for an exciting opportunity to lead AMREF's training and information management group, please send yo 

application letter with a detailed résumé, indicating your employment record, current remuneration package, day-time telephone number and names 

| addresses of three referees. To be considered, your application must be received by 18th October 2002. Ail correspondence should be directed to: 


Corporate Human Resources Manager 
African Medical Research Foundation 
Headquarters, Langata Road 

P O Box 00506 27691 NAIROBI KENYA 
Email: jobs@ amrefhq,org 


‘The Economist October 5th 2002 
























AN  piRECTOR 


The Board of Governors of the Institute seeks applications for the 
post of Director of the Institute on the retirement of Mr Robert Mabro 
in 2003 on a date to be mutually agreed. 


The Oxford institute for Energy Studies, a registered charity, was 
established in 1982 as an independent research organisation by a 
group of governments and international organisations interested in 
energy, in association with the University of Oxford and three of its 
Colleges. 


The institute undertakes research on the social science aspects of 
international energy issues in a neutral and objective way. It 
publishes and disseminates widely the results of this research, 
which aims to be both excellent academically and relevant to the 
needs of decision-makers in energy producing and importing 
countries, 


The successful candidate will have outstanding managerial talents 
and will excel in intellectual leadership, in creating and maintaining 
relationships with the members and benefactors of the Institute and 
in raising donations and research grants. 


Remuneration will be comparable to the Directorship of similar 
Institutes. 










Applications with the names of three referees should be addressed 
before 11 November 2002 to: 


Mr lan Skeet, Company Secretary, 
Oxford institute for Energy Studies, 
57 Woodstock Road, Oxford OX1 6FA. 


Email: information @ oxfordenergy.org 
Telephone: 00-44-(0)1865-311377 

Fax: 00-44-(0)1865-310527 

Visit: http://www. oxfordenergy.org 


Cambridge 









environmental consultant 


With 7000 employees and global experience spanning 100 countries, 
Mott MacDonald is a world-class, independent, multi-disciplinary 
engineering and management consultancy with a £500 million 
business involved in the transport, energy, building, water, industry, 
education and communications sectors. To support the expansion 
of our international business, we're looking for an environmental 
professional with international consultancy experience to join our 
Cambridge office. 












Your role wil concentrate on business development, project 
management and hands-on environmental consultancy for a wide 
range of environmental and infrastructure development projects, both 
in the UK and overseas. You'll be a self-starter with a minimum of ten 
years' experience in at least one of the following areas: environmental 
assessment, management systems, auditing, policy development, 
institutional strengthening, information systems or training. 










We offer excellent prospects for career progression, plus salary 
and benefits are commensurate with those of a major international 
consultancy. 










Please refer to our website for detailed descriptions 
and to apply send your CV and two references to: 









Jean Howard 







Mott MacDonald E jh?mm-camb.mottmac.com 
Demeter House T 01223 463543 
Station Road r 01223 461007 






Cambridge CBI 2RS 


. Mott MacDonald is an equal IY] Mott ; i T À i pe 
opportunities employer A. : MacDonald | 
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Procurement Consultants 












Crown Agents is an As part of our continuing technical 
M ternational developmen ; assistance to the Afghan Assistance Co- 
company delivering 

capacity-building and ordination Authority, we need additional 
institutional development suitably qualified procurement professionals 
services in public sector 

transformation, particularly interested in long and short-term 
in revenue enhancement assignments in Kabul, due to begin this 
and expenditure 


public finance, training and 
procurement... We work for 
the public and private record of consultancy delivery, including 
sectors in more than 100 
countries, as well as for 


individuals with a strong personal track 


experience of World Bank and/or 


international development European Commission procedures for the 
agencies and institutions procurement of goods, works and 
and operate at all times to 2 DA 

the highest standards of services, are invited to submit their CVs 
integrity and transparency. for consideration, along with details of 


their availability over the coming three 


X an months. 


Please email your CV to: 
( ) TRProcurement@crownagents.co.uk 


od 


Crown Agents mz» quoting reference TR/AACA. 
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AFRICAN DEVELOPMENT BANK 


Established in 1964, the African Development Bank (ADB) is the premier pan-African 
development institution fostering economic growth and social progress in Africa. The ADB's 
primary goal is to reduce poverty and improve living standards by mobilizing resources in and 
outside Africa and providing financial and technical assistance for development projects and 
programs in Africa. The ADB is based in Abidjan, Cote d'Ivoire, and has a total of 77 member 
states comprising 53 regional (African) and 24. non-regional countries. At the continental level, the 
ADB's vision focuses on Economic Integration, while at the country level, three broad priority 
themes are predominant; Agricultural and Rural Development, Human Resource Development, and 
Private Sector Development. 


The Bank is looking to hire for the following vacancies 
PRINCIPAL & CHIEF GOVERNANCE EXPERT - (Ref.: VN ADB/02/072 & 73) 


The incumbent will develop and review policies and guidelines on Governance, monitor 
implementation of Bank policy on Governance. He/She will lead economic and sector work, 
develop best practices on Governance issues Closing date 14 October 2002 _ 


PRINCIPAL CAREER DEVELOPMENT OFFICER ~ (Ref.: VN ADB/02/075) 
The incumbent will develop job. profiles for positions across the Bank and inventory staff 
competencies He/She will seek to improve the Bank's systems for career development and staff 
training. Closing date 21 October 2002. 


PRINCIPAL INTERNATIONAL COMPARISON PROGRAM (ICP) STATISTICIAN 
~ (Ref: VN ADB/02/TA/PDRE.2/03) 

The incumbent will introduce the ICP objectives, features, requirements and advantages. He/She 

wii] train statisticians in ICP matters and technicalities Closing date 21 October 2002 


The ADB offers an internationally competitive remuneration and benefits package. This includes a 
tax-free salary, dependency allowance, education grant, education travel, medical, group life 
insurance, generous annual leave, home leave every two years, pension plan, and diplomatic 
immunity and privileges depending on level. pt 


Applicants must be nationals of ADB member countries, Interested applicants are invited to visit 

the Bank Website http:l/www.afdb.org for detailed description of duties and required qualifications 

as well as procedure for applications. zu 

Division Manager 

Staff Planning and Recruitment Division: 

oo... African Development Bank 0 
“OLB.P. 1387 ABIDJAN 01 - COTE D'IVOIRE 90 0 

ADB Honiepage: http//www.afdb.org — E-mail: recruit@afdb.org —— 
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EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt am Main on 1 June 1998, is seeking to fill the vacancy detailed below in the © 
Statistical Information Systems Division, Directorate General Statistics. | 


The ECB has its own terms and conditions of employment, including a competitive suit Structure, retirement plan, health insurance and . 
relocation benefits. Candidates must be nationals of a Member State of the European Union. | 


HEAD OF DIVISION 


(Ref.: ECB/115/02/TE) 


The Statistical Information Systems Division (SIS) is one of the four divisions constituting the Directorate General Statistics (DG-S), the — | 
business area of the ECB which develops, compiles and disseminates the statistics needed to enable the ECB to carry out its monetary c p 
policy and other functions. SIS is responsible for applying computer technology and skills efficiently and effectively to the production, . |. 
use and management of statistics throughout DG-S and the ECB; to this end, it works closely with the Directorate General Information 
Systems (DG-IS). 


SIS maintains, reviews and improves data exchange arrangements with national, European and international organisations as well as sys- / 
tems for loading, processing and managing data from these and other sources. It provides end-users of statistics with the ECB Statistical 
DataBank and associated applications through which they can access and employ the statistical information they need. It promotes "best. |- 
practices” and harmonisation in statistical data exchange, statistical modelling, and statistical information systems in general, both within |. 
the European System of Central Banks (ESCB), in Europe, and internationally (in co-operation with other statistical institutions). 


The Head of Division (HoD) manages a group of highly expert staff, currently 12 in number, who are organised in three teams. Within the: 
division, the HoD provides leadership and maintains divisional cohesion as well as promoting staff development through the appropriate — |. 
professional training and the exchange of ideas and expertise with ECB and external experts. Within DG-S, and the ECB more generally, «|. 
the HoD coordinates and oversees the maintenance and development of statistical information systems, focused on the relation to the ]- 
FAME time-series system, and ensures good communication and co-operation on relevant issues with DG-IS. : 


In addition, the HoD chairs the international working group on statistical information systems, which reports to the Statistics Committee — | 

of the ESCB, and represents the DG and the ECB at international meetings at which data exchange and statistical information systems are D. t 

discussed. E 

lifications and : i * 

* Advanced university degree in statistics, computer science, economics or in a highly numerate discipline making intensive use of com- = 
puter technology, reinforced by substantial practical experience in the application of computing in statistical environments. iz 

* Extensive experience in the management of technical staff, preferably those working at the interface between IT and statistics in a central 
bank or statistical office, or in a regional or international organisation. oe 

* Ability to provide leadership, to coach and motivate a team of highly qualified staff, and to encourage them to be innovative and forwards = 
looking in their technical investigations and personal development. 

* Outstanding communication and interpersonal skills together with cultural awareness. 

* Ability to achieve results on the basis of a collaborative relationship with other areas. 

* Ability to represent DG-S and the ECB at international meetings. : 

* Excellent knowledge of English and proven drafting skills, together with the ability to present technical matters and their policy impli- 
cations in non-technical terms. A working knowledge of at least one other official Community language is required. M 


Starting date 
January 2003 


Applications 
Applications should be submitted in English and include a covering letter, curriculum vitae and a recent photograph, together with refe- 
rences confirming the required experience and skills. They should be addressed, quoting the reference number, to the European Central - 
Bank, Recruitment and Staff Development Division, Postfach 16 03 19, 60066 Frankfurt am Main, Germany and should reach the 
ECB no later than 22 October 2002. Applications will be treated in the strictest confidence and will not be returned. 





This vacancy has also been posted on the ECB's website at www.ecb.int. To meet the deadline, a copy may be sent by fax to +49 69/1344 
7979 or by e-mail to recrt itme Mt 'cb.int. However, a signed application must still be sent by post. 














= (PCIA) 


Water Sector Infrastructure Development Professionals 


. Pacific Consultants International Asia (PCIA), a wholly owned subsidiary of 
. PCI Japan based in Manila, is a multidisciplinary engineering-consulting 
. group currently involved in implementing a number of ongoing water 
- infrastructure projects as well as actively pursuing proposed water resources 
; development. projects supported by multilateral lending agencies. PCIA 
+ services include all phases of water related infrastructure development 
“projects from pre-investment studies, planning and design through 
.tendering, procurement, implementation, construction supervision, and 
^project management to operations and maintenance and benefit 
"monitoring. 
-: PCIA is now seeking degree-qualified professionals with a minimum of 10 
“years postgraduate experience for specific assignments on projects in South 
= and South East Asia. In particular, the following types of specialists are 
* currently being sought by PCIA for water sector development projects: 


Project Managers / Team Leaders 

Water Supply Design Engineers 

Water Treatment Specialists 

Hydraulic Engineers, Hydrologists, and Hydro-geologists 
Financial Experts (Tariff and Credit Schemes) 
Environmental / Sanitation Engineers 

Construction Engineers (Transmission Networks and Treatment Facilities) 
Mechanical / Electrical Engineers 

Instrumentation Engineers 

River Basin Planners 

institutional / Capacity Building and Training Specialists 
Water Resources Policy Specialists 


& € 8 © $6 e o v € €? $9 3 


; Qualified professionals with experience in these fields are requested to 
<email their CV to us at recruit@pci-world.com 


Please indicate PCIA ECONOMIST AD 2002 in the subject header, 


| ETHIOPIAN JUSTICE SYSTEM REFORM PROGRAMME 


| The Government of Ethiopia (GOE), in cooperation with UNDP and other | 


| Donors, has embarked on a reform programme to strengthen the 
| effectiveness of the justice system and enhance the rule of law in the country. 


| -GOE is looking for a team of international consultants with different expertise | 


fo assist the Justice System Reform Programme Office (JSRPO) in designing 
, a comprehensive Justice System Reform Program. 
‘The consultant(s) must have the following major qualifications: 
| + Advanced degree in Law and Public Administration, Law and development 
^5. Economics; 
Legal education with experience in comparative justice systems and reform, 
preferably including developing countries; 
Expertise in employing appropriate research methodologies; 
Willing to. work with, train and transfer knowledge and skills to national 
experts; 
Commitment to bring about desired changes as envisaged based on the 
objective reality of the country; 
+ Proficient in the English language. 
Interested candidates and Institutions should contact the Justice System Reform 
Programme Office (JSRPO) —- Ministry of Capacity Building, Addis Ababa, 


Contact person: Mandefrot Belay 

7 Program Director 

e-mail: mandefrot@ yahoo.com 

Tel: +251 1 56 00 19 or + 251 09 22 88 81 


and UNDP Ethiopia 


Contact person: Liliana De Marco and Ade Lekoetje 
liliana.demarcoGundp.org mamonyane.lekoetie@undp.org 
+251 1 444 282 +251 1 44 42 29 
+251 151 51 47 +251 1 51 51 47 
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Central/Eastern Europe and Latin America 


Development Alternatives, Inc. (DAD, an international development consulting firm based in metropolitan 


Washington, DC, is seeking candidates for Chief of Party and senior technical manager positions in 


Central/Eastern Europe and Latin America for on-going and anticipated USATD-funded local governance 
programs. The main technical areas are public administration reform, citizen participation and 
accountability, local economic development, decentralization and policy reform. 


— Responsibilities: 


Hold primary responsibility for the management and technical leadership of a large, complex, 
multivear local governance program; 

* Provide advisory support to local governments in public administration reform, financial 
management, public service delivery, transparency, and accountability; 

* Assist citizens associations, NGOs, and other coalitions in creating linkages with local governments; 

* Supervise professional and administrative staff and short-term consultants; 

¢ Ensure compliance with USAID regulations on contractual reporting, including quarterly reports, 
anmial work plans, and reports. 


Required Qualifications: 

* Proven project management skills on a USATD-funded program, including prior Chief of Party, 
Deputy Chief of Party, or Team Leader experience (at least 3 to 5 years) required; 

* 10 or more years of technical experience focused om: municipal management, public administration, 
or citizen participation; 

e or more years relevant regional experience; 

* For assignments in Latin America, fluency in Spanish required; 

* Advanced degree in relevant field preferred. 


Additional Senior Technical Managers are sought in the following areas: 
* Municipal management, including finance and budgeting, personnel reform, organizational 
development, procurement, management restructuring and IT applications; 
Local economic development; 
Local service delivery and municipal utilities management; 
Citizen participation; 
Decentralization and policy reform. 


Candidates for these senior management positions must have: 
* <A minimum of 5 to 10 years of overseas-based local government program experience, including 
significant oversight and management responsibilities for major program components; 
At least 10 years of professional experience, including prior work with USAID: 
Prior long-term experience in the region; 
For positions in Latin America, fluency in Spanish required; 
Relevant advanced degree preferred. 


* 9 o * 


Interested and qualified candidates should send a resume and cover letter to recruit, cop&dai.com or fax the 
information to (301) 718-7968, atti: Ms. Aline Prentice, 


Development Akternatines, Inc. 


7250 Woodmont Avenue, Suite 200, Bethesda, Maryland 20814 USA 
Tel: (301) 718-8699 Fax: (301) 718-7968 Website: www.dai.com 


the world trade institute 


Director of Legal Research 


The World Trade Institute is seeking to appoint a new half time Director of Legal 
Research in international Trade Law. The current incumbent, Dr. Christine Breining, 
has recently been appointed to a senior academic position in the Faculty of Law at 
the University of Zurich. 


The holder of this position shall direct the legal side of the WTI's research agenda. To 
date, the WTI's research program has focused on WTO decision-making and dispute 
settlement, intellectual property rights, financial services, and competition policy. The 
ideal candidate. will be able to translate research findings. into policy advice and, 
should the opportunity arise, externally-funded research projects. The Director of 
Legal Research may aiso undertake some teaching at the graduate level at the WTI 
(in the WTI's flagship program Masters in International Law and Economics -MILE, as 
well as in other programs), which will be remunerated separately. There will be limited 
additional teaching Me E at our founding universities, those of Berne, 
Fribourg, and Neuchatel. 


Applicants are expected to hold a Ph.D. in law with a specialization in the field of 
international trade law. The successful applicant has either an impressive research 
record or the clear potential to produce high quality research in international trade law 
and the legal analysis of international commerce, as well as a keen interest in 
linkages between the economic theories underpinning international trade and 
international economic law. Teaching experience and the ability to lead an 
interdisciplinary research team (law and economics) is expected. The applicant will 
be fluent in English and professionally conversant in either French or German. Some 
familiarity with the Swiss university system wouid be an advantage. The World Trade 
institute is an equal opportunity employer. The contract is for a limited term and will 
terminate in December 2005. 

Applications 

Applications should be made exclusively via email at this stage and be received by 
November 10, 2002 Please address your application to Professor Thomas Cottier, 
Managing Director, World Trade Institute (thomas.cottier Q iew.unibe.ch). Please send 
a cover letter outlining your research interests as well as a CV, which should include 
a líst of your publications. The appointment of the successful applicant will be made 
by a select committee composed of the Directors and Board Members of the WTI and 
in consultation with leading members of our international faculty. 


World Trade institute, Hallerstrasse 6, 3012 Berne, Switzerland 
Tel +41 31 631 32 70 Fax «41 31 631 3630 
Email applications @ worldtradeinstitute.ch 


www. woridtradeinstitute.ch 
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| European Agency for Reconstruction 


The EUROPEAN AGENCY FOR RECONSTRUCTION, with its Headquarters in 
Thessaloniki and Operational Centres in Belgrade, Podgorica, Pristina and Skopje is 
responsible for the management of the main EU assistance programmes in the Federal 
Republic of Yugoslavia (the Republic of Serbia, Kosovo, the Republic of Montenegro) and 
the Former Yugoslav Republic of Macedonia. 


For more information on the activities of the EAR, see www.ear.eu.int 


` We are looking for a new staff member (Temporary Agent) who must have: 
* The citizenship of one of the Member States of the European Union 
* Fluency in written and spoken English, the Agency's working language 
* Experience of working in the Balkans and/or post-conflict or transition situations. 


We offer an 18-month contract (with the possibility of renewal) and a competitive salary. 


Programme Manager: Public Finances 
Grade A7/A4 - Ref No: PRI 026/TA 


The programme manager will be based in Pristina, working within our Operation 
Division, in the Institution building /Good Governance sector. 


Tasks: Under the supervision of the Agency's Head of Operations Division for Kosovo 
and the quidance of the programme manager responsible for the sector, the Programme 
Manager will provide professional advice to the Agency on this part of the substantial 
EC assistance package for Kosovo in the area of public finances. S/he will render full co- 
operation to monitors, evaluators and others in the Agency with regard to the fulfilment 
of their respective institutional tasks. S/he will also be responsible for all the main phases 
of project design and implementation in this field, but will also be required to work as 
part of a wider muttidisciplinary team, 


Specific tasks will include: 

* Assessing needs and designing projects in the sector 

* Preparation of a detailed strategy paper and financing proposals 

* Drawing up terms of reference for tenders and contracts, strategy documents 
and reports as well as short term technical assistance which may be required 
to produce the strategy and other documentation 

* Appraisal of contractors reports, approval of payments and preparation 
of contract amendments 

s Drafting reports and commenting on consultants’ reports 

* Progress chasing, supervising and trouble shooting to ensure project progress 
is in accord with targets set 

* Maintaining a dialogue with the public authorities, independent institutions, 
beneficiaries and other donors active in this field 

* Representing the Agency at à range of meetings, including donor co-ordination 
and Supervisory Boards of EC-funded programmes in the sector 

* Undertaking field visits to monitor project progress. 


Job Profile: See general introduction. Furthermore, applicants should be able to think 
laterally and have an ability to prioritise and identify comparative advantages. Applicants 
need to be team players with good interpersonal and negotiating skilis. It is important 
that the programme manager is able to work quickly agatnst tight time constraints and 
be very adaptable and flexible in their approach. S/he will also need to be prepared to 
work in sometimes difficult conditions. 


Candidates must have: 

* University degree or higher education certificate, preferably in management 
or economy. Specialisation in public finances would be an asset 

e At least 5 years working experience in the field covered by the description of duties 
which should also include work in the economic and public administration reform 
sector with a specific emphasis on public finances management 

* Proven track record in project management, monitoring and financial systems 

+ Experiential knowledge of procurement and general contracting rules and procedures 
(knowledge of EC rules and procedures would be an advantage) 

* Computer skills, including Excel, Word and other software. 


Applications should be submitted by e-mail only to admn@eareu.int, with a letter of 
interest indicating the job reference number and a detailed CV in English in conformity 
with the ‘European Curriculum Vitae Format’ as available on our website 
http//www.ear.eu.int/jobs/jobs.htm 


The Agency is an equal opportunity employer and encourages 
applications from women. 
Applicants will be short-listed on the basis of their CVs, and short-listed candidates 
will be invited for an interview. 
Candidates who have not been contacted by 31st December 2002 should consider 
that there will be no follow-up to their application. 


Deadline for the submission of applications: 20 October 2002 


IT Expert Engineer 
Grade A7/A6 - Ref No: BEL 022/TA 


Please note a change in the text for the above post advertised in the 
Economist on 28th September 2002: 
This post will be based in the Headquarters or in one of the Operational 
Centres and not necessarily in Belgrade as originally advertised. 


For more information, please visit our website 
http:!/www.ear.eu. CUIRE htm 





The Economist October 5th. 2002 





EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt am Main on 1 
June 1998, is seeking to fill the vacancy detailed below in the Institutional 
Law Division, Directorate General Legal Services. 








The ECB has its own terms and conditions of employment, including 
competitive salary structure, retirement plan, health insurance and relocatio 
benefits. Candidates must be nationals of a Member State of the Europe 
Union. 


SENIOR LEGAL COUNSEL 
(Ref.: ECB/117/02/TE) 


The Institutional Law Division is one of two divisions of the ECB's Direc- 
torate General Legal Services. Its responsibilities include the legal aspects 
of the ECB's activities in the areas of international and European relations, 
banknotes, statistics, accounting and auditing, administration and personnel, i 
and the representation of the ECB before the European Court of Justice. vo 
The Institutional Law Division comprises several teams, each of which con-- e 
sists of Legal Counsels from different EU jurisdictions covering one part of | - 
the Division's responsibilities. The successful candidate will be a member. | - 
of one of these teams and will initially be expected to work on legal issues | 
relating to the ECB's institutional relations with the institutions and bodies. | 
of the European Union and with international organisations (e.g. IMF, BIS, |] 
OECD, World Bank, WTO), as well as to deal with some issues relating to the o 
production and issuance of euro banknotes, In addition, the successful candi- | - 
date should be prepared to act as “country rapporteur" in the area of Finnish E 
financial and banking legislation. The ECB is therefore seeking a qualified. | 
Senior Legal Counsel with a sound background in Community law as wellas | 
a good knowledge of ECB and central banking legislation. n 


Qualifications and experience 


* An advanced university degree in law obtained in an EU Member State; =f - 
preferably in Finland. A post-graduate diploma as well as a research and. | 
publications record would be an asset. cup 

* An excellent working knowledge of Community law, with an emphasis — f- 
on institutional law and on economic and monetary legal issues, as well f 
as of public international law. cups 

* At least eight years’ professional experience in the areas of Community 
law as specified above, preferably at the European Court of Justice, at 
another Community institution, in an international organisation or in 
the legal department of a financial institution or public body with close... 
international relations. Experience in the drafting of legislation, in cò- <55 
ordinating projects and in chairing meetings would also be an asset. 

* A very good command of English with proven drafting ability. A very _ 

good command of Finnish and a working knowledge of French are also > 

required. 

The ability to work with a high degree of efficiency under heavy time — 

pressure. | 

* Strong interpersonal and communication skills and self-motivation. — 

* The ability to work as part of a team and to act as co-ordinator for speci- 
fic projects. 

* Experience in using information technology and office software systems 










rti 
January 2003 


Applications 


Applications should be submitted in English and include a covering lette 
curriculum vitae and a recent photograph, together with references confirming 
the required experience and skills. They should be addressed, quoting the re- 
ference number, to the European Central Bank, Recruitment and Staff 
Development Division, Postfach 16 03 19, 60066 Frankfurt am Main, 
Germany and should reach the ECB no later than 29 October 2002. Appli- 
cations will be treated in the strictest confidence and will not be returned. This 
vacancy has also been posted on the ECB's website at www.ecb.nt. To meet 
the deadline, à copy may be sent by fax to +49 69/1344 7979 or by e-mail to 

ut@ech.int. However, a signed application must still be sent by post. 
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Can Lula finish the job? 


RECIFE AND SAO PAULO 











Brazil hasimproved in many ways under President Fernando Henrique Cardoso. 
Yet Brazilians seem about to elect *Lula", his veteran left-wing opponent 


ECIFE, a north-eastern Brazilian city 

famous for its vivid Carnaval parades, 
has a district called “Planet of the Apes". 
The history of this place shows how the 
lives of Brazil's poor have improved since 
the country returned to democracy in 1985, 
and especially since the election in 1994 of 
President Fernando Henrique Cardoso. 

Planet of the Apes started out as a favela 
(shanty-town) of wooden shacks in the 
mid-1970s, after migrants from the dirt- 
poor backlands of Pernambuco state 
camped out beside a freeway on the out- 
skirts of Recife, its capital. By local tradi- 
tion, the favela was named after a televi- 
sion show of the time. In the late 1980s the 
residents were granted ownership of the 
land under their shacks, and began replac- 
ing them with simple brick-and-tile 
houses. In the late 1990s the homes were 
connected to a main sewer, and a nursery 
opened. Though it has kept its wacky 
name, its residents now proudly say that 
Planet of the Apes is a bairro (neighbour- 
hood), not a favela. 

Madalena da Silva, a short, stocky 
grandmother in her 50s who has lived 
there since the beginning, remembers how 
hard it was to cope with the roaring infla- 
tion that was ended by the real plan which 


Mr Cardoso, then finance minister, 
launched in 1994. Every pay day she had to 
dash to the shops to buy groceries before 
the prices went up. She never had money 
left over for the things she has in her home 
now: a television, a video and even a com- 
puter. Before Mr Cardoso privatised the in- 
efficient state telecoms firm in 1998, tele- 
phone lines were so scarce that people 
would pay thousands of dollars for them. 
Now they are within the reach of poor Bra- 
zilians like Mrs da Silva. She received only 
primary schooling, but the expansion of 
the education system has meant that her 
two daughters went to university. 

Mrs da Silva shares a surname and sim- 
ilar, humble, north-eastern origins with 
Luiz Inacio Lula da Silva, Brazil's veteran 
left-wing opposition leader and presiden- 
tial candidate (for the fourth time) of the 
left-wing Workers’ Party (PT). However, 
unlike many Brazilians, she will not vote 
for Lula in Sunday’s election but for Jose 
Serra, the candidate of Mr Cardoso’s cen- 
tre-right coalition. “Fernando Henrique 
was a good president for the poor. It is the 
middle classes who are in revolt,” is her 
theory on why Mr da Silva is so far ahead 
of Mr Cardoso’s candidate. 

The polls, however, are sending mixed 


signals. Mr da Silva enjoys a big lead 
among all income groups, with a smaller 
lead only among the poor (though of 
course one might expect the opposite from 
a left-wing candidate). But Mr Cardoso 
himself (who cannot stand again) remains 
quite popular, despite Brazil’s recent weak 
economic growth and its current financial 
crisis. Only a third of Brazilians think he is 
doing a bad job, and a quarter rate him 
good or excellent. The polls show that par- 
ties from Mr Cardoso’s coalition are ex- 
pected once again to capture more state 
governorships than the PT or other leftish 
groups, as well as more seats in Congress. 
Voters seem to be hedging their bets, 
reckons Marcelo Medeiros, a politics pro- 
fessor at one of Recife’s universities. Per- 
nambucans are set to choose Lula for presi- 
dent while re-electing Jarbas Vasconcelos, 
one of Mr Cardoso’s closest allies, as state 
governor, whose powers over everything 
from housing to policing have at least as 
much effect on their lives. Furthermore, it 
seems less of a risk to bet on Lula for presi- 
dent after his move to the centre in the cur- 
rent election. Voters may be hoping that 
the new-look Mr da Silva, who has 
swapped his jeans for a business suit but 
has kept his beard and continues to pro- 
mise big social improvements, will main- 
tain the best of Mr Cardoso’s policies 
while improving on his weak points. 


Cardoso’s score-card 

Although Mr da Silva and his aides rail 
against Mr Cardoso’s “neoliberal” policies 
and their supposed failure to alleviate pov- 
erty, the outgoing president has taxed and 
spent as never before, while poverty has » 





> fallen and other social indicators have im- 
proved. His most memorable achieve- 
ment, one that several of his predecessors 
had attempted without success, was the 
conquest of inflation. When the real plan 
was launched, inflation was running at an 
annual rate of 10,445%. Soon afterwards, it 
fell to single figures and stayed there. Since 
the poorest had found it hardest to keep up 
with rising prices, this caused a drop in de- 
privation. A study last year by IPEA, a re- 
search body, reckoned that the proportion 
of Brazilians living in extreme poverty (de- 
fined as not having enough income to eat 
properly, let alone afford anything else) fell 
from 20% to 15% between 1993 and 1995, 
though it has not improved further since. 

With his anti-inflation policy working 
well, in the 1994 presidential campaign Mr 
Cardoso made a number of promises to 
improve different aspects of Brazil. These 
varied according to where he was (crime in 
the cities, agriculture in the countryside), 
and often involved services delivered by 
state and city governments, rather than 
federal government. But broadly speaking, 
as the charts show, Mr Cardoso can claim 
to have kept many of his pledges. 

The first was health. Infant mortality— 
the most widely used yardstick—has fallen 
significantly in response to various federal 
programmes, although Brazil remains be- 
hind some other comparable countries. A 
bold anti-Arpbs programme (official ex- 
hortations to use condoms, cheap drugs 
for those with HIv) seems to have paid off: 
the number of new cases peaked in 1998 
and is now below its 1994 level. Progress 
against other infectious diseases has been 
more variable: cases of dengue fever, for 
example, have increased. 

In education, one of the areas in which 
Brazil has long been backward, progress 
has been made. For the first time in history, 
almost all Brazilian children are going to 
primary school. Enrolments have soared 
in secondary and higher education, to the 
benefit of young Brazilians like Mrs da 
Silva's daughters. Among many new re- 
forms was the bolsa escola, a benefit—pio- 
neered by local PT governments-paid to 
poor families on condition they send their 
children to school. Yet, for all this, the rich 
world has been improving its educational 
performance faster, leaving Brazil still fur- 
ther towards the back of the class. 

Mr Cardoso did not do anything radical 
about his promise to improve housing. 
Some big, wasteful federal construction 
programmes, used by governments to buy 
off congressmen, were scaled back, and 
more loans were made to individual 
house-buyers. Overall, though, the num- 
ber of homes in Brazil has been rising 
faster than the population, and many fave- 
las like Planet of the Apes have become 
proper neighbourhoods, though millions 
are still poorly housed. 

One of Brazil's most enduring social 
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problems has been the sometimes violent 
conflict between landless peasants and 
the latifundiarios, owners of huge and of- 
ten under-used tracts. Mr Cardoso's land 
reform involved buying such land and 
helping peasants set up co-operative farms 
on it. More than 600,000 families have 
been settled during his mandate, three 
times as many as in the preceding 30 
years—though Mr da Silva and the PT con- 
tinue to portray themselves as the landless 
peasants' champions. 

Mr Cardoso's promise to increase in- 
vestment in infrastructure has been un- 


dermined by lack of money. Nonetheless, 
the proportion of homes with mains wa- 
ter and sewerage has grown by around six 
percentage points. And, propelled by pri- 
vatisation, the share of households with a 
telephone has risen from 20% to 58% in the 
eight years to 2001. One in eight Brazilian 
homes now possesses a computer, and 
broadband Internet access for households 
took off faster in Sao Paulo than it did in 
London. 

On employment, things do not look so 
good. The low growth that Brazil has ex- 
perienced since 1998 (the year Mr Cardoso 
was re-elected) has meant that creation of 
new jobs has not kept up with the 1.5m or 
so young Brazilians who join the labour 
market each year. The official unemploy- 
ment rate now stands at 8%, up from 6% 
eight years ago. Broader, unofficial mea- 
sures that include underemployment are 
higher still. Mr Cardoso hoped to reform 
Brazil’s archaic labour laws, which dis- 
courage employers from taking on staff. 
But the most important reform, to allow 
bosses and workers the freedom to negoti- 
ate contracts, remains stuck in Congress. 

Nor has much been done on law and 
order. Many Brazilian cities, like Recife, 
have seen a big rise in armed assaults on 
motorists and other violent crimes. The 
country is awash in weapons, but a gun- 
control bill Mr Cardoso sent to Congress in 
1999 got nowhere. In 2000 he launched a 
broader public-security plan, including 
funding for crime-reduction programmes 
and new jails. But progress has been slow: 
only one high-security federal jail has 
been built. The rest of the prison system, 
run by state governments, suffers constant 
breakouts, riots and gang warfare. 

Mr Cardoso has also been unable to get 
Congress to approve his proposals to re- 
form Brazil's sluggish and sometimes cor- 
rupt justice system. The constant stream of 
allegations of corruption in Brazilian poli- 
tics may prove that corruption has indeed 
worsened, or may simply mean that more 
is coming to light. Mr da Silva's advisers 
claim, perhaps extravagantly, that corrup- 
tion eats up 20-30% of public spending, 
and promise their man will be bolder in 
tackling both corruption and tax evasion, 
thereby acquiring the money to raise so- 
cial spending. The PT has a reputation for 
being more honest than other parties, 
though recent scandals in PT local govern- 
ments are beginning to undermine it. 

Mr Cardoso has made slower progress 
than he hoped in reforming the public fi- 
nances. A fiscal-responsibility law, passed 
in 2000, is forcing formerly profligate 
states and municipalities to put their bud- 
gets in order. But reforms of state pensions, 
whose annual deficit is almost 596 of GDP, 
are only part-completed. Although the 
government has been running ever-larger 
primary surpluses (ie, before interest pay- 


ments), Brazi's government debt has» 





-<> soared under Mr Cardoso, hitting a record 
—. 62% of GDP this July, compared with 30% 
when he became president. 
-—.  AsJoao Paulo, Recife's PT mayor, sees it, 
-> Mr Cardoso has failed because he has left 
Brazil indebted and vulnerable with a vain 
: — bid to prop up the real’s value artificially 
_ before being forced to devalue in 1999. In 
fact, though part of the debt rise was in- 
= deed caused by attempts to prop up the 
= currency, a large chunk of it came from Mr 
= Cardoso owning up to large liabilities that 
his predecessors had incurred but left off 
_ the books, and another chunk from bailing 
.. out indebted states and municipalities, 
.. something which the fiscal-responsibility 
^ law will supposedly prohibit in future. 


-<+ A change of style—and substance? 
-= Mr da Silva promises big changes if he 
* wins the election. He is vague, however, 
.. about what they will be. In this campaign 
-> he has adopted, apparently with success, a 
_. softer "love and peace" image, as he puts it, 
.. in place of his former tub-thumping trade- 
, unionist rhetoric. He promises to be a great 
- negotiator, achieving things that Mr Car- 
...doso could not, besides bringing faster 
economic growth and faster progress on 
overcoming social problems. But he is 
fuzzy on policy details, of which he seems 
to have no grasp. The current economic 
:- model, he says, must change; he does not 
-say what he would putin its place. 
< As the Brazilian press has pointed out, 
¿the main candidates’ programmes are 
both similar and vague. All promise a 
^more active industrial policy, thus more 
= exports, thus more growth, thus more jobs 
= Qom in Mr da Silva's case, 8m in Mr 
<: Serra's). Beyond that, the details are 
= patchy. Mr da Silva would be less afraid of 
*. intervening, for instance to stop state-con- 
> trolled Petrobras buying foreign-made oil 
- platforms. There will be less talk of privati- 
. sation, though the PT admits it would 
. bringin private firms to run water services. 
: On social policy, which the pr regards as 
its forte, in general it is simply promising 
more, rather than different. 
There should at least be differences in 

















style. Mr Cardoso, the smooth, cosmopoli- 
tan, polyglot academic who is in his ele- 
ment at international summits (his friends 
include Tony Blair and Bill Clinton), will 
give way to a rough-edged former trade 
unionist who, at the age of six, made a 
1,000-mile journey with his mother to Sao 
Paulo in a rickety wooden truck. Mr da 
Silva started work at the age of 12, speaks 
no foreign languages, and is pally with the 
two great outcasts of his hemisphere, 
Cuba's Fidel Castro and Venezuela's popu- 
list president, Hugo Chavez. 

Although the PT still has its radicals, Mr 
da Silva and his moderate faction, “Articu- 
lation", have a tight grip on the party lead- 
ership. This has allowed him to carry the 
PT with him to the centre. In this election, 
Lula has replaced the Pr's former threat to 
“renegotiate” Brazil’s government debt 
with a pledge to repay it, and indeed to 
maintain a primary surplus sufficient to 
stabilise it. Overruling the radicals’ objec- 
tions, he sealed an electoral pact with the 
small, conservative Liberal Party in order 
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to get its leader, Jose Alencar, a textiles 
magnate, as his running mate. Yet trying to 
run the huge federal-government mach- 
ine, while curbing his party’s and his sup- 
porters’ huge expectations, would be a far 
bigger challenge. The PT has some experi- 
ence running states and cities, often quite 
efficiently, but its leader has none. 

Even if Mr da Silva wins the presi- 
dency,the PT will befar short of a majority 
in Congress and will have to seek support 
from the centre. Paradoxically, Mr da 
Silva’s most promising potential allies 
might be Mr Cardoso’s Social Democrats 
(psp) and their main coalition partner, 
the Brazilian Democratic Movement 
(PMDB). Both these and the PT grew out of 
the leftish opposition to Brazil's 1964-85 
dictatorship; but the PMDB and PSDB 
moved to the centre sooner, and formed a 
centre-right government with the backing 
of conservative groups. Now that victory 
looks likely, Mr da Silva has begun to put 
out feelers to Mr Cardoso's support base. 

Given Mr da Silva's switch to more or- 
thodox economic policies, and the chance 
that some parts of the current governing 
coalition will stay, it seems that life under 
President Lula might not be so different. So 
why are the markets panic-stricken at the 
prospect? As Mr da Silva’s lead has in- 
creased, the real has fallen to record lows 
and the spreads on Brazil's bonds (ie, the 
interest investors expect on them, above 
that on us Treasuries) have soared. Inves- 
tors’ main worry is not that, once in office, 
Mr da Silva will rip off his moderate garb to 
reveal his old, fiery, socialist self and de- 
clare a debt moratorium. It is that he may 
be incapable of taking the tough decisions 
needed to stabilise the debt-imposing a 
further fiscal squeeze if needed in the short 
term, while passing difficult reforms, such 
as cutting the fat pensions of public ser- 
vants, who tend to vote for him. 

If he wins, Mr da Silva’s job, whether 
he realises or admits it, will be to continue 
and improve on Mr Cardoso’s unfinished 
package of reforms. He will have only a 
few months from being elected to gain the 
markets’ confidence. It would help if he 
kept Arminio Fraga as head of the Central 
Bank, though he has hinted that he will 
not. But his advisers promise that he will 
get moving even before taking office in Jan- 
uary: for example, pressing the current 
Congress to approve reforms of the 
growth-stifling tax system. 

Mr Cardoso dreamed of Brazil follow- 
ing the example of Spain, which has gone 
from being poor and backward to wealthy 
and modern in the generation since its re- 
turn to democracy. His country has gone 
only part-way during his mandate, and 
now Mr da Silva may have to complete the 
job. Intriguingly, it was a Socialist govern- 
ment in Spain in the 1980s that achieved 
many of the economic reforms that set the 
country on the road to growth. @ 
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Itis billed as the restoration of democracy. But Pakistan's election will usher in 
something rather different: a new period of tension between soldiers and civilians 


66°F" RUTH is the biggest casualty in Pak- 
istan," observes the country's presi- 
dent, Pervez Musharraf. Well, yes, but who 
is molesting it? Is it the chorus of politi- 
cians, journalists and activists who insist 
that the elections to be held on October 
10th to the National Assembly and the leg- 
islatures of the four provinces will be a 
fraud, and that the governments they in- 
duct will be at the mercy of the president's 
whims? Or is it General Musharraf him- 
self, who insists that after three years of 
ruling Pakistan single-handedly he has in- 
troduced "real, sustainable democracy"? 
Neither side is wholly innocent of dis- 
tortion but the president's critics have a 
point. The elections are unlikely to be fully 
free or fair, and the government they bring 
in will face an uncomfortable choice be- 
tween submitting to the president and 
confronting him head on. The elections 
will end the formal monopoly of power 
that General Musharraf, who is also head 
of the armed forces, has enjoyed since he 
ousted the last civilian prime minister, sus- 
pended the constitution and unseated the 
parliament and the provincial assemblies. 
Prime minister, constitution and parlia- 
ment will now all return. But the general 
and his army chiefs will continue to have 
much say over how Pakistan is run. 


The meddling starts with the conduct 
of the election itself. Pakistan's two top 
politicians are not in the race, nor even in 
the country. Nawaz Sharif, the prime min- 
ister General Musharraf deposed in Octo- 
ber 1999, is in exile in Saudi Arabia, a fate 
he preferred to the punishment the army 
had in store for him. Benazir Bhutto, an- 
other two-time prime minister, is avoiding 
arrest for corruption, despite occasional 
protestations that she plans to return. The 
disqualification of Mr Sharif "seems to 
have no legal basis at all", declared a team 
of European Union election observers in 
an internal document that was leaked to 
the press. The law keeping Ms Bhutto out 
of the race is ^widely seen as person-spe- 
cific". With no star campaigners, the elec- 
tion has been a tepid affair by South Asian 
standards. The headquarters of Ms 
Bhutto's Pakistan People's Party in Islam- 
abad, the capital, has all the bustle of a li- 
brary. 

The parties of the absentee prime min- 
isters say the election is being rigged 
against them. "Pre-poll rigging" takes 
many forms, they say: the government 
weans candidates away from them, some- 
times by threatening to arrange corruption 
charges against them; mobilises the ad- 
ministration to work for friendly candi- 
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dates; and has redrawn constituencies to. 
favour those candidates-all charges the _ 
government denies. The main beneficiary _ 
is said to be a party that broke away from 
the Pakistan Muslim League of Mr Sharif, 
called the pmi (Q) but known to its adver: 
saries as the "king's party”. There are oth- 
ers in the race, however, including dozens 
of independents, thought to be also . 
aligned with the government. ue 
The commonest forecast is for a hung. 
parliament with PML (Q) as the largest 
party, a result that would suit General . 
Musharraf; but other outcomes are possi 
ble. Some think there will be enough rig- 
ging to hand PMr (Q) plus other presiden: 
tial allies an outright majority, allowing - 
them to lock the two mainstream parties 
out of government. A poll by the BBC's. 
Urdu service predicts a majority for M$- 
Bhutto's Pakistan People’s Party (PPP),are- . 
sult that would no doubt discomfit Gen- - 
eral Musharraf. The Muttahida Majlisi 
Amal (MMA), an alliance of half a dozen 
Islamist parties that have never befor 
joined forces, might also do well. 
The election, in other words, may wel 
mark the beginning of a new power strug 
gle. Because of politicians’ past misbehav-- 
iour Pakistan was "almost becoming a. 
failed state" when he took over, says Gen 
eral Musharraf. It is safe to let them bac 
into office mainly because of two constitu 
tional changes he introduced—-the power. 
of the president to dismiss parliament, and - 
the establishment of a National Security 
Council (Nsc). This body will be com- 
posed mainly of civilians, including the « 
prime minister, the leader of the opposi- . s 
tion and chief ministers of the four prov- | 
inces, but the real clout, many fear, will be- " 





























ong to its military members: the 
- president, and four other top generals. 
. This should not worry politicians, says 
"General Musharraf. The prime minister 
will have "total freedom to do anything he 
ikes with governance,” he insists. The NSC 
is merely a "consultative" forum. But it 
ooks as though it is going to be a busy- 
body. The parliament can re-amend the 
constitution, but the Nsc “will make sure 
-no personal agendas are being followed,” 
says the president. If the prime minister's 
policies are wrecking the economy, the 
NSC "will ask him what he's doing". The 
dea is that by giving the armed forces a 
-constitutional role in democracy it will 
never again have to suspend democracy as 
At has done so many times in Pakistan's 
- ^ past. The government touts other constitu- 
tional novelties, such as the introduction 
of seats reserved for women. 
=. The PPP and the Muslim League have 
.. made opposition to the president’s 
|... amendments the centrepiece of their cam- 
-'.paigns. The MMa objects to them only 
= slightly less fiercely than it does to Pak- 
... istan’s alliance with America in the war 
_ against terror. General Musharraf will get 
less flak from the PML (Q) and those likeit- 
_ but even seemingly compliant Pakistani 
^. prime ministers have a history of bucking 
the military yoke once in office. 
_. What happens after the election de- 
_ pends on how much rigging appears to 
_ have taken place (the £u team will render a 
< -verdict on October 12th), on the line-up of 
seats in parliament and on the calculations 
_ of the parties, which will be weighing up 
"principle against advantage. General 
. Musharraf seems more determined than 
< earlier military rulers to armour his 
|. amendments against parliamentary tam- 
__pering, says Hamid Khan, president of the 
_ Supreme Court Bar Association. He might 
| ;try to do this by insisting that incoming 
-MPs take their oaths of office under the “le- 
¿gal framework order" that gives the 
. amendments force and secures his posi- 
tion as president. Opposition politicians 
might well refuse. “So the crisis will arrive 
very soon," says Mr Khan. The EU observ- 
ers say they fear that the anger of Ms 
Bhutto's supporters could cause unrest. 
Butthe mainstream parties have a prag- 
matic streak. Many reckon the pP» and the 
Muslim League are angling for a deal with 
the president. “We are open for dialogue,” 
says Raza Rabbani, acting secretary-gen- 
eral of the ppp, though he rules out com- 
promise on the constitution. It is even pos- 
sible that the Nsc will work, though it is 
«© hard to imagine any prime minister sub- 
-. mitting his policies for second-guessing by 
-. not only the armed forces but also the op- 
- position. The new prime minister may not 
. cross swords with General Musharraf for 
. months, or even years. But the odds are 
that, in the end, he will. The familiar ruc- 
tions of Pakistani politics willresume. m 




















China | 


BEIJING 
Even villagers can challenge authority 


War 2,000 ducks died suddenly ina 
village on the northern outskirts of 
Beijing, Wang Canfa, a lawyer, satisfied a 
local court that pollution from an indus- 
trial-scale pig farm was to blame. Noxious 
sodium hydroxide had been discharged il- 
legally into the Huai River. A judge 
awarded seven village households a total 
of 90,000 yuan ($10,880) in damages. But 
the pig farm, one of the area’s largest enter- 
prises, was affiliated to the local govern- 
ment and saw no need to pay. Mr Wang, a 
professor of environmental law and foun- 
der of the Centre for Legal Assistance to 
Pollution Victims in Beijing, went back to 
court on behalf of the duck farmer with 
the single largest claim and secured it. But 
Mr Wang is especially pleased that the 
other duck farmers in the village then suc- 
cessfully pursued their claims in the courts 
on their own. 

Chinese citizens have had the right to 
claim damages from polluters since an 
environmental-protection act was passed 
in 1979, and have been doing so in growing 
numbers: in 1999 there were more than 
252,000 cases. But not all claims turn out 
as satisfactorily as in the duck case. A tree 
farmer named Han Xiang had been suc- 
cessfully growing fruit and pine nuts in In- 
ner Mongolia for 14 years until 1999 when 
a copper smelter opened nearby. Mr Han 
claimed that sulphur dioxide from the 
smelter caused acid rain that in turn killed 
his trees, worth the equivalent of 


$170,000. The local authority, the owner 
of the smelter, offered him less than 
$17,000, which Mr Han rejected. A court 
turned down his claim, and a series of ap- 





The case of the poisoned ducks E 





peals that dragged on for two years eventu- 
ally ended in failure. | 

Mr Han's story showed flaws in the 
Chinese legal and regulatory system that 
will need to be corrected before citizens 
can count on getting the protection the law 
is meant to provide. One problem is that 
China's courts are even worse-prepared 
than their western counterparts to evalu- 
ate the complex technical information on 
which pollution cases typically hinge. An- 
other is the courts' fuzzy rules on the ad- 
missibility of expert evidence, a difficulty 
made worse by their lack of indepen- 
dence. In Mr Han's case, the investigators 
chosen by the court seemed to lean heavily 
in favour of the smelter, and actually in- 
cluded one of the smelter's managers. 

A local-government witness described 
the smelter as a key "takeoff enterprise" 
that would provide jobs and tax revenues. 
This had little bearing on the facts of the 
claim, but fed the impression that the case 
was fixed from the start. Mr Wang suggests 
the use of juries in such cases. "Judges rely 
on the local government for their appoint- 
ments and for the financing of their courts. 
Any judge knows that if he rules against 
the government's interests, he may not be 
ajudge for much longer." 

In addition to representing belea- 
guered clients, Mr Wang's centre trains 
lawyers to handle environmental cases. It 
is a sign of his optimism that he is now pre- 
paring to train judges too. He says the 
readiness of judges to accept such training 
points to a genuine desire in official circles 
to improve the system. 

There are other signs, too. More than » 
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> 2,000 environmental NGOs are now regis- Uzbekistan 


tered in China. Though few are truly free of 
official links, they help to educate people 
about the environment, and about their le- 
gal rights. The authorities are especially 
keen for NGOs to do more work in rural ar- 
eas; at present about 90% operate in cities 
and prosperous areas near the coast. 

Still, China remains a place where indi- 
viduals' rights are easily stifled by the au- 
thorities' overbearing regulations. When 
your correspondent sought permission in 
the city of Tangshan for a meeting with 
someone about a pollution claim against a 
coking plant, he ended up spending an 
hour with the police instead, before being 
asked to leave town. Free though they are 
to press their claims in court, pollution- 
weary citizens cannot talk to journalists 
without permission. B 


The Asian Games 
The Koreas united, 


Plus Afghanistan's sporting comeback 


HERE has been no shortage of excite- 

ment in the 14th Asian Games, which 
opened in the South Korean city of Bu- 
san on September 29th. Forget the usual 
dancers, fanfare and fireworks that fea- 
ture in these events. It was the teams 
from North and South Korea marching 
together at the opening ceremony under 
one flag—which pictures a blue united 
Korean peninsula on a white back- 
ground-that stole the show. Thereafter 
though, the two teams stuck to their 
own flag. 

This is the first time North Korea has 
taken part in an international sports 
event hosted by the South, and 300 or so 
North Korean athletes and officials 
turned up with an entourage of over 350 
musicians, supporters and reporters. The 
event is also a first for East Timor, the 
youngest country in the games (the big- 
gest ever with close to 10,000 partici- 
pants from 44 countries). And the 
competition, which will last for two 
weeks, is marking the return of Afghani- 
stan into international sport. 

No Afghan team has been seen in an 
international competition since 1994. 
Decades of war destroyed many sport- 
ing stadiums and pushed athletes into 
exile or combat. The Taliban believed 
most sporting activities to be un-Islamic. 
Those stadiums that survived were the 
settings for public executions. Most 
countries banned Afghan athletes from 
competitions anyway. 

Women disappeared from the sport- 
ing scene. The men who took part in the 
few sports still allowed had to do so in 
long sleeves and trousers. Boxing was 


The European Bank for Repression 


and Dictatorship? 


Human-rights groups don’t like the EBRD throwing jollies in Tashkent 


HAT on earth can the European 

Bank for Reconstruction and De- 
velopment have been thinking of? A big 
campaign by many of Europe's and Amer- 
ica's human-rights outfits is now under 
way to make the EBRD think again about 
holding its annual meeting next year in, of 
all places, Tashkent, the joyless capital of 
Uzbekistan. Playing host to a gathering of 
this type is a feather in the cap of Islam Ka- 


for a day 





Blue is the colour 


eventually authorised, but—until the Ta- 
liban changed their mind in 1998—with- 
out punches to the head. Even in 
Pakistan, one of the few countries to re- 
cognise the regime, Afghan athletes had 
to withdraw from a boxing tournament, 
since international rules do not allow 
boxers to wear beards. 

So the fact that Afghanistan has sent 
a team of 44 athletes, including four 
women, to the games is an achievement 
in itself. Besides footballers, there are 
boxers, wrestlers, and even a cyclist. But 
a comeback is not easy. “We have been 
in the football wilderness for 20 years," 
says Abdul Alim Kohistani, president of 
the country's football association. Ka- 
bul's main stadium is in poor condition, 
and only half the pitch can be used. The 
team could make the trip only because 
of a donation from FIFA, football’s inter- 
national ruling body. So Afghanistan's 
defeats, 10-0 against Iran and 11-0 
against Qatar, came as no surprise. 


rimov, Uzbekistan's dictator since its birth 
in 1991, but itis turning into an embarrass- 
ment for the bank. 

The EBRD is not, it is true, primarily a 
political organisation, its goal being to ex- 
tend soft loans to the post-communist 
countries of Central and Eastern Europe, 
including the former republics of the So- 
viet Union. Still, as Human Rights Watch 
points out, its charter's Article 1 defines its 
task as being the promotion of market 
economies and private business in “coun- 
tries committed to and applying the princi- 
ples of multi-party democracy, pluralism 
and market economics". Uzbekistan might 
conceivably be said to pass the third test, 
but is about as far as Iraq towards satisfy- 
ing the other two. 

Don't take the activists' word for it. The 
American State Department reported this 
year that Uzbekistan's “human-rights re- 
cord remained very poor, and it continued 
to commit numerous serious abuses. Citi- 
zens cannot exercise the right to change 
their government peacefully; the govern- 
ment does not permit the existence of op- 
position parties. The government severely 
restricts freedom of speech and the press, 
and an atmosphere of repression stifles 
public criticism of the government". 

The use of torture, it also found, is com- 
mon: "Police and the National Security 
Service routinely tortured, beat and other- 
wise mistreated detainees to obtain con- 
fessions, which they then used to incrimi- 
nate the detainees. Police also used 
suffocation, electric shock, rape and other 
sexual abuse." Uzbekistan, most analysts 
would agree, is one of the world's most re- 
pressive states, with thousands of political 
prisoners and little sign of improvement. 
The EBRD’s president, Jean Lemierre, coun- 
ters that the holding of the meeting is not 
an endorsement of Uzbekistan's policies, 
but rather an incentive for the country's 
authorities to make good on their prom- 
ises of reform. The human-rights people 
say the meeting ought to be made condi- 
tional on such progress. 

Uzbekistan has become a useful ally in 
the fight against terror, and has lent mili- 
tary facilities to America for its Afghan op- 
erations. The war on terror is making awk- 
ward bedfellows, as war always does. But 
that does not add up to a reason for a body 
whose job is meant to be the promotion of 
western values to cosy up to peoplelike Mr 
Karimov. Fortunately, there is still time for 
second thoughts. m 
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The Philippines 


Its war 


MANILA 
Getting people to pay their taxes is the 
government's biggest challenge 


ILIPINO ministers jokingly refer to Glo- 

ria Macapagal Arroyo, the president, as 
the economist-in-chief. The joke took on 
new resonance earlier this year when she 
ordered all her forces into battle against the 
Philippines’ pervasive tax evasion. To 
show how serious she is, she even hauled 
amanacled prisoner of the war against tax 
cheats in front of the cameras, for a per- 
sonal dressing-down on television. 

The president’s belligerence is under- 
standable. Morgan Stanley, an investment 
bank, recently estimated tax evasion at al- 
most $8 billion each year. By the govern- 
ment’s own reckoning, businesses dodge 
over 40% of the vAT they owe. Govern- 
ment revenue in general, which reached a 
peak of 19.4% of GDP in 1997, has since 
fallen to 15.5%—as compared with 20% in 
neighbouring Malaysia. 

The result is an alarming increase in the 
budget deficit. It has already breached this 
year's target of 130 billion pesos ($2.5 bil- 
lion), and might reach as high as 170 bil- 
lion. Next year's target has been raised 
from 98 billion pesos to 142 billion. No 
wonder, then, that the interest paid on Fili- 
pino government bonds is rising as the 
country's finances deteriorate. Jose Cama- 
cho, the finance minister, and other econ- 
omic grandees are currently on a world 
tour to reassure twitchy investors. 

Mr Camacho has regaled them with a 
number of plausible reasons why revenue 
fell short of expectations during the first 
half of the year. Low inflation meant that 
thenominal value of receipts was less than 
projected; cheap money hit the tax on in- 
terest, and the strong peso cut into the 
value of import taxes. The two healthiest 
sectors of the economy-agriculture and 
exports—are both lightly taxed. 


j Slim pickings 


The Philippines’ central-government finances 
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The Philippines’ presidency 


. The Economist October 5th 2002 


Men and women in black 


Saving the Philippines from the scum of the universe 


qus only thing harder than defeating 
an alien invasion, it seems, is pleas- 
ing the chattering classes of Manila. So 
Gloria Arroyo, the president of the Phil- 
ippines, learned last month when she 
and four economics ministers modelled 
for the Philippine Tatler in black suits and 
dark glasses, in a parody of the monster- 
smiting heroes of *Men in Black", a Hol- 
lywood comedy. Bristling citizens and 
indignant pundits quickly denounced 
the affront to the country's highest office. 
The president, her press secretary re- 
torted, was just having fun. 

Mrs Arroyo has been having a lot of 
that sort of fun lately. She regularly sum- 
mons television crews to the presiden- 
tial palace to film her upbraiding 
captured kidnappers, or computer hack- 
ers, or tax dodgers. If the police kill a 
crook, she flies to the scene of the shoot- 
out to pose over the bleeding corpse. Her 
speeches are peppered with lines wor- 
thy of "Dirty Harry". 

This sort of machismo is common 
enough among many Filipino politi- 
cians, but was not previously practised 
by Mrs Arroyo, a former academic and 
civil servant. She used to pride herself 
on the difference between her sober 
technocratic style and the high-living, 
hard-drinking ways of her playboy 
predecessor, Joseph Estrada. Under Mr 
Estrada, a former matinee idol with a 
rakish moustache and a winning grin, 
Filipino politics began to resemble the 
sort of swashbuckling movie he used to 
star in: plenty of drama and injustice, 


But blatant tax-dodging remains the ex- 
planation for most of the shortfall. In the 
first half of the year, the volume of alcohol 
sold jumped some 30%, but the revenue 
from the excise tax on alcohol increased by 
just 2%. Similarly, revenue from corporate 
income tax fell 8%, even as corporate in- 
comes rose. 

Naturally, Mr Camacho has a battle 
planon this front as well. The Bureau of In- 
ternal Revenue (BIR), the main tax-collec- 
tion agency, has come up with all sorts of 
methods to catch vAT cheats. It will set 
payment benchmarks for different types 
of business, and then investigate those 
that fall short. It also plans to match up the 
VAT receipts of suppliers and purchasers, 
to make sure they are both declaring the 
same amounts. 

In the longer term, the government 
hopes to persuade Congress to tax ciga- 
rettes and alcohol on their value, rather 
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Gloria gets tough 


culminating in an almighty dust-up (in 
the form of the popular protests that top- 
pled him). Amid all this, the budget defi- 
cit ballooned and legislation stalled. 

Mrs Arroyo, on other hand, started 
off on a dull but worthy tack, with 
schemes to rein in spending, reform tax 
collection and overhaul power provi- 
sion. Alex Magno, a political commen- 
tator and occasional speechwriter for the 
president, argues that her new persona 
represents a serious attempt to outflank 
her political rivals. *Her first thought 
when she gets out of bed in the morn- 
ing", he says, “is how to win over Es- 
trada's supporters." With good reason: 
her likeliest opponent in the election of 
2004 is Panfilo Lacson, a former police- 
man with a genuine tough-guy image. 


than a fixed sum per unit sold. It is also 
pushing a plan to “corporatise” the BIR, in- 
sulating appointments from political inter- 
ference and stripping its employees of 
their status as civil servants. That would 
make it easier to fire the bureau's many 
crooks and reward the hard workers. 

But no government incentive is likely to 
rival the bribes offered by would-be 
cheats. Nor do the tax dodgers show any 
willingness to surrender. In the past 30 
years, they have ignored no fewer than 15 
amnesties, confident that they will never 
get caught. Those that are can put up an 
endless fight in the Philippines’ murky 
courts. The family of former strongman 
Ferdinand Marcos, for example, still has 
not paid its arrears, despite a supposedly fi- 
nal ruling in 1999. The BIR offers deep dis- 
counts to tax dodgers who do not chal- 
lenge their assessments in court—more of a 
retreat than an offensive. m 


Dealing with Iraq 





Open up everything, or else 


WASHINGTON, DC 


Debating resolutions, at the UN and in Washington 


HE put-down could not have seemed 

more calculated. Barely had Hans Blix, 
who leads the United Nations' special in- 
spectorate for Iraq, announced in Vienna 
on October 1st that agreement had been 
reached on practical arrangements for the 
return of inspectors, than America's secre- 
tary of state, Colin Powell, was telling the 
world that, without a tough new UN reso- 
lution, neither Mr Blix's inspectors nor 
those of the International Atomic Energy 
Agency, who have the job of checking 
whether Iraq is developing nuclear weap- 
ons, were going any where. 

“We will not be satisfied with Iraqi half- 
truths or Iraqi compromises or Iraqi efforts 
to get us back in the same swamp,” said Mr 
Powell, referring to Saddam Hussein's past 
practice of blocking the inspectors at every 
turn. Which leaves the whole problem to 
be tussled over once more at the UN Secu- 
rity Council. 

There America has been canvassing 
support for a draft resolution that would 
oblige Iraq to give an "accurate, full and 
complete" accounting of its nuclear, chem- 
ical and biological weapons and banned 
missiles, including their location, any com- 
ponents and materials that go into them, 
and a list of sites and research centres 
where they have been developed. Inspec- 
tors would then have enhanced powers to 
look for them and destroy them. Iraq 
would have seven days to accept the terms 


of the resolution, and 23 more to come up 
with the required list. Any "false state- 
ments or omissions" would, in the Ameri- 
can proposal, constitute a "material 
breach" of Iraq's obligations, bringing the 
authorisation of “all necessary means”, in- 
cluding military force, in response. 

Needless to say, Iraq has rejected any 
such resolution as entirely “unacceptable”. 
It has long claimed that it has no weapons 
of mass destruction. Instead, Iraq would 
rather be inspected under existing ar- 
rangements, which include advance no- 
tice to be given for inspection of certain 
“presidential sites”. Negotiating access to 
these sites was not in Mr Blix’s remit, 
though the Iraqis were left in no doubt that 
it would be in their own interest to open 
up all sites, without reservation. 

Russia has welcomed the agreement 
Mr Blix struck in Vienna. But its foreign 
minister, Igor Ivanov, took a tougher- 
sounding line this week, saying that “If 
any extra resolutions are required for the 
effective work of the inspectors, we, of 
course, are ready to consider them.” Russia 
is still unhappy with America’s proposals 
for dealing with Iraq, but it is also keen to 
keep the Bush administration working 
through the Security Council; so it is un- 
likely to reject a new resolution out of 
hand. What is more, the principle of unfet- 
tered access is widely recognised as essen- 
tial if future inspections are to seem credi- 
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ble, not just to America and Britain, but 
also to Mr Hussein. 

Russia’s talk this week of resolutions, in 
the plural, moves it a step closer to France. 
France is arguing for two resolutions, 
rather than one. The first would oblige Iraq 
to disarm, but, if it got up to any funny 
business again, a second resolution would 
authorise the use of force. 

That, of course, might just be a recipe 
for prevarication. The two essential in- 
gredients for inspections to work, argues 
Terence Taylor, head of the Washington of- 
fice of the International Institute for Strate- 
gic Studies, and himself a former inspector 
in Iraq, are a Security Council united be- 
hind the demand that inspectors must be 
able to go anywhere, at any time, and the 
credible threat of substantial force if Iraq 
fails to comply. Without both, inspectors 
could soon find themselves, as before, 
having their authority whittled away by 
determined Iraqi obstruction. 

That is also the thinking behind the 
American and British push for a single 
resolution. Unless it is made clear that de- 
fiance would bring a forceful response, Mr 
Hussein is unlikely to take the inspections 
seriously enough to hand over his banned 
weapons. British officials have been at 
pains to explain that the threat of force is 
vital to make inspections work; it is not an 
excuse for war. 


As Congress wrangles 

In Washington, meanwhile, talk of war is 
everywhere. For the past several days, 
Congress has been debating the most mo- 
mentous subject it has faced since the 1991 
Gulf war: whether to pass a resolution giv- 
ing the president the broad powers that he 
needs to liberate Iraq from Saddam Hus- 
sein. The two houses are not expected to 


vote on the resolution until next week. But »» 
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the debate consumes Washington. 
The week started with convoluted ma- 
noeuvrings over the wording of the White 
House’s resolution, which seemed to 
some legislators to give the president too 
free a hand. Early on October 2nd, the top 
four congressional leaders from the House 
and the Senate met with the president to 
thrash out the final details of a draft. Dick 
rephardt, the Democratic minority leader 
in the House, reached a deal with the 
White House fairly swiftly. The bipartisan 
agreement gives the president most of the 
powers he asked for, allowing him to act 
without going through the UN, but it nods 
‘to Democratic concerns by encouraging 
him to exhaust all diplomatic means first. 
_ Tom Daschle, the Democratic Senate 
. majority leader, resisted the president's 
«. entreaties—attempting, it was thought, to 
< obtain a resolution so watered-down that 
_ -all Democrats up for re-election would be 
_ able to vote for it without incurring the 
-. charge of being soft on Mr Hussein. But he 
| s was quickly isolated. Four leading sena- 
v. tors, includingJoseph Lieberman andJohn 
"McCain, immediately introduced the new 
bipartisan resolution into the Senate. 
«The momentum is now with the presi- 
|. dent, and there is little doubt that Republi- 
- > cans will line up behind him. Though divi- 
sions still exist within the party, they are 
_ being papered over in the name of elec- 
¿toral solidarity and out of eagerness to 
|. Support the president at a time of war. 
-> The divisions in the Democratic ranks 
. are of a different order. For months the 
.. Democratic Party has been desperately 
_. trying to shift public attention away from 
||. the looming war and on to the subjects 
_ that they really care about, such as pre- 
_. scription drugs for the elderly. This strat- 
.. egy was always untenable, given the grav- 
-ity of the decision that faces the country, 








and last week it broke down entirely. 

— Al Gore's speech on Iraq unleashed a 
pent-up tide of Democratic opposition. Mr 
Daschle accused Mr Bush of maligning his 








that America should not act without UN 
approval Three congressional Demo- 
crats-David Bonior from Michigan, Jim 
McDermott from Washington state and 
Mike Thompson from California~even 
went to Iraq to try to slow down, as they 
imagined, the drift towards war. A collec- 
tion of prominent liberals, including Tom 
Hayden and Ed Asner, took out an anti- 
war advertisement in the New York Times. 

Republicans feasted on all this. But any- 
one expecting a showdown between con- 
gressional Democrats and the "White 
House will probably be disappointed. The 
likelihood remains that Congress will vote 
by a substantial margin to give Mr Bush the 
war resolution he wants. Most leading 
Democrats recognise that blocking the 
president over Iraq will cause their party 
grief. Some Democratic spokesmen sug- 
gest that, given a few modest changes in 
the wording of the resolution, Mr Bush 
may well end up winning the support of 
8096 or more of congressional Democrats. 

But the Iraq debate has been a disaster 
for them. It has shifted attention from the 
domestic issues that they favour. It has 
opened up a festering debate within the 
party between liberals and hard-liners. It 
has given the Republicans plenty of am- 
munition to attack them as pacifists. And it 
has left the impression that the Democratic 
leadership has no foreign policy of its 
own, except to raise objections. 

The party's dilemma can be captured in 
a single opinion poll. Some 5796 of self-de- 
scribed Democrats say that they are in fa- 
vour of taking military action against Iraq; 
41% oppose it. That 41% includes big party 
contributors. Congressional Democrats 
cannot take a firm stance on the war with- 
out alienating a significant part of their 
constituency-and without  forfeiting 
some of the political contributions that 
keep the political machine in motion. 

The Republicans start with a consider- 
able advantage on foreign policy. Polls 
show that voters trust Republicans over 
Democrats on this subject by a huge mar- 
gin, an advantage that matters greatly 
when the country is preoccupied by for- 
eign policy. The average American is not 
impressed by people who are more wor- 
ried about Mr Bush than Mr Hussein. Nor 
is he impressed by a strategy that supports 
war in principle but raises every possible 
objection to military action in practice. 

The Democrats may eventually be able 
to salvage something from this mess. If the 
war goes badly, they will be able to point 
out that they raised questions about Mr 
Bush's impetuosity. If it goes well, they 
will be able to claim that they voted him 
the war powers he asked for (if that is in- 
deed what they do). But for the time being, 
the war is profoundly troubling a party 
that ought to be making solid advances in 
the mid-term elections. sS 


party's patriotism. Ted Kennedy argued The economy 





Going down? 


WASHINGTON, DC 
Evidence suggests that the economy is 
getting weaker 


MERICA'S business economists remain 
a resolutely upbeat lot. In their latest 
forecasts, released on September 3oth, 
members of the National Association for 
Business Economists promised "solidly 
positive" if not “supercharged” economic 
growth. They dismissed as "remote" the 
*perils that grab headlines", including a 
double-dip recession, deflation or a hous- 
ing-market bubble. Only one of the 32 
business forecasters surveyed expects the 
Federal Reserve to cut interest rates in the 
next few months. | 

Unfortunately, this optimism does not 
seem to be widely shared. Apart from a 
sharp one-day rally on October 1st, stock 
markets have been sliding inexorably 
downwards, and bond yields keep falling. 
Yields on ten-year Treasury bonds have 
fallen to 40-year lows, and, early this 
week, the yield on two-year Treasury 
bonds fell below the 1.75% federal funds 
rate. Forward prices suggest that financial 
markets expect the Federal Reserve to cut 
its short-term federal funds rate to 1.25% by 
February. Some people on Wall Street are 
now speculating that the Federal Reserve 
will cut rates before its next scheduled 
meeting on November 6th. 

Many recent statistics justify the gloom. 
America’s manufacturing industry ap- 
pears to be tipping back into recession. The 
Institute for Supply Management's 
monthly survey of purchasing managers— 
perhaps the most widely watched indi- 
cator of manufacturing activity—slipped 
to 49.5 in September from 50.5 in July and 
August. Any reading below 50 implies that 
factories are slowing down. Although a 
slipping IMs index is not a foolproof gauge 
of recession, it suggests that the eight- 
month recovery in America’s manufactur- 
ing may well be faltering. A separate sur- 
vey of manufacturing in and around Chi- 
cago was even gloomier. 

Faltering manufacturing growth is nota 
good sign, but it is not the switch that 
would tip the whole economy back into re- 
cession. The main bulwark against a dou- 
ble dip remains the consumer. With firms’ 
investment spending in the doldrums, 
Americans’ willingness to reach into their 
wallets provides the sole support for econ- 
omic growth. 

The signals for consumption are mixed. 
The bad news is that all measures of con- 
sumer confidence are wavering. One set of 
weekly surveys shows consumer senti- 
ment at eight-year lows. The University of »» 





Hanging in there 


Personal disposable income, 1996, $'000 
per person 
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> Michigan consumer-sentiment index fell 
for the fourth consecutive month in Sep- 
tember, though less dramatically than 
many expected. After a spurt of summer 
spending, particularly on cars (with auto 
firms once again offering 0%-interest fi- 
nancing deals) and durable goods (to fur- 
nish all those houses that Americans are 
buying or doing up with mortgage rates at 
historic lows), people seem to be retrench- 
ing. According to statistics released on Oc- 
tober 1st, vehicle sales fell back sharply to 
an annual rate of 16.3m cars, from 18.7m in 
August. A drop was inevitable after the 
zero-interest-rate splurge, but does not 
bode wellfor the future. 

In America's shopping malls, the 
spending news is even gloomier. The Bank 
of Tokyo-Mitsubishi index of chain-store 
sales fell sharply last week: they are run- 
ning a mere 2% above a year ago. Even the 
mighty Wal-Mart has lowered its projec- 
tions. Although chain-store sales are not a 
perfect indicator of overall spending pat- 
terns, they are yet another signal of gloom. 
Against this background, many Wall Street 
economists now reckon that growth will 
slow down sharply in the last three 
months of the year. 


Stay robust! It's easy to say that... 

The main argument against all this gloom 
is that Americans' incomes are still rising 
strongly. According to statistics published 
by the Commerce Department on Septem- 
ber 30th, total after-tax disposable income 
(which includes wages and salaries, health 
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benefits and capital gains) rose 2.396 over 
the past year in real terms (see chart). In 
striking contrast to the previous recession 
in the early 1990s—when disposable in- 
come fell by 1%—overall income growth 
has remained strong. 

This does not mean, of course, that all 
families are better off. A batch of recent sta- 
tistics shows that the slowdown has been 
hurting the typical American household. 
The latest annual poverty figures (which 
also define income differently from the 
Commerce Department) showed that me- 
dian household income fell 2.2% in 2001, 
the first drop since 1991. America's overall 
poverty rate rose from 11.3% in 2000 to 
11.7% in 2001, the first rise since 1993. 

This rise was mainly concentrated 
among white people and in the suburbs. 
By contrast with previous recessions, child 
poverty remained unchanged, as did pov- 
erty among blacks and Latinos. Another 
new set of statistics, released on Septem- 
ber 3oth, showed that the number of 
Americans without health insurance rose 
in 2001 to 41.2m, as small companies, in 
particular, cut back benefits in the face of 
recession and the rising costs of health 
care. The number of uninsured had fallen 
in the previous two years. 

If the economy stalls, these poverty 
and health-care numbers will almost cer- 
tainly worsen. For optimists, including 
Bush-team officials, the key to avoiding 
such gloom is solid consumer spending, 
based on low unemployment and strong 
overall income growth. But is the typical 
American, laden with debt and worried 
about his job, ready to be that robust? m 


Maryland politics 
Connie's 
conundrum 


WASHINGTON, DC 
Nice congresswoman, shame about the 


party 


N A Democratic Utopia, all Republicans 

would be just like Congresswoman Con- 
nie Morella. Since 1986, Ms Morella has 
beaten back every Democratic challenger 
for her seat in Maryland's liberal 8th Dis- 
trict, a suburb of Washington, pc. But this 
year Democratic voters may notice that, 
even though she supports their causes, she 
sits on the wrong side. 

Ms Morella has been popular among 
her constituents, who tend to be civil ser- 
vants and professionals. They were happy 
with a Republican who sided with Demo- 
crats on the environment, health care, for- 
eign policy and union rights. She is one of 
a handful of House Republicans who have 
publicly expressed uneasiness about Mr 
Bush's plans for Iraq, and she has defied 
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him by defending federal workers’ rights 
in the proposed Department of Homeland 
Security. Lawn signs for her campaign re- 
mind voters of her friendliness, simply 
saying “Connie!” She has been endorsed 
by many liberal groups, from the green 
Sierra Club to the powerful Brady gun-con- 
trol campaign. And her campaign coffers 
contain almost $2m. 

Nonetheless, Ms Morella is considered 
the most vulnerable Republican running 
on November 5th. Democrats, annoyed 
when she felled yet another of their candi- 
datesin 2000, ensured that her district was 
redrawn with three new Democratic 
neighbourhoods and without its few con- 
servative ones. She must now contend 
with an electorate that is almost 70% lib- 
eral-leaning, a lot more than in 2000. 

The Democrats have also ensured that 
she faces strong competition in Chris Van 
Hollen, a Maryland state senator. He 
hopes to exploit Democratic anger over 
how aggressively Republican leaders have 
pushed their agenda. Mr Van Hollen con- 
trasts his legislative acumen with Ms Mo- 
rella’s inability to shape legislation from 
the ideological backwoods of her party. 
“There is a difference between voting a cer- 
tain way and leading the fight," he says. He 
suggests, for instance, that Ms Morella 
would not be able to get federal money for 
the district's badly needed transport im- 
provements. He also plans to draw atten- 
tion to how often Ms Morella falls into line 
with the Republican leadership, particu- 
larly on economic issues such as the giant 
2001 tax cut. 

Ms Morella contends that her constitu- 
ents value her as a moderate who can re- 
solve party differences. But in the tensely 
partisan mood of this election year the 
Democrats may be hardening. On October 
1st, the National Organisation of Women 
(NOW) endorsed Mr Van Hollen on the 
ground that "the ascension of right-wing 
leadership in the House" has made Ms 
Morella irrelevant. It was the first time 
since she took office that NOW has en- 
dorsed her opponent. 

To be sure, the race is far from over. Mr 
Van Hollen must replenish his campaign 
fund, which at the moment contains only 
a miserly $200,000. Two events this week, 
featuring Senator Hillary Rodham Clinton 
and Congressman Dick Gephardt, will no 
doubt help on this front. Between them, 
the two parties have raised a total of $6.6m 
(including the money for their primary 
elections). The Centre for Responsive Poli- 
tics says this is the costliest House contest. 

Some sceptics doubt whether the Dem- 
ocrats in the new district will actually turn 
out to vote, since they are mostly blacks 
and Latinos, groups with notoriously low 
turn-out rates. Quite a few of them may 
not even be eligible to vote. But if they are, 
Ms Morella must be hoping that her party 
does not eclipse her. m 


ES - c zm iyu 4 A Tn z 23. T3 eA ae I AT Oe et 
5t C , vL * te A TN ce EET LISTS WAT EID ees 
36 ‘United States Oa eee E 
att o A dre n ] [ a t 
NET CEN T > - T i PALA 
ui ae l 


Black politics 





Home truths from the Barbershop 


BROOKLYN AND WASHINGTON, DC 


Young black politicians are singing a different song 


6 6 TD ARBERSHOP", a new comedy writ- 
ten, directed and acted by some of 
the best black talent, has grossed over 
$51m in the past three weeks. “Upbeat”, 
“warm-hearted” and with a nice line in re- 
demption-so the critics say—it depicts a 
young man's “empowerment” through a 
barbershop he inherits from his father. The 
Revs Jesse Jackson and Al Sharpton, two of 
the most vocal champions of the black 
civil-rights movement, want it censored. 

The offending matter is a few scenes in 
which a particularly gruff veteran barber, 
Eddie (played by Cedric the Entertainer), 
skewers some of the movement's most re- 
vered black leaders. He calls Martin Luther 
King a “ho” (lady of the night, in Harlem- 
speak), claims Rosa Parks was simply too 
tired to move to the back of the bus (*Ain't 
do nothin' but sither black ass down") and 
admits that “O.J. did it." “You better not let 
Jesse Jackson hear you talk like that," one 
of his colleagues says, to which Eddie re- 
plies “Fuck Jesse Jackson!” At this point, 
the black audience in this correspondent's 
Brooklyn cinema—which had been laugh- 
ing heartily the whole time—erupted. 

Within a week of the film's opening 
(and, it is said, without seeing it for him- 
self), Mr Jackson released a statement de- 
caring that the King and Parks families 
had been insulted, and insisting that MGM 
Studios, which produced the film, cut the 
scenes from future videotapes and pvps. 
The film's producers, writer and director 
have apologised, but sensibly refused to 
make the cuts. 

The scuffle reflects a much larger shift in 
the self-consciousness of black Ameri- 
cans. This new generation is grappling 
with the troubles of the inner city, not Jim 





Ford, the smooth new face 
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Crow, and "Barbershop" is about blacks 
taking control of their lives. The same di- 
vide could be seen on September 13th in 
Washington, pc. There, while Mr Jackson 
was leading a raucous march against the 
Justice Department, the Congressional 
Black Caucus (CBC) at its annual conven- 
tion was listening to young stars such as 
Harold Ford junior of Tennessee and Cory 
Booker, the ex-challenger for mayor of 
Newark, calmly debating health-care pol- 
icy and opportunities for investment. 

The new leaders reflect the scepticism 
most young blacks feel about government. 
In a study by the Joint Centre for Political 
and Economic Studies, 27% of middle-aged 
blacks said they had a great deal of confi- 
dence in the federal government; among 
those under 35, only about 6% do. Young 
blacks are more likely than middle-aged 
ones to call their views conservative rather 
than liberal. A study from Black Entertain- 
ment Television (BET) shows that young 
blacks are least likely to want the govern- 
ment to give them special help. 


AE PALEES UN = AT y Me ee ee Du ERAS Oe LA este Sm M Mace 
CEN as qs ELD or Renae FROM Hirt 
Py ETE: rich dise or Me rese ves EM Ed $ 
v. SAA N EREE YS IAS 





SIR ES. Ses ena M SE DE TRI UR LU 
uu ocu. ex A yr Eee 
“3! (^g "ma 
, UC r 5th 2002 
ree A! k 
1 ~ = SLA (exo o Se 
2 d > x n ET 


Young black officials want to offer poor 
blacks not welfare, but business opportu- 
nities. They also want to encourage blacks 
to invest much more of their $600 billion a 
year of disposable income. Blacks’ savings 
are disproportionately low; a BET study re- 
leased in August showed average black net 
household wealth at $15,500 a year, com- 
pared with $71,700 for other Americans. 
Yet a new study by the Kauffman Founda- 
tion, released on September 24th, found 
that blacks were 50% more likely to try 
starting a business than whites. 

Leaders such as Messrs Ford and 
Booker often attribute their political acu- 
men to spending more time in school. 
Some 70% of black elected officials aged 
between 18 and 40 have at least a college 
degree (see chart), compared with 51% of 
those over 50. Many of them also had par- 
ents in politics, from whom they learned at 
first hand the arts of compromise, favour- 
trading and coalition-building. 

Their parents, though, were often ideo- 
logues, whereas the new bunch are not. In 
the House last year, Mr Ford, a congress- 
man’s son, persuaded his black colleagues 
to support a campaign-finance-reform law 
they disagreed with, recognising that the 
Democratic Senate would adjust the bill in 
conference. “We can’t be on the wrong side 
of this,” he said. In congressional prima- 
ries this summer, two outspoken symbols 
of the civil-rights generation, Earl Hilliard 
of Alabama and Cynthia McKinney of 
Georgia (their shrillness no less embar- 
rassing because they sat in districts gerry- 
mandered to produce a black majority), 
lost to moderate, quieter black opponents. 

Despite being centrist, the new leaders 
are still overwhelmingly Democratic (the 


‘Republicans’ lone black congressman, J.C. 


Watts, is retiring this year). With their mix- 
ture of progressive and pro-business think- 
ing, they find the moderate wing of the 
Democratic Party a natural and welcom- 
ing home. Al Gore, a fellow-Tennessean, 
recognised Mr Ford’s potential early, get- 
ting him to deliver the keynote address at 
the 2000 presidential convention. The 
Democrats are even considering holding 
their 2004 party convention in Detroit, not 
least because the mayor of that city is a 
charming 32-year-old black man who 
courts high-tech businesses. 

So what will happen to the quintessen- 
tial black leaders, such as ancient John 
Lewis of Georgia and Harold Ford senior? 
Some of them, like Mr Lewis, seem to wel- 
come the fresh air; others, like the ousted 
Ms McKinney, are furiously fighting it. It 
seems odd that civil-rights leaders, who 
struggled so long for all races to have equal 
opportunities, should now resent the 
fruits of that labour. But a spokesman for 
Mr Jackson may sum up the sentiment: itis 
easy for young blacks to say they will not 
march any more, because they never had 
to march in the first place. m 
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Crossing the border 


Just step this way 


SAN YSIDRO, CALIFORNIA 
Good neighbours need good 
fences-and good bridges 


€6X7 OU see that ditch? I bought that 

ditch because it's the Embarcadero”, 
the landing-place. Sam Marasco, who is 
pointing at a scruffy strip of land 40 feet 
below the scaffolding tower on which he 
stands, sees the gleaming future of his pur- 
chase, not its dusty present. To understand 
his optimism, look the other way, across 
the sun-baked roofs of the "factory out- 
lets", big shops selling cut-price goods, 
which stretch across the rest of his land. A 
year ago, this too was just scrubby desert 
hugging the foot of the steel fence that runs 
along America’s southern border. 

The shopping mall at Las Americas, as 
Mr Marasco calls his project, opened in No- 
vember and is already doing well. Its 
monthly sales are twice the national aver- 
age. Two figures picking their way care- 
fully alongside the ditch, bulging plastic 
bags in either hand, give a clue to where 
some of this business is coming from. They 
are walking towards the border station at 
which they will cross back into Mexico, 
laden with sneakers, clothes and electron- 
ics bought on the American side. 

The tower from which Mr Marasco 
shows visitors his plans marks the site on 
which he hopes to plant one end of anew 
footbridge. The other end would sit in 
Mexico, on the Avenue of Heroes, whose 
triumphal arch is visible across the border. 
The bridge would link Las Americas with 
the centre of Tijuana, saving people a half- 
hour walk across many lanes of traffic. 

Making life easier for people who want 
to cross the border seems a quixotic idea at 
atime when America is trying to protect it 
self against terrorists. As he points to the 
proposed line of his bridge, Mr Marasco’s 
arm sweeps over a team of government 
workmen steadily adding steel plates to 
the fence that marks the international bor- 
der, raising it another six feet. The number 
of guards on the border, and the cost of 
watching it, have tripled since 1995. But Mr 
Marasco is confident that his plan can be 
squared with tight security. Simplifying 
the passage of those who have the right to 
cross the border, he argues, will free men 
and money to stop those who do not. 

The State Department, which conducts 
the negotiations necessary to set up new 
international links, is inclined to agree. Mr 
Marasco has visited Washington several 
times to explain his plans to the federal 
agencies that would be involved. 

The bridge would include new check- 
points, built by the Las Americas project 


and staffed by customs and immigration 
officials. Since October 1st, all Mexicans 
crossing the border have had to carry a 
card that includes not only a photograph 
but biometric data which can be optically 
scanned. The big problem at the moment 
is whether enough officials will be avail- 
able to deal with all this. After the Septem- 
ber 11th attacks many agents were moved 
up from the Mexican border to the under- 
staffed Canadian one. 

Already lots of people travel back and 
forth across the border each day. Some live 
on one side and work on the other; some 





have houses on both sides; some cross to. 
shop, or in search of entertainment. But — 


the existing arrangements—clanking cage- 
doors and dusty car parks—treat the border 
as the dead end of each city. 

It was not always so. When John 
Spreckels founded the San Diego and Ari- 
zona railway in 1906, to complete a direct 
route across the continent, the cheapest 
way around the hills to the east of the city 
was to loop south through Mexico for the 
first few miles. The track now stops at the 
border. But, a century later, San Diego is 
happy to greet shoppers from the south. & 





Robert Torricelli's fate points to something rotten in money-politics 
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es HE we go again. Two years ago, a fiendishly close presiden- 
um tial election ended up in the courts. This year's battle for the 
.. Senate may also be decided by the judges. The Democrats’ sin- 
. gle-seat majority in the Senate depends on the result of about 
nine races. Now Robert Torricelli has been forced out of the New 
_ Jersey contest, prompting a tortuous legal battle over who is al- 
. lowed to replace him. Once again, we are in the world of elec- 
__ toral rule books, judicial appeals and absentee ballots. 

_ Even in the home state of television's Tony Soprano, the 

- snuffing out of “the Torch" has been a dramatic piece of political 
_ brutality. Mr Torricelli, a flashy, garrulous figure with a genius 

_ for raising money (in “The Sopranos” he would have been a 

_ Mob accountant with an eye for the ladies), had a 14-point lead 
-in the opinion polls in June over an unknown Republican, Doug 
_ Forrester. But he has been battered by a series of allegations 

-: about illegal gifts from a Chinese-born businessman, David 

_ Chang. By last weekend Mr Torricelli was 13 points behind. For 
. the Democrats, it was not just a question of losing a safe seat; it 
. was also the money they stood to lose trying to relight the Torch. 
-` The final scene was an odd mixture of chaos and pathos. Mr 
.. Torricelli's farewell speech in Trenton was repeatedly delayed 

. amid rumours of second thoughts and backstage deals. Eventu- 
. álly he emerged to pledge that he would “not be responsible for 
he loss of the Democratic majority in the United States Senate", 
efore demanding, “When did we become such an unforgiving 
eople?" This brought a tear to the eye of a blonde moll behind 
im, a hug from the Democratic governor, Jim McGreevey, and 
/ry giggles from the press at the back of the hall. 

The political world is less interested in the whys and where- 
ores of Mr Torricelli's fall than in what happens next. Mr Torri- 
elli quit just 36 days before the election; his name already 
ppears on absentee ballots. The Democrats, after a frantic day 

f telephoning and three refusals from people they fancied, 
ventually chose Frank Lautenberg—who has been New Jersey's 
'emocratic senator before, and is not far off 80—to replace him 
| November. The New Jersey Supreme Court said on October 
3rd that this was fine; the Republicans hotly disagreed and went 
straight to the Supreme Court in Washington. They point out 
that the deadline for such changes was September 15th and that, 
as Mr Forrester put it, state law has no *we-think-we're-going-to- 

























lose-so-we-get-to-pick-someone-new” clause. | 

And that is just the beginning of the complications. If Mr Tor- 
ricelli cannot be removed from the ballot, he can resign, which 
might mean postponing the election. Alternatively, he could 
run, promising to resign once elected. Such complications hap- 
pened recently in Missouri, where voters elected a dead man, 
Mel Carnahan, knowing that his wife, Jean, would be appointed 
in his stead. But why should voters trust Mr Torricelli? Unlike 
the dead, he can still speak, and he detests Mr Lautenberg. 

All the same, Mr Torricelli has done his party a favour this 
week. The Republicans looked certain to win the seat; now the 
Democrats at least have a chance, partly because Mr Forrester's 
entire campaign has been based on the idea that he is not Mr 
Torricelli. If the Democrats contortedly scramble their way to a 
win, they should be grateful to the Torch. 


Why this is hell, nor am I out of it 

But why did he get into the mess in the first place? Amid all the 
frantic manoeuvring, the issue of corruption has been forgotten. 
Mr Chang claims that there was a deal: he would give cash to 
the senator and his 1996 election campaign, and Mr Torricelli 
would lobby to get the North Korean government to repay an 
$85m loan to Mr Chang. Mr Torricelli survived a criminal investi- 
gation. But the Senate Ethics Committee "severely admonished" 
him, and FB1 investigators have said they believed Mr Chang. 

Most of the attention has been on the money and gifts that 
Mr Torricelli and his ladies allegedly got—the Italian suits, an 
$8,100 watch, and so on. But that ignores why the senator was 
drawn to Mr Chang in the first place: his near-pathological need 
to raise money. In fund-raising terms, Mr Chang was an easy 
mark: a foreigner who thought that you had to spend money to 
get things done. Mr Torricelli hit him time and again. 

For that was what Mr Torricelli was truly good at. In 1996, he 
raised more money than any other senatorial candidate. He 
then brought in $100m to the Democratic Senatorial Campaign 
Committee; indeed, only this week he was angrily reminding 
colleagues that he had raised more money for the pscc than 
any three other senators combined. Mr Chang may be the only 
one in jail, but six others have also admitted making illegal con- 
tributions to the Torricelli campaign. 

By most standards, American politics is cleaner that it was: it 
is certainly much more transparent. But the relentless search for 
cash will always blur the lines. The problem is that the money is 
essential. This year, Gray Davis, that far-from-flashy governor of 
California, will spend $50m on a statewide race. He has been ac- 
cused of running a "coin-operated governorship", but will prob- 
ably win. Another governor, George Ryan in Illinois, was not so 
lucky: his staff raised money for his campaign by selling dodgy 
truck-driving licences. One of the lorries ended up killing chil- 
dren. Mr Ryan, who may yet win a Nobel prize for his morato- 
rium on the death penalty, has not even tried to run again. 

In the end, the snuffing out of the Torch has less to do with 
Tony Soprano than with Dr Faustus. Mr Torricelli was offered 
the world, but only if he was prepared to sell his soul. Sooner or 
later he crossed the line, and Mephistopheles called him up to 
collect the prize. On the final day in Trenton, the hapless senator 
was probably like Faustus trying to postpone his fate (“Now hast 


thou but one bare hour to live/And then thou must be damned 


perpetually"). But so long as American politics remains mari- 
nated in money, the devil will always have the upper hand. & 





Health care in Canada 


Theatre of discontent 


TORONTO 


Despite extra funding, one of the world’s best health-care systems is showing signs 


of wear and tear 


INTER rarely comes this early to the 

balmier bits of Canada, but a chill 
has already settled over the country's 
health services. On October 1st, doctors in 
Newfoundland shut their surgeries, refus- 
ing to treat all but emergencies, hospital in- 
patients and expectant mothers. In Sas- 
katchewan, 2,500 pharmacists, paramed- 
ics and ancillary workers have entered the 
third week of a walkout. In Quebec, mean- 
while, general practitioners are fuming at a 
new provincial law which requires them 
to provide services at far-flung, under- 
staffed emergency rooms on top of their 
normal work. 

Canadians are both proud of, and 
chronically anxious about, their health 
system, known as Medicare. As enshrined 
in the Canada Health Act it aspires to com- 
bine the public spirit and universal cover- 
age of Britain's creaking National Health 
Service with the quality of America's high- 
tech medicine. It does this through delicate 
balances between public and private 
funding, and provincial and federal 
power. “Medically necessary” hospital 
treatment and doctor services are publicly 
financed, making up 71% of Canada’s 
C$95.1 billion ($64.3 billion) spending on 
health care in 2000. But other medical 
goods and services, such as drugs dis- 
pensed outside hospitals, are not always 
covered. Since their cost is rising, there are 
calls for a national publicly-funded insur- 


ance scheme for these expenses. 

But the politics of health are complex. 
Each province has its own definition of 
“medical need”. It is the provinces, too, 
that organise and provide health care, rais- 
ing revenues to pay for it through local 
taxes, and disbursing money to providers 
according to local fee scales. The federal 
government chips in with payments 
aimed at ensuring that spending per head 
on health is the same in rich provinces, 
such as Alberta, as in poor ones like New- 
foundland. 

To conservative critics, this is a strait- 
jacket that stifles innovation. Alberta, for 
example, is experimenting with private 
for-profit provision of publicly-funded ser- 
vices. On October 1st, Action Democra- 
tique du Quebec, arising force in that prov- 
ince’s politics, called for greater private 
involvement in providing and paying for 
health services, to increase choice. But 
these are still minority views. Most Ca- 
nadians would agree with Adrienne 
Clarkson, the governor general, when she 
calls Medicare “a practical expression of 
the values that define us as a country”. 
Translation: in health care, Canadians do 
not want to copy the United States. 

But paying for health has risen to the 
top of Canada’s political agenda. In both 
Newfoundland and Saskatchewan, the 
strikers complain that their wages are 
lower than those in neighbouring prov- 
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inces, leading to staff shortages. The prov- 
inces blame the federal government in Ot- 
tawa. Last week, Canada's 13 provincial 
premiers began an advertising campaign 
to publicise their complaint that the fed- 
eral share of health spending has fallen by 
almost three-quarters over the past 20 
years, to 14% of the total (30% says Ottawa). 

Traditionally, the federal government 
has used its financial leverage to cajole the 
provinces to apply the principles of the 
Canada Health Act. “But if the federal gov- 
ernment wants to carry a big stick," says 
Michael Decter, of the Canadian Institute 
for Health Information, "itis going to have 
to write a big cheque as well." 

Recently, Jean Chrétien, the prime min- 
ister, has opened the cheque book. Two 
years ago, on the eve of an election and 
with the federal finances in good health, 
he promised to pour an extra C$21 billion 
into Medicare by 2005. With the provinces 
chipping in more too, the freeze in health 
spending of the 1990s has been reversed. 
Even so, in a speech opening the new ses- »» 


1 Economical, or just mean? 
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> sion of parliament this week, Mr Chrétien Politics in Argentina 


promised there would be yet more money 
for health in the next budget. 

So far, much of the new money has 
gone into wage settlements for health 
workers. Despite this, Canada still lags be- 
hind many other industrialised countries 
in health-care spending per head (see chart 
on previous page), with fewer doctors, 
nurses and fancy bits of equipment. The 
result: doctors are stressed, and patients 
fed up at having to wait weeks for special- 
ist consultations, high-tech scans or elec- 
tive surgery such as hip replacements. 

Once in the system, however, patients 
seem satisfied with their treatment. Ac- 
cording to the first-ever national survey, 
published on September 3oth, almost 8596 
of Canadians rated their health services as 
very good or excellent. On some clinical 
measures, such as deaths from colorectal 
cancer, Canada scores far better than big- 
ger spenders such as Germany. 


Spend, then reform 

Still, more money will do little to ease staff 
grievances unless management and work- 
ing practices are reformed, argues Steven 
Lewis of Access Consulting, a policy con- 
sultancy in Saskatoon. Others point out 
that one cause of staff shortages is the deci- 
sion taken a decade ago to cut places for 
training doctors and nurses, based on 
flawed projections of future demand. This 
could be made good by delaying retire- 
ment and licensing more foreign doctors 
(many now work as taxi drivers in Mon- 
treal or janitors in Toronto). Or the politi- 
cians could challenge the doctors to accept 
more efficient practices, such as better use 
of nurses. Quebec might come up with 
more creative ways of getting doctors to its 
rural areas than its current method of 
sending bailiffs to force them to go. 

Faced with this icefield of vested inter- 
ests, Mr Chrétien last year deftly shunted 
the issue of reform to a commission on the 
future of health care led by Roy Romanow, 
a former premier of Saskatchewan. Mr 
Romanow says that his report, due in No- 
vember, will offer policy prescriptions 
(complete with cost estimates and timeta- 
bles for implementation), not just on such 
matters as how to deal with waiting lists, 
but on the underlying political options fac- 
ing Canadians. These include how to bal- 
ance demands for more consumer choice 
through health-care privatisation with 
calls for greater social equity through pub- 
lic financing, and how to reconcile na- 
tional standards with local needs. 

Mr Chrétien has said he will convene a 
premiers' meeting early next year, to dis- 
cuss the Romanow proposals. But Canadi- 
ans should not hold their breath. *Health 
care is Canada's third rail, the one politi- 
cians hate to touch," Gary Mar, Alberta's 
health minister, says. A little shock therapy 
might be just what the doctor ordered. m 


Delinquent 


BUENOS AIRES 
Tackling crime needs police reform 


TILL reeling from a four-year economic 

slump, Argentines now have another 
big worry: a wave of violent crime. Every 
day, the media carry grisly details of rob- 
beries, murders and kidnappings. Last 
month, thousands took to the streets of 
Buenos Aires for a protest march against 
crime—and the role of the police in some 
of it. Butjusthow bad hasthe problem got? 

Excitable journalists, such as those at 
Radio 10, the leading station, have sug- 
gested that Argentina is heading the way 
of Colombia or Brazil, with violent death 
and kidnaps becoming endemic. Juan 
Jose Alvarez, the justice minister, dis- 
misses such talk as an “exaggeration”. He 
is right that crime in Argentina has yet to 
reach the levels elsewhere in Latin Amer- 
ica. But that is small comfort. “People 
don't compare their situation to that of 
other cities, but to the change in their own 
lives,” he says. 

By that measure, the quality of life in 
Buenos Aires, formerly Latin America’s saf- 
est capital, has been declining for a decade. 
In Buenos Aires province, which includes 
the capital’s depressed suburbs and is 
home to one Argentine in three, recorded 
crime has more than doubled since 1991. 

Contrary to public perception, how- 
ever, the incidence of most crimes has not 
risen over the past three months, says Mar- 
celo Sain, the province’s under-secretary of 
security. Figures for the capital’s wealthier 
inner core also show falls in many crimes 
since July—perhaps because Mr Alvarez 
has ordered a lot more police on to the 
streets. In the surrounding province, what 
has increased, says Mr Sain, is kidnaps, ma- 
fia-style killings (still only a handful), and 
“media coverage that has nothing to do 
with the reality of the crime situation”. He 
claims that such media stories have been 
whipped up by opponents of Felipe Sola, 
the province’s Peronist governor, who is 
seeking a second term next year. 

Such official reassurances are disbe- 
lieved by the many ordinary Argentines 
who have been recent victims of crime or 
know someone who has. Many, perhaps 
most, crimes go unrecorded. That is be- 
cause the police, and especially the notori- 
ous Buenos Aires provincial force (known 
as the Bonarense), inspire fear as much as 
confidence among law-abiding citizens. 

Since Argentina’s military dictatorship 
of 1976-83, the police have been involved in 
organised crime. "In the last decade there 
has not been any major illegal business 





Fear and loathing in Buenos Aires 


without police participation, from prostitu- 
tion to gambling, robbery or kidnapping," 
says Maria del Carmen Verdu, a lawyer at 
the Centre for the Prevention of Police Re- 
pression, a pressure group. 

Mr Sain disputes that. He says that his 
police are no longer involved in criminal 
gangs. But he admits that around a tenth of 
the Bonarense's 44,000 members have 
been accused of abuse or corruption. Ac- 
cusations range from collecting fraudulent 
payments for services not provided, to 
theft of vehicles, murder and rape. Officers 
from the force are suspected of involve- 
ment in a particularly grisly kidnap in July. 
Meanwhile, last month, a youth drowned 
when thrown into a river after being ar- 
rested and robbed by federal police (12 of 
whom are being held over the case). 

Ms Verdu claims that police death 
squads still exist. In one case, several offi- 
cers have been charged with using local ju- 
venile offenders to burgle the homes of 
those who refused to pay protection 
money. The youths were subsequently tor- 
tured and murdered. A macabre photo al- 
bum of the victims was apparently used to 
promote the effectiveness of the officers' 
private "security agency". 

Mr Sain dismisses this as an isolated 
case. He also claims that Mr Sola's adminis- 
tration is reforming the Bonarense's out- 
dated organisation. As well as a refusal to 
tolerate abuses, it has introduced new pro- 
cedures, such as crime mapping to pin- 
pointtrouble spots. But the regime has only 
been in place for three months and Mr Sain 
admits that improvement will *require po- 
litical will, consensus and time". Argen- 
tines can only hope that all of these will be 
available. m 
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Mexico's film industry 


The Mexicans are 
coming! 


MEXICO CITY 
Americans take to Mexico's movies 


MERICANS have developed a taste for 
many things Mexican, including tacos, 
salsa and maids. But the latest successful 
Mexican export is more surprising: arty 
films. Over the past few years, Mexico's 
film industry has enjoyed a small renais- 
sance. Americans have started to take note. 
The next test of this will be “El Crimen 
del Padre Amaro" (The Crime of Father 
Amaro). Released in Mexico in mid-August 
(just after the pope's visit), it has already 
become the country's highest-grossing 
film, taking $14m. That owes much to anat- 
tempt at censorship. Its subject is a young 
priest working his way through a full lit- 
any of unpriestly behaviour, including en- 
couraging his girlfriend to get an abortion. 
But the film’s most powerful element is its 
portrayal of the church hierarchy as being 
in league with mobsters and drug traffick- 
ers. The Catholic bishops commanded 
their flock not to see it. This merely pro- 
voked a predictable stampede to the cin- 
ema queues. 

“El Crimen del Padre Amaro” is due to 
open in 50 cinemas in the United States on 
November 15th. Its American distributors 
hope to capitalise on the recent success 
north of the border of two other Mexican 
films, “Amores Perros” (Love’s a Bitch), a 
bleakly violent urban drama, and “Y Tu 
Mama Tambien” (And Your Mother too), a 
sexy comedy. Both broke records in Mex- 
ico, the first grossing $9.5m and the second 
$11m. The surprise was that “Y Tu Mama 
Tambien” made still more ($13.6m) across 
the border. 

Following the path opened up a decade 
ago by “Like Water for Chocolate”, a magi- 
cal-realist love story, such movies have 
transformed foreign perceptions of Mexi- 
can film. But they have not yet trans- 





Mexican new wave 





formed the local film industry. All these 


films were low-budget efforts. “El Crimen 
del Padre Amaro” cost only about $2m to 
make. Mexican films may be as fashion- 
able with New York arthouse audiences as 
French or Italian films were 30 years ago, 
but their lack of expensive Hollywood 
stars restricts their distribution. 

In the 1940s and 1950s, Mexico had a 
huge mass-market film industry—as well 
as arthouse directors, such as Luis Bunuel, 
a refugee from Franco’s Spain. Its studios 
churned out Mexican westerns and ro- 
mantic dramas, which dominated screens 
throughout the Spanish-speaking world. 
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Now, a similar sort of effort goes into pro- 
ducing television soap operas. These do 
well abroad, including in some unlikely 
places (such as China), though they lack 
the quality of their Brazilian rivals. 

But the arthouse movies do herald a 
broader, if still modest, revival of Mexico's 
film industry. Like Canada, Mexico has be- 
come a favoured (because cheaper and un- 
ion-free) location in which to make Holly- 
wood movies. This has fostered a new 
generation of Mexican technicians. Parts 
of "Titanic" were filmed there, despite the 
lack of icebergs. Time, perhaps, to remake 
those westerns. m 


Hung up on getting strung up 


ANTIGUA 


A demand for the death penalty 


ITH 726 violent deaths since Janu- 

ary in a country of 2.6m, Jamaica’s 
prime minister, P.J. Patterson, who faces 
a general election on October 16th, 
wants to change his country’s constitu- 
tion to make it easier to hang convicted 
murderers. He has company. Barbados 
passed a pro-hanging constitutional 
amendment on September 4th, and Be- 
lize expects to do so by December. 

Across the Caribbean, voters press 
politicians to “do something” about viol- 
ent crime. Hanging murderers is an easy 
idea to grasp. Although the death pen- 
alty is on the statute books almost every- 
where, it is rarely used. For this, voters 
and politicians angrily blame Britain’s 
Privy Council, which serves as the re- 
gion’s highest court of appeal. 

The Council has certainly made 
hanging harder. For example, it has 
ruled that the death penalty must be 
commuted if appeals have delayed exe- 
cutions by five years or more, or if the 
trial judge had no discretion in sentenc- 
ing. And it insists that states which join 
international human-rights bodies must 
comply with their processes. But the 
Privy Council does not block the death 
penalty when all conditions are fulfilled, 
as they were with ten condemned men 
in Trinidad in 1999, and with two in the 
Bahamas in 2000. 

Mr Patterson and most of his regional 
colleagues want a new Caribbean Court 
of Justice to replace the Privy Council. 
Preparations are well advanced. A 
temporary headquarters is ready in Trin- 
idad. In July, the required three regional 
governments ratified the treaty to set up 
the court—St Lucia, Barbados and Guy- 
ana. If the Caribbean Development 
Bank can raise $100m to fund it, it could 
start work by the end of 2003. 

Not everyone favours the switch. Ja- 





maica's opposition leader, Eddie Seaga, 
has called the Privy Council “the best 
court in the world". In Antigua, where 
the Council has several times thwarted 
the government in civil-liberties cases, 
change requires a referendum, and 
would be unlikely to succeed. And from 
the Bahamas, a court in Port of Spain 
looks almost as remote as a London one. 
Some Caribbean lawyers argue that the 
Privy Council is fast, impartial, efficient- 
and does not charge for its services. 

Few reckon that a new appeal court 
will in itself bring down the crime rate. 
The causes of crime are complex. Police, 
prisons and lower courts need equip- 
ment and staff. Violent criminals are de- 
ported from North America, bringing the 
wrong skills. Young people lack jobs. 
And politicians must share the blame. In 
Jamaica, they have long cultivated links 
with local drug gangs. And in Trinidad, a 
former pro-hanging cabinet minister is 
now himself on trial for murder. 
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Turkey and the Iraqi Kurds 


Allies from hell 


ANKARA 


While the Kurds look to semi-independence in a post-Saddam Iraq, some Turks are 
looking back to Ottoman dominion with nostalgia 


S THE American administration accel- 
erates its efforts to drum up interna- 
tional support to unseat Saddam Hussein, 
it faces open dissent from two of its most 
prized, and most mutually hostile, allies: 
Turkey and the Iraqi Kurds. With tension 
growing between the two, American offi- 
cials are trying to find a magic formula to 
satisfy their irreconcilable demands. 

Turkey, declaring that it will not take 
part in any operation against Iraq that 
could result in the creation of an indepen- 
dent state for that country's 3.5m or so 
Kurds, has vowed to intervene militarily 
should the Iraqi Kurds make any move in 
that direction. No matter that the Kurds 
themselves say they understand that inde- 
pendence is not a realistic ambition. Tur- 
key also says that it is equally opposed to 
the establishment of the federal zone with- 
in a united Iraq that the Iraqi Kurds insist is 
their right, and that they are demanding in 
exchange for their support for an Ameri- 
can-led operation. 

Turkey fears that a federal arrangement 
would lead to similar demands not just 
from its own 12m-odd Kurds, but also from 
Iran's 6m. It would, suggests a Turkish dip- 
lomat, *create an inextinguishable inferno 
of regional chaos and instability." 

Turkey has economic worries as well. 
Tariq Aziz, Iraq's deputy prime minister, 
was in Ankara this week. He reminded his 
Turkish hosts that, should war break out, 


Turkey’s wobbly economy would be 
shaken by the loss of Iraqi business. Trade 
between the two has climbed back to its 
pre-Gulf war levelof $1 billion a year. 

The dilemma for America is that, in a 
wat, help would be needed from both Tur- 
key and the Kurds. Turkish bases are neces- 
sary for bombing raids, and the 50,000 
fighters under Iraqi-Kurdish control would 
be useful in overthrowing Mr Hussein. 
And if American troops were to be de- 
ployed in Kurdish territory, they would 
need to come through Turkey. 

The Iraqi Kurds are adamant that Turk- 
ish forces themselves should not take part 
in any operation, if for no other reason 
than that the presence of Turks would in- 
vite Iranian intervention. They are even 
threatening, as a last resort, to cut a deal 
with Mr Hussein should the Americans ig- 
nore their demands. Taha Yassin Rama- 
dan, Iraq’s deputy president, told a visiting 
group of Turkish journalists last month 
that the Iraqi people would fight alongside 
“our Kurdish brothers” to keep Turkish 
forces out of their country. 

Mr Ramadan was responding to a 
claim, made last month by Turkey’s de- 
fence minister, Sabahattin Cakmakoglu, 
that Kirkuk, Iraq's main oil-producing re- 
gion and an erstwhile part of the Ottoman 
empire, was historically part of Turkey. Kir- 
kuk, which is now under Baghdad’s con- 
trol, is intended by Massoud Barzani and 
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Jalal Talabani, the two Kurdish leaders’ _ 
who have been running northern rag _ 
since the end of the Gulf war, to be the cap- 
ital of their proposed federal state. Kirkuk, 
declared Mr Barzani, could become “a | 
graveyard for Turkish troops just asithad _ 
been for Ottoman forces”. s 

Mr Barzani and Mr Talabani are olden- ~ 
emies. But this week they cametogetherto ^ 
agree on a new draft constitution for their 
envisaged "zone", and the Kurdish re- . 
gional parliament is due to reconvene on. 
October 4th for the first time since 1994... 
This new-found unity is deeply disturbing. 
to the Kurds’ regional foes~Iraq, Turkey: 
and Iran—which for decades backed onè 
Kurdish faction against the other to keep io 
the Kurds weak and divided. b 

Indeed, not so long ago, the Turks and. 
Mr Barzani, whose Kurdistan Democratic. _ 
Party controls Iraq's 700km (450-mile) bor- - 
der with Turkey, were the best of friends. 
Aided by Mr Barzani's fighters, Turkish _ 
troops would wade into northern Iraq to - 
hunt down separatist Turkish Kurd rebels 
in their mountain hideouts. ut 

In exchange, Turkey allowed its truck 
drivers to smuggle in lots of Iraqi diesel or 
which Mr Barzani's group would le 
taxes. Revenue from this illicit trade ( 
which America turned a blind eye) helped 
finance the construction of hundreds o 
new schools, roads and hospitals in KDP 
held territory, as well as a fledgling Kurd- 
ish army and local police force. 

But once Turkey had captured Abdul-- 
lah Ocalan, the Kurdish rebel chief, in 1999- 
and he had called off his 15-year insur- 
gency, Mr Barzani ceased to be useful. In- 
stead, he came to be perceived as a threat, 
not least because he began mending . 
fences with Mr Ocalan's group. In a bid to — 
curb the xpp’s influence Turkey banned — 
the flow of Iraqi oil. It has also been court- » 
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Iran and Europe 


Friends in need 


TEHRAN 





Muhammad Khatami's popularity abroad is appreciated, even by his foes 


ROPEAN UNION delegates, investi- 

gating Iran's dismal human-rights re- 
cord, were treated to decorous 
prevarication in Tehran this week. In re- 
turn for easing Iran’s international isola- 
tion, the EU wants it to treat its citizens 
better; a moratorium on the stoning to 
death of adulteresses would be a start. 
But the trade and co-operation agree- 
ment that the Eu is offering as an incen- 
tive also requires Iran to go through 
economic hoops, and here its would-be 
reforming president, Muhammad Kha- 
tami, is doing rather better. 

Iran's economic liberalisation has 
been long delayed by fears that this 
would lead to renewed thraldom to the 
foreign powers that dominated the 
country for most of the 20th century. But 
Mr Khatami has set himself the task of 
ending Iran's pariah status, and, as he re- 
alised pretty soon commercial relations 
can put pep into political ones. 

Last week a law came into force that 
protects foreign investors by spelling out 
their right to own companies based in 
Iran, thus dispelling ambiguities about 
the repatriation of capital and profits. 
Foreign executives will pay tax worth 
25% of their salaries, rather than the 
swingeing 84% of old. Inward invest- 
ment remains pathetically low, but this 
is at least a start. 

Yet, as the new law makes implicitly 
clear, disputes between foreign investors 
and their local partners must be settled 


* ing Mr Talabani, while arming and train- 
ing militia drawn from an ethnic Turkic mi- 
nority known as the the Turcomens, 
which is based in Mr Barzani's territory. 

The Iraqi Kurds are misguided, say 
Turkish officials, in thinking that their sup- 
portis asimportantto America as Turkey's. 
“If the Kurds are naive enough to believe 
that they are in the same league as Turkey, 
that only proves that they have not learnt 
from history," says one stern official. 

The Iraqi Kurds have not forgotten a 
rather more recent bit of history. Memo- 
ries of how America failed to protect them 
from Iraq's army after encouraging them to 
rebel against Mr Hussein at the end of the 
Gulf war is etched in their minds. This, 
their leaders say, is precisely why they 
want watertight guarantees of protection 
in return for their support. And these guar- 
antees, says Safeen Dizayee, a prominent 
KDP official, “include protection not just 
against Iraq but against all foreign forces 
that would destabilise theregion." m 


by Iranian judges. To get round this, Iran 
is negotiating custom-made bilateral 
treaties that provide for international ar- 
bitration. Mr Khatami may sign such a 
treaty when he is due to visit Spain later 
this month. 

If he does, his conservative oppo- 
nents will no doubt accuse him of sell- 
ing Iranian companies short. Fighting 
current trends the conservative judiciary 
is also threatening to prosecute a state- 
run polling institute that found a large 
majority of Iranians in favour of starting 
talks with America. 

Yet there is irony to the attitude of se- 
nior conservatives. Although they resent 
the president's actions, they are banking 
on Mr Khatami's foreign friends to help 
Iran escape international peril. In the 
American-Iraqi confrontation, Iran's 
task, they believe, is to avoid behaviour 
that would provoke George Bush into 
putting Iran and “regime change" into 
the same sentence. 

Mr Khatami alone can plot such a 
course. Next week, he will learn from the 
British foreign secretary, who is due to 
visit Tehran, what is expected of him. AII 
of which gives Iran's president unusual 
punch in threatening to resign unless the 
conservative institutions ranged against 
him relinquish some of their authority. 
Many conservatives would like to call 
the president's bluff, but fear the conse- 
quences. Mr Khatami, with the help of 
his European friends, is not ill-armed. 


Côte d'Ivoire's civil war 
The melting-pot 
cracks 


ABIDJAN 
A war that threatens all the neighbours 


HEN state television urged all patri- 
oticIvoriansto wear the national col- 
ours, orange, white and green, and to 
drape their cars with the national flag, the 
country's 5m foreigners, who make up 
roughly a quarter of the population, knew 
they were in trouble. Since the attempted 
coup on September 19th, blamed by the 
government on Cóte d'Ivoire's neigh- 
bours, the country has been tottering on 
the brink of full-scale civil war. Hundreds 
of people have died, thousands have fled, 
and foreigners are in particular peril. 
On October 1st, the rebels, who call 





But who are these rebels? 


themselves the Patriotic Movement of 
Cóte d'Ivoire, captured another northern 
town, consolidating their apparent control 
of much of the north of the country. In Ab- 
idjan, the commercial capital on the south 
coast, tens of thousands of Ivorians 
marched through the streets, waving flags 
and chanting nationalist slogans. Newspa- 
pers accuse foreigners of collaborating 
with the rebels, and the embassies of 
France and Burkina Faso have been at- 
tacked by mobs. 

The police round up young men from 
Ghana, Nigeria, Liberia, Sierra Leone and 
Mali,load them on to trucks and take them 
who knows where. Many are hiding. One 
African diplomat mentions that there are 
600 of his countryfolk holed up in a 
nearby garage. A new telephone number 
that Ivorians can call to denounce "terro- 
rists" is being abused, according to a hu- 
man-rights activist. “It’s worse than during 
military rule," he says, “people disappear, 
and are being killed in their dozens." 

Cóte d'Ivoire was not always so bi- 
goted. Félix Houphouét-Boigny, the rela- 
tively benign dictator who ruled until 
1993, insisted that immigrants from other 
African countries were brothers, and wel- 
comed the hordes who came to grow co- 
coa, open shops and generally take advan- 
tage of his country's prosperity. Mr 
Houphouét-Boigny allowed foreigners to 
hold dual nationalities, and they repaid 
him with their support. 

His successors, however, have tried to 
rally followers by appealing to national 
and tribal prejudices. The first, Henri Ko- 
nan Bedié, announced a policy of “Ivoi- 
rité”, seeking to reserve land ownership 
for Ivorians and to bar foreigners from vot- 
ing. The current regime is even more paro- 
chial. Laurent Gbagbo, the president, has 
written a book praising his own tribe. His 
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the mutiny, introduced new identity cards 
that cost West African foreigners 15 times 
as much as locals, (and other foreigners 
300 times as much). This led to many resi- 
dents losing their right to vote. 

Recent elections were marred by ethnic 
violence, not only against foreigners, but 
between Ivorians from the mainly Muslim 
north and the Christian and pagan south. 
Last year, before the UN conference on rac- 
ism, the president of Senegal complained 
that a Burkinabe in Cóte d'Ivoire can ex- 
pect worse treatment than a black man in 
Europe. Ivorian crowds, incensed at the 
suggestion that they were xenophobic, re- 
sponded by trashing Senegalese shops 
and roughing up their owners. 

Things have grown dramatically worse 
since last month's revolt. The government 
says the rebels are a mixture of mutinous 
soldiers, northerners, and mercenaries 
from neighbouring countries such as Bur- 
kina, Liberia and Sierra Leone. This may be 
true, although it is far from clear. Two 
weeks after it all began, the rebels still have 
no obvious leader or motive, besides a 
stated desire to topple Mr Gbagbo, and to 
end domination by southern Christians. 

But such uncertainty affords foreigners 
and northerners no protection. Diana Ma- 
son, a Liberian living in a slum of Abidjan, 
describes how the gendarmes came to 
"clean" the place up. This involved rob- 
bing her and her family at gunpoint. Then 
amob of youths burned down their shack, 
while her Ivorian neighbours egged them 
on. In the centre of town, a taxi-driver 
watches policemen confiscate a col- 
league’s car, and sneers that the man de- 
served it, for being a northerner. 


The region quakes 

Cóte d'Ivoire's neighbours are horribly 
worried. The presidents of South Africa 
and Nigeria, Africa's two biggest heavy- 
weights, rushed to attend an emergency 
summit in next-door Ghana. Six West Afri- 
can foreign ministers flew into Abidjan to 
try to mediate between the government 
and the rebels. They were due to meet re- 
bel representatives on October 3rd. Some 
2,500 troops representing ECOWAS, an 
organisation of 15 West African states, 
were on standby to support the govern- 
ment if the mediation talks should fail. 
France promised logistical support. 

Cóte d'Ivoire is the richest country in 
West Africa, and has the fourth-largest 
economy south of the Sahara. Until three 
years ago, when it suffered its first coup, it 
was a rock of stability in a region lacerated 
by war. If it were to become even a fraction 
as chaotic as, say, Liberia, the repercus- 
sions would be dire. Nearby countries rely 
on remittances from migrant workers in 
Cóte d'Ivoire. If these people were to have 
to return home in a hurry, all the countries 
roundabout would suffer, and Burkina 
and Mali would be devastated. m 


Mozambique's ten years of peace 
Booming, if a little 
bit dirty 


MAPUTO 
Joaquim Chissano has done well but 
his successor must tackle corruption 


EN years ago, Mozambique's govern- 

ment signed an accord with the Re- 
namo rebel group, ending 16 years of war. 
Since then the country has enjoyed a text- 
book recovery. The fighting stopped; UN 
soldiers collected the guns; some 5m dis- 
placed people went home; land once 
sown with mines was sown with maize in- 
stead; and two, mostly tranquil, general 
elections were held in 1994 and 1999. 

Peace, and the government's decision 
to dump Marxism, have allowed the econ- 
omy to boom. Growth last year hit 1496, dri- 
ven by dewy-eyed donors and profit-hun- 
gry private investors. A big aluminium 
smelter, a new toll-road to South Africa 
and a planned gas pipeline are all visible 
evidence that, as the foreign minister says: 
“we are on the right path." 

After the war, the country was in ruins. 
Many Mozambicans survived on emer- 
gency aid, on pickings from the bush and 
by begging. But peace has brought roads, 
bridges, schools and telephone lines. Life 
expectancy, literacy and school enrolment 
rates have risen from desperate to merely 
bad. The uw says that between 1994 and 
2001the average Mozambican doubled his 
annual buying power from $617 to $1,050, 
and could expect to live for an extra three 
years, to the ripe old age of 45. 

The icing on the cake is that the presi- 
dent, Joaquim Chissano, who took over in 
1986, is to step down at the next election. 
Unlike some of his neighbours, Mr Chis- 
sano says he thinks that 18 years in office 
will be long enough for one man. But he is 
not happy about his likely successor. In 
June the ruling party, Frelimo, picked a ty- 
coon named Armando Guebuza as its can- 
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didate for 2004. Mr Chissano wanted a 
younger minister, but was unable to per- 
suade his party. 

Mr Guebuza faces two big challenges. 
Northerners grumble that the south 
gained most from peace, pointing out that 
the capital city alone accounts for a third of 
national income. Donor money sloshes 
around Maputo: its restaurants are packed 
with prawn-chomping aid workers. 

Whereas Mr Chissano is at least mar- 
ried to a northerner, Mr Guebuza is hated 
in the north for his part in deporting thou- 
sands of northern migrants from Maputo. 
Renamo, the old rebel group, has rein- 
vented itself as a political party, and dom- 
inates the north. If Mr Guebuza is to win 
votes outside his home region, he will 
have to address northern gripes. 

The other challenge is Russian-style 
gangsterism. Since ditching Marxism, the 
once-frugal Frelimo elite is rushing to get 
rich. Mobsters, smugglers and money- 
launderers are thriving. Graft is endemic: 
even nurses demand bribes before apply- 
ing bandages. 

A banking scandal, which came to light 
five years ago and almost certainly in- 
volved senior politicians, seems to have 
prompted murders and a cover-up. Pros- 
ecutors investigating it were dismissed for 
alleged corruption. A state lawyer who 
tried to prosecute the prosecutors was shot 
several times, but survived. Last year, the 
top banking regulator was murdered 
while investigating the case. 

Two years ago, an investigative journal- 
ist, Carlos Cardoso, was assassinated after 
exposing links between crooks and politi- 
cians. Six men were arrested for his mur- 
der, but the chief suspect was apparently 
allowed to escape last month. A criminal 
investigator had given warning, in June, 
that such an escape was imminent, but he 
was removed from his duties, and some- 
one then threatened to kidnap his son. 

None of this reassures donors or inves- 
tors. Mr Guebuza promises to clean things 
up, but is a tycoon with long links to the 
ruling party the right man forthejob? m 
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Germany's government 





A chancellor looks anxiously ahead 


BERLIN 


For the re-elected Gerhard Schróder, the going is already getting even tougher 


URING his successful re-election cam- 

paign, Chancellor Gerhard Schróder 
made it plain. Read his lips: he would not 
put up taxes. To do so in the global gloom, 
he declared, would be *economically ab- 
surd". Yet no sooner was his coalition of 
Social Democrats and Greens back in 
power than the first calls for tax rises be- 
gan to be voiced. Bring back wealth and in- 
heritance taxes, the Social Democrats' re- 
gional leaders urged. Slap another five 
cents on every cigarette, the health minis- 
ter chimed in. Re-introduce a capital-gains 
tax on the sale of cross-shareholdings in 
companies. Extend the "green tax" on fos- 
sil fuels, certain Greens pleaded. For a mo- 
ment, it looked as if the chancellor would 
bend before this mounting pressure and 
break a key election promise. But after a 
first round of talks between the coalition 
partners the chancellor has reaffirmed his 
message. He says there will be no tax in- 
creases this year—or next. 

Butthe pressure remains. The country's 
finances are parlous. Tax revenue, which 
had been projected to rise by 2% this year, 
fell by 4% in the first eight months com- 
pared with the same period last year. Ris- 
ing unemployment is pushing up state 
spending on welfare. Regional as well as 
federal coffers are empty. The government 
says it no longer expects Germany's econ- 
omy to grow by more than 0.5% this year 


or 1.5% next, compared with its previous 
forecast of 0.75% and 2.5% respectively. Fig- 
ures out this week show a new hole of €10 
billion ($10 billion) in this year’s budget; a 
similar one is forecast for next year. If these 
are not plugged, Germany’s public deficit, 
already close to the EU euro-zone's permit- 


ted limit of 3%, will probably widen far be- 


yond that mark. Yet the new government, 
due to be formally installed later this 
month, is still committed to eliminating 
the deficit altogether by 2006 at the latest. 

Raising taxes might have seemed the 
easiest way out. Itis what the trade unions 
as well as many Social Democrats and 
Greens want. But business leaders and 
most economists are dead against. So, too, 
is Hans Eichel, Mr Schróder's finance min- 
ister, who has turned his bid to balance 
Germany's books for the first time since 
1970 into a personal crusade. Indeed, he 
hinted that he might resign if his new aus- 
terity programme were not accepted. For 
the moment, he appears to have his boss's 
backing. This week, the seven Social Dem- 
ocrats and seven Greens delegated to draw 
up a new government contract agreed to 
find the required extra savings by ending 
tax breaks and subsidies and by cutting 
spending, not by putting up taxes. 

But a rebellion is brewing among Social 
Democratic leaders in the regions. The day 
after Mr Schróder's categorical Nein to tax 
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hikes, Wolfgang Clement, the powerful 
premier of North Rhine-Westphalia, the 
most populous of Germany's 16 Lünder 
(states), announced that he was ready to 
introduce a bill in the Bundesrat, the par- 
liamentary chamber where the states are 
represented, to bring in a new wealth tax. 
The proceeds, which would go exclusively 
to the Lander, could be earmarked for edu- 
cation, primarily a Land responsibility. 
Germans were shocked by last year's 
OECD study of the educational perfor- 
mance of 15-yearolds in 31 countries 
which put their country in a lowly 21st 
place. Mr Clement thinks he could get 
enough support in the conservative-con- 
trolled Bundesrat to get approval for the 
measure. Mr Schróder could do little about 
it. The bill would not require approval by 
the Bundestag, the lower house. 

No decisions have yet been taken on 
where the proposed spending cuts should 
fall. But there is ominous talk of a need to 
review defence spending, prompting fears 
that the government might try to wriggle 
out of its commitment to buy 73 Airbus 
A400M military transport aircraft. In the 
past decade, German defence spending 
has already shrunk fast and now accounts 
for only 1.5% of GDP, half its level at the 
cold war's end. The Americans, who de- 
vote 2.9% of their GDP to defence, have 
long urged their European allies, particu- 
larly Germany, to shoulder a bigger share. 

Yet Mr Schróder is clearly eager to im- 
prove Germany's relations with the Un- 
ited States after the severe strains caused 
by his strident vote-catching rejection of 
German participation in any American- 
led attack on Iraq. There has even been talk 
of a meeting between Mr Schróder and 
President George Bush, who have not spo- 


ken since last June, before the NATO sum- >> 







mit in Prague at the end of next month. 
Some Americans, the Germans note, have 
begun to make conciliatory noises. Mr 
Bush sent his best wishes on Germany's 
Unity Day, October 3rd. Colin Powell, the 
secretary of state, described Germany last 
week as "one of our closest friends", add- 
ing that he expected their already strong 
relationship “to grow and flourish”. Other 
Americans, however, are less sanguine. 
Richard Perle, an influential Pentagon ad- 
viser, said the best way to mend relations 
would be for Mr Schróder to resign. 
. One notable resignation has indeed oc- 
curred, with Dieter Kastrup’s stepping 
. down from the post of security adviser to 
-the chancellor. Officials say that, at 65, he 
... was due to retire anyway. But this was not 
onthe cards when he started his job at the 
beginning of the year. In any event, many 
_ German diplomats have been uneasy 
.. about the collision course steered by Mr 
_ Schröder over Iraq during the campaign. 
_ Meanwhile, Gunter Pleuger, Germany's 
.. most senior diplomat, has been appointed 
to Mr Kastrup's previous job as ambassa- 
«. dor to the UN. From January 1st for two 
years, Germany will have a (non-perma- 
. men) seat on the UN's Security Council, 
.. where its voice will be heard on Iraq. 
| Benin is awash with rumours of other 
_ moves, on the domestic front. Mr Schröder 
_ says he will not shuffle his cabinet dra- 
. matically but some changes will have to 
_ be made. Three ministers—for justice, fam- 
.. ily affairs and the arts—have resigned. Peter 
_ Hartz, the Volkswagen man who chaired 
__ the government's commission earlier this 
.. year on labour-market reform, was tipped 
_ to succeed the lacklustre Werner Müller as 
. economics minister but has apparently re- 
_ jected the idea. He might, however, be 
. tempted if offered a new “super-ministry” 
_ for economics and employment. But Mr 
- Schróder seems intent on keeping his 
. much-criticised employment minister, 
. Walter Riester, a former union leader, at 
.. least for the moment. 
- — MrRiester is expected to play the main 
-partin pushing through Mr Hartz's propos- 
. als, which Mr Schröder has promised to 
implement in their entirety. The unions, 
ich gave them broad backing before the 
ection, are now—predictably—raising ob- 
ctions to many of the central recommen- 
ations, including the creation of a low- 
rage sector, the reduction of job security 
rt older job-seekers, and the relaxation of 
iles for temporary work and short-term 
ontracts. The conservatives say they will 
oppose many of the proposals. Some of 
le government's own backbenchers may 
resist them too. 
= So the new government looks set to 
face painful early challenges. Mr Schróder 
has so far been making the right brave 
.. noises. "There is no time to lose,” he says. 
"ff there is any opposition, it will be bro- 
-.. ken”. The country is holding its breath. w 



















Spain and its Basques aa 
Independence? 
Let’s have a vote 


MADRID | 
The region's separatist government 
talks of areferendum 


ERE'S an idea: let Spain's Basque re- 

gion redefine its relationship with the 
central state in a "free association" under a 
shared sovereign. So the region's Basque 
Nationalist Party (PNv) premier, Juan Jose 
Ibarretxe, has now proposed—and a daft 
idea it is, says Spain's prime minister, Jose 
Maria Aznar: the deluded ranting of “a fa- 
natic" which "runs absolutely counter to 
the constitution and jeopardises the 
achievements of the past 25 years." 

But Spain's constitution of 1978 and the 
special statute defining the extent of 
Basque autonomy are not static docu- 
ments, argues Mr Ibarretxe. The region al- 
ready has wide legislative and executive 
powers, notably in tax-raising. On Septem- 
ber 27th he set out his vision of it as an in- 
dependent country, with its own citizen- 
ship and foreign policy, linked to Spain as 
an equal and operating as its associate 
within the European Union. On top, 
Spain's Navarre region, which some 
Basques think part of their homeland, 
should be allowed, if it chose, to join the 
new state, which would also seek special 
relations with three (supposedly) Basque 
provinces in south-western France. 

Mr Ibarretxe said the plan would be 
fleshed out over the next year, and then 
put to the region's voters-but only in 
“peaceful conditions". This has led to 
speculation that ETA, the Basque-separat- 
ist terror group, may be planning a cease- 
fire. It called one in 1998, after agreeing 
with the PNv that both would work for in- 
dependence. That ceasefire ended in late 
1999 with no progress towards a lasting 
settlement. This time the PNv denies any 
contact with ETA, and the gunmen's politi- 
cal wing, Batasuna, has damned Mr Ibar- 





Ibarretxe flutters with his flag 












retxe's plan. Even so, he hopes to draw the 
extremists in, presumably despite the 
present court-ordered suspension of Bata- 
suna and its likely total ban. 

Mr Ibarretxe spoke of putting his plan 
to the government and parliament in Ma- 
drid for negotiation. Whether or not it gets 
that far, he said, the referendum would go 
ahead. The two main national parties, Mr 
Aznar's People's Party and the Socialists, 
have denounced the idea. But it got mur- 
murs of approval from the Catalan nation- 
alists, who run their own region, and those 
of Galicia, in Spain's north-west. 

And the pnv has a dream: let King Juan 
Carlos help to arrange a deal. The PNv says 
it would accept the Spanish monarch as its 
sovereign, sharing that role with a power- 
ful Basque president. That reflects the 
king’s role in entrenching democracy in 
Spain in the years after the death of the dic- 
tator Francisco Franco in 1975. In public, 
the king has said only that he is committed 
to the constitution, which describes the 
country as indissoluble. In private, he may 
be the only person able to knock heads to- 
gether in the gravest constitutional crisis 
Spain has faced since those days. @ 


The EU's agricultural policy 


Reform? Forget it 


BRUSSELS 
Thelatest plan to revamp Europe's farm 
policy looks stymied, for now 


Fo a few heady days in July, there was 
some reason to hope for reform of the 
European Union’s notorious common ag- 
ricultural policy. The £u lavishes around 
€40 billion ($39 billion) a year on direct 
subsidies to European farmers. It is an ex- 
pensive way to create surpluses, high food 
prices, environmental damage and harm 
to poor third-world farmers. In July, how- 
ever, Franz Fischler, the Eu's agriculture 
commissioner, proposed a shake-up. 

He did not propose anything as radical 
as a cut in subsidies. But he did suggest re- 
directing the money, by "decoupling" it 
from production. Farmers would no lon- 
ger be paid to over-produce. Instead, they 
would get flat payments, which would be 
progressively cut back, the money being 
redirected towards rural development. 

"Would", alas, was the operative word. 
Ever since Mr Fischler unveiled his propos- 
als, it has been clear that the big beneficia- 
ries of the CAP would fight to prevent a re- 
form that might cost them money. In 
mid-September farm ministers from six 
countries, plus the French-speaking bit of 
Belgium (a country now in such a state of 
disintegration that it no longer has a na- 
tional farm minister), signed a letter, » 





» drafted by the French, defending the tradi- 
tional form of the car. The letter was cast 
in airy generalities but its import was clear: 
forget about the Fischler reforms. The com- 
missioner is understandably bitter, and 
has clashed publicly with Hervé Gay- 
mard, the new French farm minister, who 
is close to President Jacques Chirac. 

Sois all hope gone for the Fischler pack- 
age? Would-be reformers note hopefully 
thatthe French had wanted to getten coun- 
tries to sign their letter, but ended with 
only six and a half, Italy being the notable 
absentee. True, but even the six would be 
enough to form a blocking minority 
against the Fischler reforms. 

Some countries in the reform camp, no- 
tably the Dutch, are determined to keep 
pressing. The Dutch government recently 
argued that if the CAP was not reformed 
before the EU admits ten new members in 
a couple of years' time, farm spending 
would swell by a further €20 billion a 
year. This prospect also frightens the Ger- 
mans and the British. But the signs are that 
they are preparing to beat a tactical retreat. 
They know they may not have the votes to 
push through the Fischler reforms; and 
they fear that if they insist on reform now, 
they may delay the EU's enlargement. 

It looks as if the Germans in particular 
will agree to a French demand to delay ma- 
jor reforms until after 2006, in return for a 
commitment to some of the principles be- 
hind the Fischler package. One pro-reform 
diplomat says, just a bit forlornly: "People 
may not be ready to sign up to decoupling 
subsidies from production quite yet, but at 
least they are talking about it seriously— 
and that's a real advance." Wow. & 


Italy's budget 


Disappointing 


ROME 
Silvio Berlusconi's latest budget 
proposals have so far pleased nobody 


EN a brilliant salesman like Silvio Ber- 
lusconi, Italy's top tycoon turned prime 
minister, sometimes fails to convince the 
punters. The budget he has proposed for 
next year, approved by his right-wing gov- 
ernment at the end of September, has dis- 
gruntled a swathe of Italians, from trade 
unionists to bosses. His recipe was not 
what they had been led to expect. 

It amounts to a correction in the state's 
accounts of €20 billion ($19.6 billion). Mr 
Berlusconi has proposed to chop spending 
by €8 billion while hoping to boost reve- 
nues by €8 billion with a kind of tax am- 
nesty. He then hopes to gain another €4 





billion from the sale of state assets. This 
has allowed Mr Berlusconi and Giulio Tre- ` 
monti, his economy minister, to make < 


changes in personal income tax that will — 


benefit the low-paid. 

But they may be giving with one hand 
while taking with the other. Italy's local 
authorities will have to tighten their belts : 
to bring their spending under a new limit. 
This will probably mean higher fares for .- 
local transport and higher charges for. 


municipally run services like rubbish col- — 


lection. Monthly payments to the many E 


thousands of unemployed whom local .. 


authorities pay under the ruse that they ` 
are doing socially useful work are at risk. = 
Public-sector recruitment will be frozen. < 

The big losers will be in the Mezzo- | 
giorno, Italy's poor south, where about a 
fifth of the people have no jobs. The hand- 
outs they had been expecting look likely to 
be withheld. The region still poses a mas- 
sive headache for the government in 
Rome. Even if the cash had been available 
and Mr Berlusconi had wanted to be gener- 


ous to the south, the secession-minded >» 








Northern League, on which his coalition 
depends, would have objected. 

On October 1st, Carlo Azeglio Ciampi, 
Italy's president, called the gap between 
north and south “unacceptable”. Firms in 
the Mezzogiorno, he said, need a hand 
from the state. Indeed, the two big trade- 
union groupings that have signed a pact 
with Mr Berlusconi thought that it in- 
cluded more help for the south. 

It is not just the workers and southern- 
ers who are sounding glum about the gov- 
ernments proposed budget. Antonio 
D'Amato, chairman of Confindustria, the 
employers' association, called it *a lot of 
shade and very little light." As Mr Berlus- 
coni has been discovering, keeping Italy's 
awkward accounts in order is proving a lot 
trickier than balancing the books of his 
television companies. 8& 


Serbia's presidential election 


Backwards or 
forwards? 


BELGRADE 
Serbia's least acceptable face emerges as 
king-maker in its presidential race 


T was supposed to be the presiden- 
i tial election that set Serbia firmly on the 
path to democratic reform and integration 
"^ with Europe-either very swiftly or a bit 
more slowly, depending on which of the 
favourites prevailed. In fact, the first-round 
vote on September 29th left Serbia’s politi- 
cal destiny largely dependent on a man of 
such extreme views that he has called 
Slobodan Milosevic, the despot who lost 
power two years ago, a traitor for capitulat- 
ing to the West. 
* . The new king-maker is Vojislav Seselj, 
~~ head of the ultra-nationalist Radical Party. 
- -He did so well in last weekend’s election, 
with 23% of the vote, twice as much as 
most pollsters expected, that his advice to 
supporters will be crucial in determining 
. the outcome of Serbia's two-man run-off 
~ on October 13th. 
: On the face of things, Mr Seselj and his 
=. hotheads might be expected to prefer Vo- 
. jislav Kostunica, the moderate nationalist 
law professor and current president of the 
Yugoslav federation, a post that will cease 
to exist when the federation is dissolved 
next year. Mr Kostunica topped Sunday's 
 firstround poll with 31%. But as politicians 
of right, left and centre began horse-trad- 
ing behind sealed doors, it was whispered 
that Mr Seselj might be tempted to strike a 
cynical bargain with Miroljub Labus, the 
economist and supporter of fast-track re- 
form, who was runner-up in the first round 
with 28%. 

How would such an odd deal work? 
Rather than tell their followers to vote for 





Mr Labus~a close ally of Zoran Djindjic, 
Serbia's pro-western prime minister-Mr 
Seselj's Radicals would be urged to boycott 
the second round. The run-off would then 
probably lack the necessary quorum of 
50% of eligible voters, and the whole elec- 
tion would be void. 

< Why might such a deal tempt Mr Djin- 
djic, who has won international favour 
(and alienated many of his compatriots, 
including Mr Kostunica) by helping to dis- 
patch war-crime suspects, like Mr Milos- 
evic, to the United Nations' war-crimes tri- 
bunalin The Hague? 

Because if Mr Kostunica succeeded in 
his plan to shift his power base from the 
moribund Yugoslav federation to the Ser- 
bian republic, he would probably call a 
fresh election to Serbia’s parliament in Jan- 
uary-and Mr Djindjic might well be 
thrown out on his ear. The infighting be- 
tween Belgrade’s relative moderates is a 
sad contrast to the exultation that swept 


the city two years ago when Mr Milosevic 
was toppled in a popular uprising. 

Belgrade’s political mishmash is being 
watched closely in Podgorica, the unlovely 
capital of Montenegro, Serbia’s little 
partner in the rump Yugoslav federation 
due to be replaced next year by a looser ar- 
rangement known simply as Serbia and 
Montenegro. In the run-up to a general 
election in Montenegro scheduled for Oc- 
tober 20th, President Milo Djukanovic is 
campaigning for a total break with Serbia, 
even more final than the one foreseen un- 
der the current plan already approved by 
the European Union and other interested 
countries. 

But he faces a stiff challenge from oppo- 
nents keen to keep Montenegro in a federa- 
tion with Serbia. Electoral stalemate in Ser- 
bia, however, could delay plans for the 
looser federation negotiated under strong 
pressure from Javier Solana, the Eu's for- 
eign-policy chief. At a minimum, that »» 





Kostunica hopes to keep his head start 


» would make Montenegro's already tense 
politics alot more fraught. 

One of the few people with good rea- 
son to cheer Serbia's first-round vote is Mr 
Milosevic, whose trial in The Hague for 
war crimes is now in its ninth month. The 
electoral result suggests an uncomfortably 
large following for the old regime as well 
as lingering mistrust of the market eco- 
nomics that Mr Labus personifies. 

Many Serbs, including those dismayed 
by the result, are convinced that the strong 
showing for the forces of extreme nation- 
alism is a perverse effect of Mr Milosevic's 
trial, which has been relayed on Serbian 
television. Far from discrediting the old 
bully, the broadcasts have convinced 
many Serbs that the tribunal is biased 
against their country. 

Add to that the looming unhappiness 
over the fact that hundreds of thousands 
of Serbs are likely to lose their jobs as old 
staterun industries are closed down. 
While some western investment is begin- 
ning to flow, most of it is in industries like 
technology which do not require large 
workforces. People are also smarting from 
a sharp rise in electricity prices, as subsi- 
dies are phased out. 

If the final result of Serbia's presidential 
race later this month sees the defeat of 
Messrs Djindjic and Labus and the market- 
oriented ideology which they embody, 
western governments will be dismayed. 
They had been counting on Serbia's re- 
formers to lay to rest the ghosts of ultra- 
nationalism and in due course to cut a deal 
over the "final status" of Kosovo (see arti- 
cle on the previous page) which would ac- 
commodate everybody in the Balkans and 
enable the whole region to snuggle closer 
to the West. m 


The International Criminal Court 


Uncle Sam lays 
down the law 


Under American pressure, the EU's 
joint support for the court collapses 


UROPEAN countries think any alleged 

war criminal should risk prosecution 
before the new International Criminal 
Court. The United States thinks American 
ones should not, because (this, at least, is 
the official reason) the allegations might be 
politically motivated. This week the Euro- 
pean Union surrendered its point. 

The Americans had threatened to veto 
any fresh or renewed United Nations 
peacekeeping unless they got their way. 
That brought a UN Security Council agree- 
ment giving them a year to make bilateral 
deals with individual governments to 
meet their wishes. 

The Bush administration set about that 
with a will, pointing out-a standard 
American negotiating tactic-that Con- 
gress had just passed a law threatening re- 
calcitrant countries with a loss of military 
aid if they did not exclude Americans 
found on their territory from being 


Norway's far north 


handed over to the court. Blackmail? Good 
heavens, no, said Colin Powell, America’s 
secretary of state, but they know our law, 
don’t they? 

When Romania, a would-be NATO 
member, succumbed, the EU—which Ro- 
mania also hopes to join—got worried. 
Would-be EU members, it said, should 
stick to its line. But the State Department, 
po-faced though fresh from its own arm- 
twisting right and left (by now a dozen 
governments have given way), denounced 
this EU arm-twisting as “inappropriate”, 
given that the candidates were not actu- 
ally EU members yet. 

It need not have bothered. This week 
the Eu front collapsed. The British, Span- 
iards and Italians proved readier to break 
ranks than to break with their superpower 
ally. EU foreign ministers agreed that each 
of the 15 members could sign up with the 
United States to whatever it chose, subject 
to some EU guidelines, which are sup- 
posed to ensure that wrongdoers not sent 
to the rcc face their own national courts. 

So ran the Eu gloss. But a guideline is 
just that, not—at least when the Eu is talk- 
ing—a rule or an order, let alone a legal re- 
quirement. None of the 15 EU govern- 
ments will, in fact, be subject to anything. 
Whether any genuinely criminal Ameri- 
can will be, time will show. m 


What about rights for reindeer? 


KARASJOK, ARCTIC NORWAY 


The Sami people are unhappy 


VER the past decade, Norwegians 

have earned a reputation as peace- 
makers: in Guatemala, for a while in the 
Middle East, now in Sri Lanka. Yet they 
are still to sort out an ethnic squabble of 
their own, between Norway’s fair-haired 
4.5m majority and its 45,000-strong 
Sami minority up in the Arctic. 

The tundra of Norway's northern- 
most province, Finnmark, may conceal 
huge mineral deposits. The central gov- 
ernment in Oslo wants profits from min- 
ing to go into its own coffers. The Sami 
(Lapps, as you used to know them) think 
differently. ^We're the indigenous peo- 
ple, so some of the resources should be 
ploughed back to us," says Sven-Roald 
Nystoe, president of the Sami parlia- 
ment, which has modest powers of self- 
government. Many mainstream politi- 
cians reckon the Sami already have more 
than they deserve: their assembly, lan- 
guage rights, and subsidies for cultural 
endeavours and reindeer-herding. Alf 
Olsen, of the populist Coast Party, calls 
their demand a "provocation" to Finn- 
mark's ordinary Norwegians, a majority 
settled there “for countless generations". 


The minerals will remain underground 
until a compromise is reached. 

The Sami have other complaints. 
Does Oslo understand the realities of 
Arctic life? They doubt it. New rules say 
no one but a vet may castrate reindeer. 
Try getting the vet when you need him 
in this snowy wilderness. Another new 
rule decrees that the boats taking tourists 
around Finnmark's rivers in the summer 
must be fitted with powerful lights. Fair 
enough in the south, but who needs 
them in the land of the midnight sun? 

When the assembly met in Karasjok 
last month, it demanded more self-gov- 
ernment. Meaning what, exactly? Its 39 
members are not sure. Some just want 
more say in how Finnmark is run, some 
seek exclusive control over all minerals 
and fisheries, a few dream of full-blown 
sovereignty. And whom do they speak 
for? The Sami electoral register has just 
10,000 names, only two-thirds of whom 
voted last time round. Oslo, in theory, 
accepts Sami self-determination. For a 
people now without even the right to 
geld a reindeer as their ancestors did, it 
may take some time coming. 








as 


. «€T ELLOW Americans, it is time to transform our relations 

* with Mexico. We already enjoy free trade with our Mexi- 

-. can friends. But tonight I propose that we should go much, much 

« further—towards economic and political union. Let us tear down 

|. that frontier. All Mexicans will have the right to live and work in 

the United States. We will establish a common currency and 

. make our laws together—on everything from cleaning up our 

_ environment to helping farmers to stay on the land. These new 

_ arrangements will put a huge financial burden on our southern 

- neighbours, so we will have to be generous. For many years to 

come, our taxpayers will have to send billions of dollars to Mex- 

* ico to help our friends catch up. But it'll be worth it, I promise." 

^ «. RKtisasafe bet that George Bush will not make a speech like 

-that to Congress any time soon. Nor is it hard to guess the reac- 

_ tion if he ever tried. Yet in a couple of months that is exactly the 

_ Sort of relationship that western Europeans will be asked to em- 

_ brace with poorer eastern countries, when the 15-country Euro- 

_ pean Union signs a deal to admit ten new members. 

v A far-fetched comparison? Not at all. Look at the numbers, 

_ and the parallels are really quite close. According to the OECD, 

-. Mexico's GDP per capita measured in purchasing-power terms is 

-. $9300; the figure for Poland, the largest of the current appli- 

.cants, is $9,600. (Measure the figures in unadjusted dollars and 
the Mexicans are about 50% richer.) Mexico's population is just 
hy of 100m;the ten countries lined up to join the EU, plus Ro- 
mania and Bulgaria which are hoping to join soon after, total 
ust over 100m too. Transparency International’s index of global 
orruption puts Mexico and Poland roughly On à par. 

Yet while a North American Union is still-shall we say?—a 
ittle way off, zu enlargement is rapidly approaching. On Octo- 
ler oth the European Commission is expected to announce that 
oland, the Czech Republic, Hungary, Slovakia, Lithuania, Lat- 
ria, Slovenia, Estonia, Cyprus and Malta (in descending order of 
opulation) should be ready to sign a deal at the end of the year. 
larring political mishaps, that would mean that they will join 

the club in 2004. It will be the culmination of a long and wind- 
hg road that began with the collapse of the Berlin wall in 1989. 
entral Europeans, and even Americans, have sometimes casti- 

gated the EU for dragging its feet over admitting the countries of 

the former Soviet block. One Polish minister complains: “We 


overthrew communism without much help, and westerners 
have enjoyed a huge bonus in extra security and prosperity as a 
result. And yet more than a decade has passed and they are still 
keeping us waiting. It's simply incredible." 

But, as the Mexican parallel suggests, there is another way of 
looking at it. By embracing eastward enlargement, western Euro- 
pean politicians are asking their voters to make a visionary leap 
of faith. Europe's leaders argue that enlargement will greatly 
strengthen Europe's stability and prosperity. Democratic institu- 
tions will be locked into place in Central Europe's young democ- 
racies. Potentially unstable countries, some of them with 
disputed borders, will be tied into a European Union where 
such disputes are settled in a civilised fashion. Trade and invest- 
ment will be boosted and everyone will become richer. Just as 
the Spanish and Irish rapidly caught up with the economies of 
the other countries in the Eu after they joined the club, so the 
Poles, Czechs and others will become as rich as their western 
cousins. And the slow-coach economies of western Europe will 
also benefit, getting a welcome boost from a young, energetic 
and educated labour force to the east. 

These arguments are generous in spirit and probably sound. 
But they are also rather abstract. The average western voter is 
more likely to concentrate on less lofty, short-term issues—such 
as the cost of subsidies that the Union's new members will be 
gobbling up, competition from cheap eastern labour, fears about 
flows of immigrants from the east and a general impression that 
the new democracies of the east are less stable and more corrupt 
than their western neighbours. 

It is precisely because the average western voter is thought to 
harbour these unworthy thoughts that he will not be asked to 
vote on enlargement. In the middle of this month the Irish will 
have a referendum on the Nice treaty, but even that is only indi- 
rectly about enlargement. A senior German diplomat justifies 
the refusal to put enlargement to the vote by arguing that the big 
decisions in the European Union have always been made by 
elites, and have then gained popular acceptance later. “If we had 
had a referendum on the Treaty of Rome [which set up the origi- 
nal European Economic Community, the EU's progenitor, in 
1957], people might have rejected it on the grounds that it raised 
the price of bananas," he shrugs. 


I suppose we have to pay for you 

Itis not that today's EU countries are blind to the pitfalls of en- 
largement. Characteristically, however, most of the issues that 
really bother diplomats and politicians in Brussels are to do 
with the operations of the Eu institutions themselves, rather 
than enlargement's economic and social implications. It is al- 
ready very hard for the Union's current 15 members to agree on 
common policies. Add another ten to the mix, and there is a 
threat of institutional paralysis. In particular, the Eurocrats fear a 
huge rumpus over the EU's budget and over farm and develop- 
ment subsidies, which account for 8096 of spending. Big payers 
into the European budget, especially the Germans, are already 
chafing at the cost of subsidising the rest of the Ev. But the ten 
would-be new members have a great many farmers and poor 
people, who are natural candidates for subsidies. Resolving the 
issue will cause bitter ructions in an enlarged Union. One mem- 
ber of the EU team negotiating the current wave of enlargement 


| jokes nervously that "a lot of us are hoping to have left Brussels 


by the time the consequences of enlargement have sunk in." & 














The economy 


Steady as she goes 


Hopes for a rapid recovery are fading, but Britain should continue to out-perform 


most other big economies 


ONY BLAIR told this week's Labour 

Party conference: "we're at our best 
when at our boldest." Of all the pledges 
the Labour government has made, its bol- 
dest has been to pledge an end to boom 
and bust. This hostage to fortune is as po- 
litically important as it is bold. Economic 
stability underpins not just Labour's ambi- 
tions to improve the public services 
through a sustained programme of higher 
spending but also public confidence in La- 
bour's ability to manage the economy. 

So far, the government has fulfilled its 
promise. The British economy, so vulner- 
able in the past to global setbacks, has 
proved remarkably resilient to the world 
slowdown that started last year. Twenty 
countries, accounting for half the world's 
output, have been or are in recession, Gor- 
don Brown, the chancellor of the exche- 
quer, told Labour Party delegates on Sep- 
tember 30th. For once, Britain (though not 
Scotland) has been the exception: the 
economy has continued to grow, albeit 
sluggishly, since early 2001. And in the sec- 
ond quarter of this year, GDP was 0.696 
higher than in the first quarter. 

But in the past three months, the econ- 
omic outlook has darkened. The danger is 
not that Britain will lurch into recession, 
rather that recovery will be weaker than 
expected. The Treasury is now conceding 
the inevitable: a senior advisor to the 


chancellor made clear this week that the 
ambitious growth forecasts made in the 
April budget will be trimmed in Novem- 
ber's pre-budget report. 

Those predictions were that the econ- 
omy would grow by 2-2.5% in 2002 and by 
3-3.5% in 2003. After a lacklustre perfor- 
mance in the first quarter, when output 
grew by only 0.1%, this year’s forecast was 
bound to be hard to meet. The Economist's 
panel of economic forecasters now ex- 
pects growth of 1.6%. More worryingly, it 
has trimmed the forecast for 2003 to 2.7% 
from 2.9% a month ago. This would mean 
the chancellor undershooting his growth 
forecast, both this year and next, by about 
half a percentage point. 

There are two main reasons why econ- 
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omic prospects are looking gloomier. The 
first is that recovery in other major econo- ~ 
mies is faltering. The outlook for the euro 
area is especially bleak, with growth ex- | 
pected by The Economist's panel to be just — 
0.8% in 2002 and 2.0% next year (down | 
from 1.0% and 2.4% respectively last . 
month). This means that export markets _ 
will grow less rapidly than had been | 
hoped, so Britain's manufacturers will suf- 
fer. This week's report from purchasing - 
managers showed no growth in manufac- 
turing in September. E 

The second and related reason is that. 
share prices have tumbled still further. The 
value of the FTSE 100 top companies _ 
slumped by a fifth in the third quarter. Sep- 
tember was the worst month since the _ 
crash of October 1987. Falls on this scale 
slash household wealth. As individuals . 
and pension funds strive to rebuild their. 
assets, saving will rise, which will reduce 
future spending growth. Businesses are - 
also likely to trim their investment plans 
since falling equity prices make it more dif- _ 
ficult and expensive for them to raise out 
side finance. 

Britain is especially vulnerable to 1 
verses in stockmarkets, mainly becau 
households are more exposed to equiti 
than in other countries. Simulations by the 
OECD suggest that a 20% fall in the rea 
value of the British stockmarket cuts con: 
sumer spending by 1% and Gp» by 0.4% 
after two years. Stockmarkets have been 
falling for over two years. But until no 
the impact of lower equity wealth in Br 
ain has largely been offset by rising hous: 
ing wealth. This has boosted consumer 
spending as households have borrowed | 
back some of that wealth through mort- 
gage-equity withdrawal Such borrow- < 
ing—secured on but not invested in hous- » 
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> ing—amounted to over £8 billion ($11.4 
billion) in the first quarter of 2002; in rela- 
tion to household disposable income, this 
was the highest for 12 years. Small wonder 
that consumer spending in the first half of 
this year was almost 4% higher than in the 
same period in 2001. 

House prices are continuing to surge 
across the country, rising by 22% in the 
year to September, according to the Na- 
tionwide index. However, it looks increas- 
ingly as though the house-price boom is 
now over in London. Steven Bell, an econ- 
omist at Deutsche Asset Management, is 
forecasting a10% decline in London house 
prices over the next year and smaller falls 
in the rest of the south-east-enough to 
cool down the national housing market in 
2003. The result: the long sustained con- 
sumer-spending boom will finally come 
off the boil. 


Brown’s boost 

The other main impetus to the economy in 
the past two years has come from the gov- 
ernment’s big spending programme. The 
effect has been to create a switchback in 
the public finances, injecting extra de- 
mand into the economy. In the financial 
year ending March 2001, the public sector 
ran a huge surplus of £16 billion. This 
turned into a small deficit of £1 billion in 
the year to March 2002, forecast in the bud- 
get to rise to £11 billion in the current finan- 
cial year. But this marks the end of the 
chancellor’s deliberate loosening of fiscal 
policy: taxes are going up next year to pay 
for higher public expenditure. 

The effect of lower growth will be to 
add more red ink to the Treasury’s fore- 
casts—probably about an additional £3 bil- 
lion this year. But unlike his fellow finance 
ministers in the euro area, required by the 
EU's Stability pact to balance their budgets, 
Gordon Brown does not face pressure to 
curb borrowing in an economic down- 
turn. Furthermore, there is scope for the 
Bank of England to cut interest rates, 
which it may do as early as next week. The 
Bank has plenty of room for manoeuvre 
since inflation remains firmly under con- 
trol. With growth prospects now being 
trimmed again, a cut in rates—which the 
Bank discussed in early September—looks 
increasingly probable: financial markets 
are pricing in a cut of at least a quarter- 
point by the end of the year. 

Recovery may be more modest than ex- 
pected, but Britain will still grow more ro- 
bustly than the euro area, not least because 
of its ability to set both fiscal and mone- 
tary policy according to its own economic 
requirements. At Blackpool, Tony Blair re- 
affirmed his desire for Britain to join the 
euro in this parliament. Paradoxically, the 
more successful the government is in 
meeting its bold pledge to avoid boom and 
bust, the more difficult it will be for him to 
fulfil that equally bold wish. m 


Wind power 


Crofters’ Klondike 


EDINBURGH 
It’s western Scotland’s turn to get rich 
from energy 


I^ THE Scottish Highlands, something of 
a gold rush is on. Barren hillsides on 
which sheep farmers eke out a few hun- 
dred pounds might suddenly be worth a 
fortune as wind farms. West-coast land- 
owners, who have watched the east of 
Scotland grow rich with oil, now see their 
chance to cash in. 

Britain uses less renewable energy than 
any other rich European country. The gov- 
ernment wants to change that. It is there- 
fore requiring all electricity generators and 
suppliers to buy some of the power they 
sell—3% next year, rising to 10% by 2010— 
from renewable sources. Companies that 
fail to hit the target will be fined and the 
money given to those that do. 

Just under 3% of Britain's electricity is 
currently generated from green sources, 
about a third of it from wind power. Since 
wind is the cheapest of the renewable 
technologies, the search is on for new 
places to put turbines. 

The windiest places are in the west, es- 
pecially in Scotland. So far, only 18 of Brit- 
ain's 72 wind farms are sited north of the 
border. But, thanks also to Scotland's laxer 
planning regime, another 100 are in de- 
velopment and a similar number is under 
consideration. 

The money's good. A modestly sized 
wind farm of 30 turbines could yield 
about £75,000 ($117,000) a year. Indeed, 
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the windswept Western Isles, which have 
suffered years of decline, are busily re- 
branding themselves as the “renewables 
capital of Europe". There's a scheme for a 
600 MW wind farm, dwarfing the present 
total British output of 450 MW, on land 
owned by the Stornoway Trust, which 
holds land on behalf of locals. It would be 
paid about £2m a year in rent. 

There are a few snags. The Stornoway 
scheme is being promoted jointly by 
AMEC, a big construction firm, and British 
Energy, a nuclear generator which got a 
£410m loan from the government last 
month to stop it going bankrupt, so putting 
the wind scheme in doubt. Quite apart 
from British Energy's financial problems, 
Enron's collapse means that banks are 
looking at energy schemes somewhat 
sceptically these days. 

Opposition to wind farms is growing. 
Environmental groups like renewable en- 
ergy, but worry about wind farms- partly 
because they are so ugly, and partly be- 
cause digging turbine foundations dam- 
ages moorland ecosystems. 

Wind power is a bit more expensive 
than power generated from fossil fuels, 
and plugging wind farms into the national 
grid raises costs further. About £1.6 billion 
needs to be spentto get the Scottish renew- 
able energy to English markets. At current 
low electricity prices, that may be hard to 
justify, in which case generating compa- 
nies may opt to pay the fines rather than 
buy green. 

Long-term, the main worry is that the 
demand for wind and other renewable en- 
ergies is artificial. If a future government 
decides that forcing electricity companies 
to produce uneconomic power is a bad 
idea, a lot of wind farms will find them- 
selvesontherocks. m 





The Economist October 5th 2002. — 
Sex industry 


Stiff competition 


Liberalisation is making the adult 
entertainment business respectable 


HE mood at this week's board meeting 

of the newly formed Organisation of 
Adult Trades and Services (OATS) was sur- 
prisingly earnest. A policeman from the 
vice squad took copious notes while a dis- 
tributor of hard-core videos, Anna Kieran, 
denounced the *market-trader mentality" 
of “cowboys” who give the industry an 
"image problem". 

Along with negotiating lower insur- 
ance premiums, credit card charges and 
other prosaic questions, the big issue was 
planning the sex industry's event of the 
year, the Erotica exhibition in November. 
Through the new-found respectability 
came the occasional glimpse of the indus- 
try's old ways. Spearmint Rhino, the 
world's biggest chain of strip clubs, has 
been banned from the exhibition after its 
boss in Britain misbehaved at last year's 
event. “He wouldn't listen, and in the end I 
had to get one of my bouncers to smack 
him," recalled a huffy sex baron. 

Although flirting and pole-dancing les- 
sons are planned, the trade fair will mainly 
feature the products side of the industry— 
pornography, sex toys and the like. These 
days, most of this part of the industry is le- 
gal. Definitions of obscenity are now so 
lax thatlittle apartfrom child pornography 
is banned. Since a change in the rules 
about hard-core videos in July 2000, the 
number of films applying for the steamy 
R18 certificate from Britain's film censors 
has quadrupled. Distributors pay up to 
£2,000 ($3,100) for the privilege—and fume 
aboutillegal competitors who import unli- 
censed videos, or sell pirated versions. 

As the industry has been legalised, so it 
has grown up. These days bits of it look 
much like any other business. The trade 
association has hired a professional lobby- 
ist, and hopes to commission academic re- 
search to back its push for consistent, even- 
handed regulation and tougher enforce- 
ment. Its members accept there is plenty of 
room for more consolidation, efficiency 
and competition. Margins are huge, the 
market murky. The industry hopes its pro- 
ducts, like contraceptives in the past cen- 
tury, will become cheap, reliable, and un- 
remarkable. 

But for the other half of the industry, 
sex services, there is little early prospect of 
gaining comparable acceptance. Although 
prostitution itself is not illegal in Britain, al- 
most everything to do with it is. If prosti- 
tutes (sex workers, in industry parlance) 
get together and set up a brothel, they can 


More sex 


Kiss, tell, cringe 





British politicians should stick to the cocoa and biscuits 


Sie but typical. That is the fairest ver- 
dict on the frenzy surrounding Ed- 
wina Currie’s diary, in which she, 
formerly a minor figure in the Conserva- 
tive Party, reveals an affair with John 
Major, a colleague who went on to be- 
come prime minister. 

It is hard to know which of the inno- 
cent bystanders to feel sorriest for: Mrs 
Currie’s children (who didn’t ask to be 
born of a publicity-crazed mother); her 
loyal, shy ex-husband (whom she hu- 
miliates for his supposed sloth, fatness, 
and ill-health); Mr Major’s wife (also 
shy, also humiliated); her party col- 
leagues (whose attempts to relaunch 
their party’s pitiful fortunes have been 
wholly eclipsed), or for the country it- 
self, wallowing in a peculiarly British 
cesspit of prurience and prudery. 

It is different abroad. Top French, Ger- 
man and American politicians often 


Fancy a nice cup of cocoa? 


be prosecuted for living off each other's 
“immoral earnings". 

As a result, proper policing and regula- 
tion are impossible. In the legal twilight, 
prostitutes are vulnerable to violence and 
extortion. Dozens are murdered every 
year. Cheated consumers rarely complain. 
Those trying to run a respectable business 
find it difficult. Paul Edwards, an OATS 
member who owns two massage parlours 
in Northampton, complains: "We do 
everything right and legal-apart from 
what we actually do." 

A new push for respectability comes 
from the prostitutes themselves, who are 
increasingly vocal and well-organised. A 
grandly named International Union of Sex 


conduct discreet but barely disguised af- 
fairs which attract little or no public 
comment. It took Clintonesque excesses 
to put the presidential sex life into the 
headlines. The British public seems 
oddly scandalised by any thought that 
bedtime should involve more than co- 
coa and biscuits; the British media— 
among the most competitive in the 
world—panders astutely to these foibles. 

That Mr Major didn’t promote the 
greedy, vengeful Mrs Currie to the cabi- 
net looks a wise decision, although his 
reputation for honesty and solidity does 
look a bit dented, as does the wisdom of 
his “back to basics” campaign for strict 
moral values. Two magazines which 
paid him hefty libel damages over an al- 
leged affair with a Downing Street cook 
want their money back. 

Mr Major terms the affair “shameful”. 
All too true, especially now. 





Workers has affiliated to a mainstream 
trade union, the GMB. Its biggest success so 
far is a fully unionised lap-dancing bar, 
Majingo’s, in London’s Docklands. But 
there is a long way to go. The union has 
only 200 members. Britain has an esti- 
mated 90,000 prostitutes. 

The government is planning another 
look at prostitution laws. Decriminalisa- 
tion would not solve all the industry’s pro- 
blems-the details of licensing brothels, in 
particular, are tricky, when the line be- 
tween commercial sex and other kinds is 
so fuzzy—but it would help. Could paid-for 
sex become as socially acceptable as, say, 
physiotherapy? Many punters would miss 
the sleaze. m 





| TOWARDS the end of his magisterial lecture to a fractious, un- 
(X. easy Labour Party conference, Tony Blair issued a warning to 
.. his audience: "You've lost your love of discipline for its own 

_ sake. I’ve lost my love of popularity for its own sake." His mes- 
_ Sage was that he was not going to be deterred from doing the 

_ tight thing—over both Iraq and public-service reform—by the 

__ kind of internal dissent that has surfaced in Blackpool this week. 
_ “Displeasing people; pockets of disillusion; impatience and frus- 
__ tration. These are not the hallmarks of this Labour government. 
- They are the hallmarks of government,” he said. 

__. Whether the mes, the subscription-paying members and the 
. affiliated trade unions that together constitute the Labour Party 
- have ever actually enjoyed the formidable discipline they have 
. managed to maintain since Mr Blair became its leader in 1994 is 
. questionable. What they shared, however, was a willingness to 
.. subordinate deeply held political convictions to the need to 

. make Labour electable after 18 years of defeat and humiliation. 
_ Making Mr Blair their leader was a part of that sublimation. 

_ They didn’t much like him or large parts of his “modernising 

_ project”, but if accepting them was the price of a Labour govern- 
— ment, so be it. 

-~> As for Mr Blair, he has always understood it was his popular- 
. ity in the country—his unerring ability to reach out to a wider 
ommunity of interest than any Labour leader before him and 
o articulate the hopes and fears of middle England—that was 
he source of his indispensability to his party. However hard he 
ttempts to hit his party's buttons—and he tried again this week 
zhen referring to “the great progressive 1945 settlement” and 
king (actually quite movingly) about the impact of British aid 
1 bringing hope to a benighted corner of Africa~he cannot 
quite do it. 

- Mr Blair now seems to accept that his pact with the Labour 
Party is becoming increasingly frayed. The party no longer be- 
eves that he is essential to remaining in power. Whereas a sec- 
nd landslide victory should, in the normal course of events, 
ave reinforced Mr Blair's dominance, it may, paradoxically, 
have weakened him. Unprecedented electoral success combined 
with the Tories’ failure to stage any kind of recovery, or even to 
look capable of doing so at some time in the distant future, has 
_ bred complacency bordering on arrogance among Labour MPs 


and trade-union leaders. 

If sustaining Mr Blair and his personal vision is no longer 
deemed a necessary condition of office, it follows that it is no 
longer treasonable to express opposition to his leadership. And 
in Mr Blair’s willingness to go to war with Iraq and his prescrip- 
tion for public-service reform—dependent as it is on breaking up 
the public-sector monopolies that were created by that “1945 set- 
tlement"—the prime minister’s many critics believe they have an 
adequate casus belli. 

Mr Blair would not be human were he nota little dismayed 
by this ingratitude. Yet it seems to have made him increasingly 
reluctant to compromise if that means being diverted from his 
course. His surrender to the unions last year over the principle 
that private-sector involvement in public-service delivery 
should not mean a “two-tier workforce” has gained him noth- 
ing. The unions have simply pocketed this very large concession, 
while stepping up their campaign against the private finance ini- 
tiative (PFI). No wonder Mr Blair increasingly seems to regard 
his party as just another interest group which has to be either 
appeased or confronted. 


Gordon's grouses 

The most interesting question is whether that includes Gordon 
Brown. Although the chancellor went out of his way to praise 
the prime minister's "strong leadership" on Iraq (at least he 
didn't say brave) and was dismissive of the union-backed revolt 
against PFI, the tension that is building between him and Mr 
Blair over public-service reform is potentially far more serious 
than their previous differences over the euro. Mr Brown's de- 
fence of pri was notable for saying almost nothing about its real 
benefits over public funding, which, Mr Blair believes, are cul- 
tural rather than financial. For Mr Brown, it is simply a matter of 
being able to build lots of schools and hospitals which his cele- 
brated fiscal prudence would not otherwise allow. 

The current flashpoint between the chancellor and the prime 
minister is the establishment of the independent "foundation" 
hospitals that the health secretary, Alan Milburn, sees as critical 
to the transformation of the NHs into a locally accountable ser- 
vice. Mr Milburn, supported by Mr Blair, says: "This is the right 
time to acknowledge the one great truth that we all know in our 
hearts: that a service employing one million people in thou- 
sands of hospitals and health centres...can't be run from White- 
hall." Not in Mr Brown's heart it isn't. 

On one level, Mr Brown opposes the proposal to allow new 
hospitals to borrow without Treasury approval in order to ex- 
pand and develop new services. More fundamentally, he rejects 
the idea that foundation hospitals should be allowed to com- 
pete with other NHs institutions, creating a “two-tier” health ser- 
vice. As Mr Brown said in his conference speech: *What we say 
and do about the Nus is not just about the future of our public 
services, but about the character of our country. It is an affirma- 
tion that duty, obligation, service, and not just markets and self- 
interest, are at the very heart of our idea of society—at the heart 
of what it means to be a citizen of Britain." 

Ignoring his chancellor is even more dangerous for Mr Blair 
than ignoring his party. For all his display of confidence, two 
things stand out at the end of this week: the great difficulty he 
will have in realising his public-service agenda; and his vulnera- 
bility should the cabinet split, as is entirely possible, over British 
involvement ina non-UN sanctioned attack on Iraq. 8 — 
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The market for chief executives 


Bosses for sale 





Are headhunters to blame for the damaging cult of charisma? 


HEN Bank One got into a mess in 

1999, Andrea Redmond, one of Rus- 
sell Reynolds's top headhunters, found a 
sparkling new chief executive: Jamie Di- 
mon, recently shoved out of Citigroup, a 
victim of political infighting. “The board 
was very impressed by how execution-ori- 
ented he was,” she recalls, “and he has cer- 
tainly proved to be an excellent executor.” 

Mr Dimon has been a ferocious cost- 
cutter, but it is still not clear if he will be 
able to turn the bank round. More obvious 
is the touching faith of the Bank One board 
in the power of one man to transform a 
company, especially when its industry has 
hit a rough patch. Mr Dimon’s appoint- 
ment is examined in a new book, “Search- 
ing for a Corporate Saviour” (Princeton 
University Press), by Rakesh Khurana of 
Harvard Business School, one of a growing 
band of economists turning a critical eye 
on corporate management. 

Hiring Mr Dimon, he argues, was a clas- 
sic case of a firm picking an outsider as 
boss when it is in a mess. The board's un- 
reasoning faith in the ability of a superstar 
leads them to offer huge rewards. Hiring a 
high-profile outsider can destabilise the 
firm and destroy the loyalty of senior man- 


agers, including good internal candidates. 
It rarely restores the firm's fortunes. 

For the rise of the myth of the superstar 
boss, Mr Khurana blames mainly the big 
executive-search companies. They run the 
job market for chief executives. Any big 
company that considers recruiting from 
outside will turn to somebody like Ms Red- 
mond or Tom Neff of Spencer Stuart. Both 
vigorously deny that their search activities 
do corporate harm. Ms Redmond argues 
that some companies are in such a mess 
that it is extremely hard to find anybody 
willing to take on the top job. That view is 
born of her “toughest assignment ever"— 
the superhuman task of finding someone 
to run troubled United Airlines. As for Mr 
Neff, ask him how many of the chief exec- 
utives he places work out for the compa- 
nies, and he replies: “100%”. 

Well, maybe. Certainly, finding new 
bosses is one of the few bits of the search 
industry that is reasonably robust. By 
2000, headhunting had boomed so fast it 
had 34-40% overcapacity, says Mel Con- 
net, a recruiter from Silicon Valley who 
specialises in finding top executives for 


technology firms. Since then, the two main. 
publicly traded headhunting firms, Hei-. 
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drick & Struggles and Korn/Ferry, have : 
each laid off more than a third of their 
staff. The world's sixth-largest search firm, 
Ray & Berndtson, recently went bust and. 
was acquired by A.T. Kearney. Revenues 
haveplunged(seechartonnextpage. ^ 

Recruitment of top bosses is faring . 
much better than the hiring of middle _ 
managers, a market that is still moribund. 
Dennis Carey, who specialises in chief ex- 
ecutive recruitment for SpencerStuartand 
is co-author of a recent book on the sub- __ 
ject-“CEO Succession” (Oxford)-says | 
cheerfully, “I’ve never been busier.” He 
has just been rebuilding the top tier at Tyco 
International, recruiting six new boar 
members, a new chief finance officer an 
new legal counsel—as well, of course, as 
replacement for the disgraced chief exec 
tive, Dennis Kozlowski. “Troubled comp: 
nies are a great source of activity for execu 
tive search—and there are a lot of trouble 
companies out there," he says. You can se 
what he means: he has just embarked on 
the search for a new boss for WorldCom. 


















This little piggy went to market : 
Even if a company is in dire straits, is an — 
outsider likely to be the best person to res- 
cue it? Mr Khurana insists that is rarely the . 
case. As markets go, that for chief execu- - 
tives works in a spectacularly unsatisfac- 
tory way, he argues. Its three key charac- © 
teristics are: a small number of buyers and 
sellers; high risks to both; and widespread - 
concern about the markets legitimacy. — 
The selection process puts socially defined 
characteristics, such as the outsized repu- .. 
tation of an executive like Mr Dimon, &* 








> ahead of relevant practical skills and ex- many boards assume their inside recruit 


perience (Mr Dimon had little knowledge 
of retail banking or credit-card operations, 
two of Bank One's biggest and, in the sec- 
ond case, most problematic businesses). 

The market is also characterised by ex- 
treme secrecy. Companies may run ad- 
vertisements for technicians and accoun- 
tants, but they rarely advertise the top 
job—and if word of a candidacy leaks out, 
the person concerned usually has no op- 
tion but to rule himself out of the race. Mr 
Khurana argues that the search process, 
with its emphasis on confidentiality, re- 
stricts the hunt for potential candidates 
and puts enormous power in the hands of 
the recruiting firm. And, precisely because 
itis such a restricted and secretive market, 
it is bad at price-setting. Hence the im- 
mense sums that companies offer outsid- 
ers to persuade them to take the job, sums 
that then influence the pay of other chief 
executives. Because a search firm's fee is 
typically one-third of a new recruit's nego- 
tiated annual cash compensation, they 
have every reason to push up pay. 

True, the market finds only a small (but 
rising minority of all the bosses ap- 
pointed each year. Most big firms still 
choose an insider for the top job—though 


Celebrity ex-bosses 


But not forgotten 


NEW YORK 


Out of work but still in the limelight 


H5 glory days are over, yet there is no 
keeping a celebrity boss out of the 
public eye. So what if you can no longer 
do an initial public offering or spend bil- 
lions buying a rival? Make a splash in- 
stead by giving some of your fortune 
back; or if all else fails, get arrested. 

On October 1st, Gary Winnick, foun- 
der of Global Crossing, a bust telecoms 
firm, told a congressional committee that 
he will donate $25m to be shared by the 
firm's current and ex-employees whose 
pensions tanked when its share price 
collapsed. Public opinion was split. Fol- 
lowing Jack Welch's renunuciation of 
millions of dollars worth of baseball 
tickets, cut flowers and the like from his 
old company, General Electric, had Mr 
Winnick claimed new moral high 
ground? Or should he have given more, 
having sold his shares, pre-plunge, for 
$734m? Ever the leader, Mr Winnick 
urged other telecoms executives to "step 
right up and write a cheque". 

Such voluntary acts of generosity 
may be beyond Andrew Fastow, Enron's 
ex-chief financial officer, who on Octo- 
ber 2nd was charged with money laun- 
dering, securities, wire and mail fraud, 
and conspiring to inflate Enron's profits 


would be available for hire in the market- 
place, and so still pay the *market" price for 
him. Once a firm opts to look outside, any 
internal candidate inevitably comes to 
look less impressive than the names on re- 
cruiters' lists: 75% of outsiders appointed 
in 1985-2000 had previously been chief ex- 
ecutives or company presidents. 

The sort of boss this process delivers 
does not necessarily have the skills to run 
the new firm well. That is not entirely the 
fault of headhunters. Boards want-or 
wanted—big names, to boost the share 
price and impress analysts, says Mr Con- 
net. “It used to be a case of ‘Get me aname, 
even if they can't run the firm. Boards 
didn't seem to care if a person would fit in: 
they just cared about marquee value." 

In fact, when Jim Collins wrote his best- 
seller, “Good to Great” (Harper Collins), a 
study of companies that did outstandingly 
well in their industries, he found that the 
best companies were definitely not those 
whose bosses had marquee value. Rather, 
exceptional companies were dispropor- 
tionately likely to recruit their bosses inter- 
nally. And those they selected were half as 
likely to appear in newspaper articles as 
the bosses of less successful companies. 





Mr Fastow’s new handcuffs aren't golden 


and enrich himself at the company’s ex- 
pense. Mr Fastow’s much-anticipated 
“perp walk” in FBI handcuffs follows an 
earlier guilty plea by an underling, Mi- 
chael Kopper. The question is, will Mr 
Fastow now incriminate his former 
bosses, Jeffrey Skilling and Kenneth Lay? 

The feds appear unwilling to make 
much distinction between giving it back 
and having it taken away. “Our strategy 
is straightforward”, Larry Thompson, the 
deputy attorney-general, told reporters. 
“We aim to put the bad guys in prison 
and take away their money.” 


i Fewer heads hunted 


Worldwide revenues of the top 20 retained 
executive search practices*, $bn 
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“Quiet, workmanlike, stoic leaders bring 
about the big transformations,” he argues. 

The market may now be taking this dis- 
covery on board. Companies still want 
ability and passion, reports Mr Carey, but 
integrity has shot to the top of their list of 
desirable characteristics (perhaps not sur- 
prisingly, if you sit on the Tyco or World- 
Com board). And would-be chief execu- 
tives are warier of overpromising and 
underdelivering. “There is appropriate 
trepidation”, he says, “about blowing 
one’s own trumpet.” Joseph Daniel 
McCool, editor of Executive Recruiter 
News, an industry newsletter, sees the 
same trend. “The trophy CEOs have been 
replaced by the everyday executive with a 
long track record of performance. It's less 
about personality, and more about past 
performance and integrity." To make sure 
that recruits have spotless pasts, compa- 
nies now hire "investigative consultants", 
he says, to run background checks. 

The market may have altered, but its in- 
herent inefficiencies remain. Even Mr Khu- 
rana is stumped for ways to make the mar- 
ket for bosses work much better. Letting 
shareholders elect their chief executive, 
perhaps from a slate of competing candi- 
dates, is likely to remain the stuff of cor- 
porate-governance fantasy. Changing the 
way headhunters are paid might discour- 
age them from ignoring internal stars in fa- 
vour of external candidates, particularly 
expensive ones. But they are likely to re- 
main at the heart of the market, for the 
only practical alternative is for the board to 
do the search itself—a hunt that might not 
extend far beyond the 19th hole of the 
nearest golf club. 

The best hope is that boards, closely 
watched by today's more vigilant large 
shareholders, will be clearer about the pro- 
blems a new boss must solve. They should 
forget about hiring another firm's boss on 
the strength of his eloquence on CNBC, 
and care more about operational skills and 
an ability to read a balance sheet. In the 
market for bosses, as in any other, the best 
way to improve efficiency is for consumers 
to remember the ancient rule of caveat 
emptor, or buyer beware. B 
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American corporate profits 


Damned if you do 


NEW YORK 
Firms are struggling to find better ways 
to talk to their shareholders 


AL-MART says it is “on track" to 

meet its quarterly profit targets. Dell 
says it will meet its goals. Under pressure, 
Michael Eisner, boss of Disney, promises 
“strong, double-digit” earnings-per-share 
growth in 2003. “Making the numbers"— 
the much-derided practice of setting, then 
meeting, short-term profit targets—contin- 
ues to flourish in America. For most big 
companies, the short-term outlook for pro- 
fits is still the main focus of communica- 
tion with shareholders and the media. 

Wasn't this all supposed to change? 
Surely Wall Street’s blissful forecasts of fu- 
ture profits—and the pressure on firms to 
meet them-lay behind every accounting 
scandal, from Enron to WorldCom? Bosses 
such as James Kilts of Gillette and Barry 
Diller of usa Networks have publicly de- 
nounced the practice. Richard Parsons, 
boss of AOL Time Warner, has acknowl- 
edged that his firm had fallen into an earn- 
ings trap. “We were penalised”, he told in- 
vestors in January, by the “high 
expectations we ourselves created.” 

Why, then, have most firms failed to 
kick the habit? At its core, the problem is a 
persistent gap between expectations and 
reality. Over the long run, big American 
companies have reported profit growth of 
about 7% a year (see chart on next page). 
Even in these hard times, however, Wall 
Street’s shrinking band of analysts refuses 
to set their sights so low. According to First 
Call, a research firm, on average analysts 
expect earnings per share for the S&P 500 
to grow by 13.1% a year over the next five 
years. What is the lowest growth they have 
forecast since 1986? 10.8%. 

In the late 1990s, analysts became more 
optimistic than ever. Long-term earnings 
forecasts peaked, in August 2000, at 18.7%. 
Worse, says Peter Kontes of Marakon Asso- 
ciates, a consultancy, bosses began to be- 
lieve that what they told Wall Street actu- 
ally mattered. As small investors gobbled 
up shares, now discredited star analysts 
such as Jack Grubman and Mary Meeker 
appeared to gain the power to make or 
break a boss’s career. 

There used to be ways of finessing the 
gap between Wall Street’s expectations 
and humdrum business reality. By taking 
big write-offs against profits (an acknowl- 
edgment that previously stated profits 
were too high), firms could periodically re- 
turn their reported profits to reality. From 
the new low base, profits could then start 
to grow again at the required double-digit 
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Phone scams 


Saw ORC URS EES cem 


You've got my number 


TOKYO 


Japanese mobile-phone users have a new reason not to call back 


AKE a national addiction to mobile 

phones, add caller-identification, and 
stir in natural curiosity. The result? Ja- 
pan's latest scam, against which NTT, à 
big phone company, is battling valiantly. 

Dubbed wan giri, or *one-ring hang- 
ups", the scheme targets millions of mo- 
bile-phone lovers. Unscrupulous oper- 
ators make thousands of random calls 
from normal phone lines, letting the 
phones ring once before hanging up. 
They count on inquisitive folk, or those 
anxious not to miss a single call, ringing 
back the number shown on their 
screens. Those who do find themselves 
listening to advertisements for all sorts 
of dodgy services. Some firms try to 
hook callers into subscribing, say, to 
high-priced chat-lines or Internet ser- 
vices. Even if only a small fraction are 
snared, it is still a lucrative ploy: their 
own charges are small since they never 





No, I don't want Wet and Windy 


rate—until the next wave of write-offs be- 
came necessary. One such write-off wave 
happened at the beginning of the 1990s. A 
second is cresting now. Goldman Sachs 
guesses that write-offs will peak this year 
at the equivalent of 57.3% of the s&P 500's 
reported profits. 

But Wall Street no longer wants to play 
these games—or no longer thinks it can get 
away with doing so. Scandals have shat- 
tered analysts' credibility. Now all the talk 
is of earnings “quality”—a euphemism for 
asking what accounting tricks firms em- 
ploy to meet Wall Street's numbers. In- 
stead of winking at firms' ever-more-gen- 
erous definitions of “core” earnings, some 
analysts want to reverse the process, sub- 


give their quarry a chance to answer. 

Others dupe callers into providing 
credit-card numbers. Using caller-identi- 
fication in reverse helps to harass more 
users. Some victims decide it is easier to 
pay than face fresh hassles. 

Wan giri made waves this summer 
after one firm jammed NTT’s exchanges 
in Osaka, the second-largest city, for 
over four hours. Businesses suffered 
huge disruption when the firm used 
high-tech systems to make up to 3,100 
calls a minute, swamping NTT with two- 
and-a-half times normal volumes. 

A furious NTT soon found that mak- 
ing lots of phone calls is not against the 
law. So it added a clause to customer 
contracts warning that it would bar any- 
body making large numbers of calls that 
cut off before they were answered. That 
hampered some of the bigger wan giri 
operations, but failed to stop smaller 
ones. Anxious to protect consumers, the 
Ministry of Economics, Trade and Indus- 
try printed posters urging people to ig- 
nore wan giri calls or bogus bills, and to 
report any threats to the police. 

NTT's new weapon, out this month, 
is a service allowing mobile-phone users 
to punch in the number of any wan giri 
callers. Once registered, a wan giri oper- 
ator calling the number again is charged 
for calls that go unanswered. 

Last week, NTT DoCoMo, a big mo- 
bile-phone operator, joined the fray with 
a new product that silences the first ring 
on incoming calls. Though handy, it is 
not foolproof. Caller-identification (a ba- 
sic feature on Japanese mobile phones, 
but not on land-lines) still records the in- 
coming call. And presumably, knowing 
the first ring will be ignored, the wan giri 
will now simply ring twice. 


tracting from profits such items as em- 
ployee share options and properly ac- 
counted pensions costs. 

Shareholders, meanwhile, have grown 
deeply suspicious. As companies such as 
General Electric have found to their cost, 
always making one's numbers no longer 
reaps a reward in the form of a higher 
share price. Instead, a firm obsessively try- 
ing to make its numbers is seen as suspi- 
cious, trying to cover up lousy manage- 
ment, perhaps, or maybe worse. 

So why not come clean? This, alas, 
seems to do more harm than good. After its 
confession in January that it would not 
meet its growth targets, analysts now be- 


rate AOL Time Warner for destroying in- >> 
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Í Back on track? 
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> vestor confidence. Along with Tyco and 
other fallen growth stocks, it has become a 
target of Wall Street and the media— 
viewed as unreliable and possibly in need 
of further management change. 

Despite their loss of reputation, an- 
alysts can still move share prices, at least in 
the short run. On September 27th, after 
two uncharitable research reports, GE's 
share price tumbled by more than 7%. 





Share options and the risk of being taken 
over make bosses sensitive to short-term 
movements in share prices. Analysts thus 
remain a vital constituency. 

Its long-term profit outlook, not its abil- 
ity to meet easily manipulated and largely 
meaningless quarterly numbers, ought to 
determine a company's market value. But 
how to give shareholders an accurate idea 
of the long-term outlook? Consulting 
firms such as Marakon and Monitor tell 
bosses to pick just a few yardsticks, such as 
likely future sales of a key product. They 
point admiringly to Microsoft's guidance 
last week that, over the next ten years, 
growth in sales of desktop software is 
likely to slow to about 7% a year. 

The problem, says Joseph Fuller of 
Monitor, is that managers resist being 
pinned to such awkwardly concrete tar- 
gets. The malleable language of earnings, 
notes Mr Fuller, "is convenient for both 
sides." Still, judging by current events on 
Wall Street, share analysts may soon be a 
thing of the past, and with them will go 
corporate America's obsession with quar- 
terly profits. Well,it'saniceidea. m 





Ford Motor 


Rule Britannia 


PARIS 
A stealthy British coup at the car giant 


ORD'S share price is on the ropes and 
the debt markets are pummelling its 
bonds as the car maker struggles in a vi- 
cious price war started by General Motors. 
Yet Ford is atlast recovering in Europe, after 
years of heavy losses. Visitors to the Paris 
motor show this week can see the latest 
weapons in its revival campaign, as Ford 
of Europe shows off six new models. 
Ford's European profit is tiny, $155m in 
the second quarter. But that is three times 
its American profits in the same period. In 
Europe Ford is halfway through a three- 
year effort to cut annual costs by $3 billion. 
According to David Thursfield, chairman 
of Ford of Europe, capacity has been 
slashed, factories are 95% full and $2 bil- 
lion will soon be sliced from its parts bill. 
But the daunting challenge is in Amer- 
ica, where Ford is still caught in the after- 
math of the Firestone fiasco two years ago, 
when it had to recall millions of vehicles 
with faulty tyres. Added to low quality 
and botched product launches, that drove 
Ford deep into the red last year. It is no 
wonder that when Bill Ford, of the found- 
ing family, grabbed control of the firm last 
autumn from Jacques Nasser he began to 
surround himself with top British manag- 
ers from Europe, hoping they could repeat 


their turnaround act in America. 

There are few American firms in which 
foreigners, let alone Brits, hold so many 
top jobs. The chairmanand two vice-chair- 
men are American. But day-to-day, Ford is 
run by an Englishman, Sir Nick Scheele, 
who made his name turning round Jaguar, 
Ford's upmarket British subsidiary. His 
number two in Detroit is now Mr Thurs- 
field. Operational responsibility for Ford 


ia 


What is that American doing in here? 








of Europe has now passed to another Eng- 
lishman, Martin Leach. 

A Welshman, Richard Parry-Jones, is 
group vice-president in charge of global 
product development. Working for him 
are English designers, such as Gerry Mc- 
Govern at Ford's Lincoln division in Cali- 
fornia, and Peter Horbury, at Volvo, Land 
Rover and Jaguar. The new head of global 
marketing is another Jaguar graduate, Joe 
Greenwell from England’s Midlands. Mar- 
tin Inglis, yet another Brit (although now 
an American citizen) actually ran Ford 
North America, before becoming vice- 
presidentin charge of strategy. 

Are things really so bad at Ford that 
they have let the British take charge? To be 
fair, this is not an entirely new phenome- 
non. The chairman before Bill Ford was Sir 
Alex (now Lord) Trotman, a Scot who 
spent his whole career with the firm. 

Ironically, Ford may have been a direct 
beneficiary of the woeful state of British 
manufacturing in general, and its car in- 
dustry in particular, in the 1960s and 
1970s. Then, the few attractive workplaces 
for aspiring British industrialists were pro- 
vided by foreign-owned car firms such as 
Ford, which also had its European head of- 
fice in Britain. In those days Ford had a 
reputation for superior financial manage- 
ment as well as engineering. Bright young 
graduates—in the days before Europe had 
business schools—wanted to have Ford on 
their résumés. It also attracted talented ref- 
ugees, such as Mr Thursfield, from the ail- 
ing domestic motor industry, above all the 
collapsing British Leyland. 

Ford’s diaspora has spread far and wide 
in British business. Lord Trotman is chair- 
man of ICI, Britain’s leading chemical firm. 
Ian McAllister, a former head of Ford Brit- 
ain, chairs the firm that now owns Britain's 
rail network. Meanwhile, many of those 
who stayed on have risen to the top. If Mr 
Thursfield can help Sir Nick to repeat the 
European recovery in North America, he is 
tipped to take over the throne from Bill 
Ford in a couple of years. m 








Business-to-business exchanges 
Life after dotcom 
death 


SAN FRANCISCO 
If you think B2B marketplaces are dead, 
read on 


EMEMBER Chemdex, the Silicon Valley 

start-up that led the craze surrounding 
business-to-business (B2B) marketplaces? 
After gaining almost 70% in its first day of 
public trading and reaching a market cap- 
italisation of $11 billion early in 2000, 
within a year it had shut down its ex- 
changes and started a second life as a B2B 
software company. In August 2001, it 
bought NexPrise, a software start-up, 
whose identity it has now assumed. 

Most of the hundreds of B2B market- 
places that sprang up in the late 1990s 
failed to raise enough capital for a make- 
over and so simply closed. But contrary to 
conventional wisdom, not all of these ex- 
changes are doomed. One of them, Dove- 
Bid, had even hoped to become the first 
initial public offering in America since 
July, though this week it pulled its plans in- 
definitely. Although the firm is losing 
money ($265,000 on revenues of $27.5m in 
the quarter ending in June), it may yet re- 
vive its planned sale and even prove, at 
least in the long term, a good investment. 
That is primarily because, unlike most dot- 
coms, it runs on a healthy mix of old and 
new economy. 

As an auction house for surplus assets, 
DoveBid makes much of its money in one 
of the few lively markets in today's slug- 
gish economy: selling off the remains of 
defunct companies, most recently those of 
Enron. The silver cockeyed E, which once 
stood proudly in front of the firm's head- 
quarters in Houston, fetched $44,000. 

More importantly, unlike most early 
B2B exchanges, the firm is not an upstart 
online marketplace that focuses solely on 
hammering suppliers on price. This is not 
surprising given the firm's longevity. 
Founded in 1937 as an auction house for 
used appliances, it first became well- 
known in the 1980s for selling the assets of 
an earlier generation of bankrupt Silicon 
Valley firms, such as Osborne Computer. 

When DoveBid went online in 1999, it 
used the Internet not to replace but to im- 
prove its existing business. Although it 
now conducts online auctions, its more 
striking innovation was broadcasting live 
events on the web and allowing off-site 
participants to make bids in real-time. This 
attracted many new bidders, often from 
abroad—and drove up prices. 

Having grown up in the old economy, 
DoveBid also has the know-how to offer 
all sorts of ancillary services, such as eval- 
uating assets for buyers and helping them 
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to work out how to ship heavy factory- 
equipment from, say, Chicago to Shang- 
hai. Raising the cash to beef up these ser- 
vices, most likely through acquisitions, is 
said to be the main justification for the IPO 
(as well as the desire of venture capitalists 
for a return on the nearly $150m they in- 
vested in the firm). 

To be sure, DoveBid still has much to 
prove—not least that it can make money. 
But it provides a reason for hope for those 
who think that independent B2B ex- 
changes can be viable businesses along- 


Chinese tourists 


Follow the yellow umbrella 
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side those B2B exchanges operated by in- 
dustry consortia, such as Covisint, which 
trades supplies for car makers. 

Instead of being mere trading systems, 
as the early B2B pioneers envisaged them, 
itis now clear that independent exchanges 
such as DoveBid depend crucially on deep 
industry knowledge and must add value 
with services that facilitate transactions, 
says Hal Varian of the School of Informa- 
tion Management and Systems at the Uni- 
versity of California, Berkeley. Deep in- 
dustry knowledge: whatever next? W 





Millions already do, tens of millions soon will 


OST Chinese travel at least twice a 

year, during the two so-called 
“solden weeks” around lunar new year 
and national day on October 1st. Most still 
stay inside China. But more and more are 
venturing abroad in  packaged-tour 
groups. So they did again this week. 

Their numbers are startling. Last year, 
4m Chinese travelled abroad. By 2005, it 
might be 16m, reckons Andy Xie, an econo- 
mist at Morgan Stanley in Hong Kong. By 
2020, according to the World Tourism 
Organisation, the number could be 100m. 
Yes, the Chinese are expected to replace 
the Americans, Japanese and Germans as 
the world’s top travellers. 

The tourist industries in their favoured 
destinations—at present Thailand, Austra- 
lia and Turkey—welcome them with open 


arms, even if the general population is not 
always so thrilled. That is because the in- 
variably wealthy Chinese tourists spend 
more than their counterparts from else- 
where. In Singapore, for instance, they 
spend nearly twice as much per head as 
the Japanese. In Hong Kong, mainlanders 
already account for some 47% of all tourist 
spending and 8% of all retail sales. 

In South-East Asia, Chinese tourism is 
fast becoming a major contributor to econ- 
omic growth. Indeed, boosting itis increas- 
ingly seen as a matter of survival. Paranoid 
theories abound about South-East Asia 
losing manufacturing to a rising China 
boasting much cheaper labour. So many 
economists now argue that South-East 
Asia’s future comparative advantage will 


lie in supplying tourist services to the >> 









- swelling ranks of China's affluent. 
. Some countries are going out of their 
-way to lure the Chinese hordes. Singapore 
.and Malaysia have declared ambitions to 
welcome at least 1m Chinese next year. 
“Singapore has negotiated more flights to 
. more cities, both in booming coastal areas 
andin inland centres such as Chengdu. 
Meanwhile, western countries such as 
. Canada, Finland and Switzerland are look- 
ing into ways to make it easier for the Chi- 
“nese to get tourist visas. The main worry is 
that “tourists” might overstay or claim ref- 
ugee status on arrival. So these countries 
are negotiating with China's government 
'to join Australia, New Zealand, Germany, 
|. Turkey, Hong Kong, and most of South- 



























—. East Asia in getting Approved Destination | 


-== Status (aps). Under aps, Beijing sets out- 
.. bound quotas for package tours organised 
by state-owned travel agencies, whose 
function is to ensure that nobody in their 
<= groups absconds. Last month, Beijing li- 
. censed 461 new agencies, on top of the 
mere 67 that were previously offering such 
holidays—just in time for this year’s rush. 

1 The Chinese are leaving their mark on 
».. places. Macau rarely brags any more about 
its hidden Portuguese facades, but talks in- 
stead about turning its casino industry, 
-=  Asia's biggest, into a Las Vegas for main- 
|. landers—complete with a spewing plastic 
- volcano in the harbour. Hong Kong's 
_ hopes are hitched to a forthcoming theme 
(park by Disney. And Thailand’s girlie bars 
- -will never be the same again. 


: a AIDS and South African business 


- Strategic caring 


co: JOHANNESBURG 
M Firms strategise about AIDS 


REATER transparency for American 
firms may mean little more than de- 
scribing what outlandish perks the boss 
gets. In South Africa, the disclosures will 
make much grimmer reading. Johannes- 
burg’s stock exchange is currently “consid- 
ering what form of accounting standard is 
"needed from listed companies”. Trans- 
. lated: in six months, firms listed on the ex- 
. change will probably be required to pub- 
-lish anti-arps policies. Before long, they 
will have to spell out how arps affects 
_ their business, markets and workers, and 
= show how they are fighting it. 
= Elsewhere, say in America, such re- 
< quirements would probably be seen as a 
triumph by the "corporate responsibility" 
movement, and as a burden by firms and 
-. investors. In South Africa, at least some of 
. the demand for disclosure has come from 
investors, and many corporate bosses 






have long been planning anti-AIDS strate- 
gies in part because ithas become impossi- 
ble to make informed decisions without 
considering the impact of the disease. 

Investors are worried that firms are 
keeping quiet about what Arps will do to 
their business, and thus their value. Earlier 
this year, the King report, a widely wel- 
comed study on corporate governance, 
called on firms to disclose their exposure 
to AIDS—there are now 5m people in South 
Africa infected with 1v and many more 
in other parts of Africa where South Afri- 
can firms operate. 

A survey by Deloitte and Touche earlier 
this year found that roughly half of South 
Africa's bigger firms had adopted a formal 
HIV/AIDS policy. In the past three months 
several mining companies, including An- 
glo American, AngloGold and De Beers, 
have announced that they would give in- 
fected workers free anti-retroviral drugs. 
Tens of thousands of workers are likely to 
take up the offer. On September 10th, Old 
Mutual, a finance firm, followed suit for 
the 5% of its workforce it says are infected. 
DaimlerChrysler and Transnet, a transport 
utility, have made similar promises. On 
September 26th Coca-Cola’s Africa Foun- 
dation said it would roll out an anti-arps 
medical programme, including some 
drugs, for 40 bottling firms in Africa. 

As the number of people with full- 
blown AIDS soars, firms are beginning to 
see a loss of productivity, low morale, 
absenteeism, and the death of workers 
aged between 20 and 40. As skilled and ex- 
perienced workers die, their firms face ris- 
ing retraining costs and the loss of valuable 
know-how, as well as the need to deal 
with grief-stricken colleagues. Even for un- 
skilled workers, there are extra hiring costs 
and sick-leave payments. AngloGold, for 
example, estimates that the virus adds as 
much as $6 to the $170-180 cost of produc- 
ing an ounce of gold. 

Providing drugs, educating workers 
and treating infections may sometimes be 
a firm’s cheapest option. “It now costs 
more not to treat than to treat,” argues 
Clem Sunter, a business analyst who stud- 
ies the impact of Arps. Yet many smaller 
firms are likely to decide it is too costly to 
help workers, beyond paying for any basic 
medical insurance thatis available. 

Big company bosses are also acutely 
aware that being seen to do something 
about AIDs may transform their corporate 
image, especially with foreign investors. 
South African executives travelling abroad 
find any conversation turns quickly to the 
AIDS problem, and the uselessness of the 
South African government's response to it. 
South Africa has more people infected 
with Hiv than any other country, but the 
government is loth to dispense anti-AIps 
drugs at state hospitals. Notoriously, Presi- 
dent Thabo Mbeki doubts their usefulness 
and safety and fears the cost. Given that, 





















A message from the chief executive 
foreign investors ask, why doesn't the boss 
do something through the firm? Now, 
many are. 

The danger is that politicians will sim- 
ply try to shift the burden of tackling Arps 
on to the corporate sector. On September 
28th, ex-president Nelson Mandela 
praised those firms with aps plans, be- 
fore saying that "there can be no excuse for 
a South African corporation not to be at 
the forefront of the battle against nHiv/ 


`- AIDS by making anti-retroviral drugs avail- 


ableto your staff". 

Clearly, the long-term interest of most 
firms is for South Africa to have as many 
Workers and consumers as possible. But in- 
vesting in long-term population manage- 
ment does not make sense for a lone firm, 
given the large up-front costs and highly 
uncertain long-term benefits. This is the 
sort of investment decision that only a 
government is properly equipped to take. 

True, firms can work in partnership 
with government, so long as their costs are 
not excessive. This makes particular sense 
when a company dominates a local com- 
munity, as De Beers does Kimberley and 
DaimlerChrysler East London. In a 1996 
experiment in Virginia, the local mining 
firm offered staff and the public, especially 
sex-Workers, medical care (notably for sex- 
ually transmitted diseases); the spread of 
HIV slowed sharply. This cost 270,000 
rand ($63,000), but stopped perhaps 285 
people catching the disease—cheaper than 
treating them later. 

Yet in South Africa, for all their current 
goodwill, firms are increasingly facing a 
fight against AIDs on two fronts: the effort 
to withstand attempts by the government 
to make them responsible for fighting 
AIDS in the population at large—and their 
own struggle to care for their workers. m 
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Will the new faces of French capitalism, such as Thierry Breton, fare any better than the old? 








UROPEANS, it is fair to say, have taken 

a certain pleasure in the rash of cor- 
porate disasters in America. Indeed, after 
years of being lectured by the Yanks and 
Brits about the superiority of what the 
French call le capitalisme sauvage du mo- 
déle anglo-saxon, a little Schadenfreude 
may be in order. Yet it would be wrong to 
conclude that Europeans are any less 
prone to corporate trouble. Look no fur- 
ther than Vivendi Universal and France 
Telecom, two humbled giants now testing 
France's brand of capitalism to its limits. 

Both firms are struggling with pro- 
blems caused by the flawed strategies of 
high-profile bosses who have recently re- 
signed. And both firms have new bosses— 
Thierry Breton was chosen this week to 
head France Telecom—whose mission is 
to restore faith in the judgment of the 
business and financial elite that runs 
France, an elite that was instrumental be- 
hind the scenes in ousting the old bosses 
and choosing the new ones. It was this 
same elite that had watched jealously as 
Jean-Marie Messier expanded Vivendi 
from a stolid utility into a bloated media 
group, and that did nothing as Michel 
Bon turned France Telecom into the 
world's most indebted public company. 

The era of Messrs Messier and Bon in 
the late 1990s had seemed to signal a new 
phase in France's complex relationship 
with capitalism. Wary of the stockmarket- 
centric Anglo-American model, and its loi 
de la jungle, France had kept a firm central 
grip on large swathes of its economy. As 
Vivendi and others began to thrive (ap- 
parently) on a global stage, that grip re- 
laxed. Although it remained majority 
state-owned, France Telecom was al- 
lowed to expand headlong outside 
France, fatally using cash for deals so as 
not to dilute the state's equity stake. 

This newer form of capitalism may 
have been controversial, but it took root. 
The stockmarket boomed. More French 
bosses were awarded stock options. Al- 


though plenty of entrepreneurial French 
youngsters still chose to live in London, 
with its lighter taxes and regulation, more 
decided to try their luck at home. 

Now the mood has altered again. At 
the heart of traditional French capitalism 
was a belief that the state, embodied by 
France's top politicians, financiers and 
business leaders, should be the ultimate 
arbiter of important economic questions. 
The Messier and Bon fiascos have given 
renewed strength to supporters of that 
old model. First, this led to the brutal ejec- 
tion of the discredited bosses. More sub- 
tly, it meant appointing replacements 
who can be expected not to cause the 
elite further embarrassment. 


Plus ca change? 

What difference will new men such as Mr 
Breton make? Will the recent pro-market 
move be reversed, or will the French elite 
find that it cannot force the laisser-faire ge- 
nie entirely back in its bottle? 

Nobody will experience the struggle 
between old and new French capitalism 
more intensely than Mr Breton, nor do 
more to shape the outcome. After all, the 
state's role in France Telecom is explicit, 
through its shares. That ensures it will not 
go bust—which cannot be said of, say, Vi- 
vendi; but it also means Mr Breton will 
have to devote much of his energy to re- 
taining the backing of the government, 
which is still arguing about how French 
capitalism should evolve. 

Famous for his big hair and a youthful 
degree of flamboyance-he is a mere 47 
years old—Mr Breton is nonetheless re- 
garded by the elite as having the right sort 
of flair (unlike, say, the famously ego-cen- 
tric Mr Messier). Most observers credit 
him with reviving Thomson Multimedia, 
an electronics group that was at death's 
door when he became its boss five years 
ago. He took it public in 1999. (Never 
mind that Bull, the computer firm he 
helped run prior to Thomson, is a mess.) 

Yet he has his work cut out. With over 
€70 billion ($69 billion) of debts, France 
Telecom needs radical financial restruc- 
turing, as well as tough operational mea- 
sures to boost efficiency. That should 
mean huge job cuts by one of France's 
largest employers. Mr Breton is said to 
have negotiated the right to make lay-offs 
of part-timers before taking the job, but 
that will not be enough. And as France Te- 
lecom is constantly in the public eye, his 
every move will become a political issue. 


What attention will Mr Breton pay to 
the markets? Traditionally, the elite have 
made decisions secretively and been loth 
to explain them, least of all to traders. If 
Mr Breton plans to use this ancien com- 
munication strategy, he should note the 
fate of his fellow boss, Jean-René Fourtou, 
Mr Messier's successor at Vivendi. 

A former head of Aventis, a drug com- 
pany, Mr Fourtou is an old establishment 
hand. Last week he unveiled his plans to 
save the media conglomerate. With each 
day that passes, investors become less 
convinced that what he told them was 
full and frank. For instance, he said that 
Vivendi had off-loaded Telepiu, its cash- 
hungry, loss-making Italian pay-Tv busi- 
ness. Alas, it turned out that a deal had 
not been done. The putative buyer, Ru- 
pert Murdoch, quickly put the record 
straight, forcing Mr Fourtou to backtrack 
and causing Vivendi’s shares to plunge— 
before the deal was finally completed on 
October 1st. 

Mr Breton is to announce his rescue 
plan for France Telecom in two months’ 
time. He should remember that such, 
ahem, imprecision can fatally undermine 
an already difficult turnaround. Nor 
should this be forgotten by the elite. It is 
one thing to intervene and install new 
managers, quite another to think that 
they can somehow buck the markets. In- 
vestors will stick with a France Telecom 
or a Vivendi only if they trust its bosses to 
spell out clearly how they are proceed- 
ing—and to do what the markets want. If 
not, they can take their money elsewhere. 
In the end, the shape of French capitalism 
may depend on whether Mr Breton’s elite 
state bosses can bring themselves to care 
about what his other masters in the mar- 
kets think. Bonne chance! m 


i La loi de la jungle 
Share price, Jan 1st 1999-100 
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Capitulate or die 


NEW YORK AND WASHINGTON, DC 
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Terrified by the threat of litigation, investment banks may be forced to transform 


themselves 


HE question is no longer whether, but 

how, Wall Street will change. Merely 
keeping track of the investigations about 
Enron, WorldCom, initial public offerings 
(IPOs), and research analysts’ conflicts of 
interestis a daunting task. Besides scrutiny 
by the Securities and Exchange Commis- 
sion (at least two big firms were called in 
by the sec for private discussions in the 
past week), state regulators are also craw- 
ling over the banks. So is the Justice De- 
partment. And Congress. Two self-regula- 
tory organisations, the New York Stock 
Exchange and the National Association of 
Securities Dealers, may also push for disci- 
plinary action. 

Perhaps curiously, Congress is the only 
body not seeking actively to reregulate 
Wall Street. This week Michael Oxley, Re- 
publican chairman of the House commit- 
tee on financial services, was in New York 
telling a gathering of company directors 
that the Sarbanes-Oxley act on corporate 
governance, passed in late July, would be 
the last legislation for some time (though 
he also suggests that some aspects of the 
regulatory structure, notably the supervi- 
sion of derivatives trading and insurance, 
may be re-examined). Senator Paul Sar- 
banes also promises that there will be no 


new laws; he would prefer to see his 
eponymous act properly implemented 
first, including its controversial application 
to foreign firms listed on American stock 
exchanges. 

Yet even as Mr Oxley was speaking to a 
thin crowd, New York state’s attorney-gen- 
eral, Eliot Spitzer, had a standing-room- 
only audience as he accused the Salomon 
Smith Barney subsidiary of Citigroup, 
America’s biggest bank, of bribery. He 
vowed to change the rules of finance. It is 
he, not Messrs Oxley or Sarbanes, or even 
Harvey Pitt, the sEc’s chairman, whois the 
man of the moment. 

Mr Spitzer’s crusading zeal has got regu- 
lators from 40 states thinking. Tradition- 
ally, they would investigate only local pro- 
blems; now they have divvied up the big 
Wall Street firms. Alabama is in charge of 
investigating Lehman Brothers. Bear 
Stearns is being probed by New Jersey. 
Texas gets J.P. Morgan Chase, California 
Deutsche Bank, and UBs Warburg goes to 
Connecticut, Arizona and Florida. 

Massachusetts, which drew CSFB, was 
first to threaten a charge. On September 
19th William Galvin, the state’s chief se- 
curities regulator, accused the bank of 
slanting its research in favour of invest- 
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ment-banking clients. Mr Galvin urged 
criminal charges; because he has no power 
to press them, he shipped the case back to 
Mr Spitzer, who does. On September 3oth 
Utah's chief securities regulator, Anthony 
Taggart, said that Goldman Sachs, which 
has fallen to him, had "better be careful 
about engaging in settlement talks with- 
out taking us into account. A settlement 
may or may not make us go away." Con- 
gressional investigators are looking into 
how Goldman gave shares in hot rPOs to 
top executives at 21 companies, including 
eBay and Yahoo! 

Although it is not clear that it has any 
sway over all this litigation, the SEC is qui- 
etly pushing for a more comprehensive 
plan. All the investigations, stretching 
across states, federal regulators and the 
stock exchanges, should be settled all at 
once. Any restructuring of firms, particu- 
larly over the role of equity analysts, 
would apply not to one, but to all—regard- 
less of whether they are being investi- 
gated. To answer objections to Merrill 
Lynch’s settlement in May with Mr Spitzer, 
which saw half the $100m fine going to 
New York state and half to the other 49 
states, all ines would go to a restitution 
fund, overseen by a court. 

Getting the various regulators to agree 
to this will be a formidable task for the 
SEC, particularly when so many are enjoy- 
ing the limelight. The pressure for a really 
dramatic resolution has grown. The SEC is 
now actively considering forcing a separa- 
tion of research from investment banking. 
Itis not clear how such a separation might 
work without a total dismemberment of 
the big firms. But if they have raised objec- 


tions, they have done so only privately. 
And probably not by e-mail. The 
complaint that Mr Spitzer filed with the Su- 
^^ preme Court of New York on September 
- "30th covered five former executives of 
. bankrupt or troubled telecoms firms who 
are accused of giving Citigroup invest- 
ment-banking business in exchange for lu- 
crative allocations in public offerings. 
They are all well-known: Bernie Ebbers of 
WorldCom, Philip Anschutz and Joe Nac- 
— chio of Qwest, Stephen Garofalo of Metro- 
media and Clark McLeod of McLeod USA. 
Collectively, they are said to have earned 
$28m from the sale of these 1PO shares, 
while their companies paid Citi $277m in 
investment-banking fees. At the very least, 
Mr Spitzer argues, any inducement should 
have benefited the companies, not the ex- 
ecutives. He wants the return of all profits 
from the share allocations, as well as the 
$1.7 billion these men apparently got from 
selling shares in their own companies. 
The bulk of the complaint, however, 
has nothing to do with these deals, and 
everything to do with how Citigroup man- 
aged its investment research, described by 
the head of the bank's retail sales as "basi- 
cally worthless". Analysts' pay was geared 
towards promoting investment banking, 
not helping investors. In a "best practices 
seminar", analysts were taught to support 
Citi's underwriting by providing compa- 
nies that had just gone public with esti- 
mates of earnings so low that the compa- 
nies could easily exceed them in the 
following two quarters. 
For the first time, the complaint pub- 
licly lays out a case against Jack Grubman. 
He was once Citigroup’s top telecoms ana- 
lyst, but has since become an emblem of 
the stockmarket bubble. Between 1998 
and 2001, Mr Grubman earned an average 
of $20m a year, according to the com- 
plaint. Much of this was down to the role 
he played securing investment banking 
^: business for Citi-a consequence, in turn, 
= Ofhis view that “what used to be a conflict 
is now a synergy." 
URL Although Citigroup's management al- 
^. most certainly endorsed this view, Mr 
Grubman's behaviour riled his broking 
colleagues. Their e-mails are scathing 
about how Mr Grubman kept upbeat rec- 
ommendations on a number of Citi's tele- 
_coms clients, even as their prospects wors- 
ened. He is described by Citigroup brokers 
^as “an absolute disgrace” and "an invest- 
ment bank whore." 
An e-mail by Mr Grubman to the head 
of research suggests that he understood 
- the deteriorating conditions of the compa- 
nies he recommended, but could not resist 
the investment-banking pressure. “I won- 
der of what use bankers are if all they can 
depend on to get business is analysts who 
recommend their banking clients.” His leg- 
acy may be to force Wall Street to confront 
just this question. @ 















Bank requlation 


Too nice in Basel 


Regulators are shaping their rules to fit a 
discredited big-bank model 


VEN as big investment banks recoil 

from slavering watchdogs in America, 
they are getting much kinder treatment— 
perhaps too kind—from financial regula- 
tors in Basel and Brussels. This week the 
Basel committee of rich-country bank su- 
pervisors gave the fullest picture yet of 
how its new risk-based regime for banks 
will look. Although the regime, called Ba- 
sel 2, will not come into force until January 
2007 at the earliest, it seems already to be 
having a big impact on bank behaviour. 

Since banks know that certain credit 
and operational risks will need a bigger 
buffer of regulatory capital, they are al- 
ready cutting loans to riskier borrowers. 
And they are doing more trading through 
clearing-houses and exchanges~which re- 
duces both operational and counterparty 
risk. Yet it still looks like a case of big banks 
pulling the regulators by the nose. 

Basel 2 favours large banks that have 
good internal communications and are 
skilled at intermediating risks and unload- 
ing them on to others. Funnily enough, 
these are the same skills and the same 
banks that are getting such stick from 





American regulators and are under some 
threat of being broken up. 

Bank regulators have certainly gone to 
great lengths to accommodate the meth- 
ods that big banks have developed to 
judge their risks and conduct business. Yet, 
as Avinash Persaud at State Street, an 
American bank, points out, banks have a 
poor record of judging risk through busi- 
ness cycles- running blindly into property 
and technology booms and busts, for in- 
stance. Basel 2 risks making banks even 
more likely to accentuate business cycles, 
he says, since their allocations of regula- 
tory capital will be even more finely tuned 
to their daily exposure to risk. The Basel 
committee's latest paper tries torespond to p» 








> this worry by making the capital ratios less 
sensitive to business cycles, and by mak- 
ing room for a capital buffer against so- 
called pro-cyclicality, all at the discretion 
of supervisors. 

Huw van Steenis at Morgan Stanley be- 
lieves that the market downturn is already 
rendering some bits of financial regulation 
less relevant. For example, a debate has 
been raging in Europe over whether finan- 
cial institutions may "internalise", that is, 
match in-house trades by their clients of 
exchange-listed securities. The perceived 
danger is that the pricing of these trades is 
opaque and that the market is deprived of 
liquidity. 

The European Commission's latest 
draft of its Investment Services Directive, 
circulated last month, requires institutions 
in the European Union to obtain a client's 
permission for an internalised trade and to 
report the price of the deal to the exchange. 
That could reduce the incentive to internal- 
ise, since transparency tends to eat into 
margins, says Mr van Steenis. Moreover, 
with lower trading volumes, institutions 
are in less hurry to invest in technology to 
internalise trades. Either way, this works 
in favour of the bigger banks with econo- 
mies of scale and better systems. 

Another study published this week by 
a consortium of finance-industry associa- 
tions—dominated by the same big banks— 
comes out, unsurprisingly, in favour of in- 
ternalisation*. Transparency can be taken 
too far, it argues, to the point where dealers 
will not deal. Moreover, internalisation 
promotes competition among the banks, 
electronic trading platforms and quasi- 
monopolistic exchanges. 

However, a landscape in which regula- 
tors work hand-in-hand with the most 
powerful financial institutions to reinforce 
conditions under which only they thrive 
may not be the healthiest outcome. Bank 
regulators congratulate themselves that in 
this downturn the banks have (so far) 
proved well-capitalised. Banks have taken 
hits on their loan portfolios, but no major 
bank, it appears, has yet got into difficulty. 
Banks have learned to shunt their credit 
exposures elsewhere in the system— 
mostly, it is thought, to insurance compa- 
nies and mutual funds. 

There may be perverse consequences if 
it is not banks but insurers and mutual- 
fund investors who bear the brunt of fi- 
nancial pain. Banks were once expected to 
provide a buffer against economic cycles. 
The Basel committee would like that role 
to survive, yet the new regime is more 
likely to undermine it. What is more, regu- 
lators, such as Britain's Financial Services 
Authority, threaten to subject insurance 
companies to a similar regime. In other 
words, insurers, whose strength has lain in 


*"Capital Markets that Benefit Investors", by Ruben 
Lee. Oxford Finance Group, September 2002 
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their ability to spread losses over long peri- 
ods, may end up with their insurance as- 
sets and liabilities constantly marked to 
market. 

Where, then, should financial risks 
properly reside, and what should regula- 
tors do to get them there? Probably not in 
giant investment-banking conglomerates, 
whose fortunes are subject to severe 
swings caused not only by market move- 
ments, and by operational risks, but also 
by assaults on their reputation. Reputation 
risk, incidentally, is more-or-less ignored 
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by Basel 2. 

The repute and trustworthiness of fi- 
nancial institutions is perhaps the biggest 
uncertainty in today's financial markets. A 
complex financial regime such as Basel 2, 
and financial regulations such as the EU's 
Investment Services Directive, appear to 
be designed not so much to serve users of 
financial services as to prolong the sur- 
vival of institutions and ways of doing 
business that are no longer trusted by the 
public. The regulators in Basel and Brus- 
sels might bearthatin mind. m 


The Takenaka challenge 


TOKYO 


Anew regulator, but will he wield a new broom? 


S THIS the start of genuine reform, or a 

bad-dream repeat of 1998-99, when 
hopes were also raised only to be dashed? 
The prime minister's dismissal on Septem- 
ber 3oth of Hakuo Yanagisawa, the minis- 
ter who was supposed to be sorting out Ja- 
pan's rotten banks, surprised many. The 
move, the main feature of Junichiro Koi- 
zumi's first cabinet reshuffle since he took 
office last year, seems to offer a chance to 
speed up bank reform. 

The new man, Heizo Takenaka, an aca- 
demic who adds the financial-affairs post 
to his existing job of economy minister, 
has long been critical of his predecessor, 
insisting that the banks were in worse 
shape than Mr Yanagisawa claimed, and in 
need of more drastic reform. To that end, 
he suggests, unlike Mr Yanagisawa, that he 
is willing to use public funds to help banks 
offload their bad loans, which may 
amount to as much as X150 trillion ($1.2 
trillion). Presumably, some banks would 
also temporarily be nationalised. Ironi- 
cally, that is pretty much what Mr Yanagi- 
sawa did during a first stint as financial-af- 
fairs minister: in 1998 he won praise for 
overseeing the nationalisation of two big 
banks and injecting public money into an- 
other 16. Four years on, though, the banks 
are in worse shape than ever. 

How can Mr Takenaka avoid the same 
fate, while helping Mr Koizumi to deliver 
on hisnew promise to make banks healthy 
by March 2005? Two paths for bank reform 
are under discussion. The first is to 
strengthen the Resolution and Collection 
Corporation (RCC), the state's loan-collec- 
tion agency, as a way to provide a back- 
door injection of public money. Propo- 
nents hope that getting the RCC to make 
more attractive bids for bad assets, 
through some sort of loss-sharing scheme 
between taxpayers and banks, will speed 
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What's Takenaka going to pull out? 


up the disposal of bad loans. 

The second, more transparent ap- 
proach requires regulators to use stricter 
rules to reclassify banks' non-performing 
loans. This will almost certainly reveal that 
banks are badly under-provisioned—and 
under-capitalised—and in need of public 
funds to fill the holes. 

Before his appointment, Mr Takenaka 
was a loud critic of the first scheme, argu- 
ingthatit would create considerable moral 
hazard. Banks would not be forced to 
change their ways, because they would 
not have to stop making fresh loans, or for- 
give old ones, for dud borrowers. That the 
new minister also wants first to figure out 
how weak the banks actually are suggests 
he will prefer the second approach. 
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He faces battles ahead. Morgan Stan- 
ley's chief economist in Japan, Robert Feld- 
man, believes that banks need two or three 
times their current loan-loss reserves, or 
an extra X25 trillion, to be adequately pro- 
visioned. Koyo Ozeki, a credit analyst at 
Merrill Lynch, puts the hole at closer to X40 
trillion-50 trillion. 

Either way, banks will need a lot of 
public money. Deferred taxes, which will 
not materialise unless banks start making 
profits, make up about half of big banks' 
¥17 trillion of tier-one capital. On Septem- 
ber 30th, banks had unrealised equity 
losses of about Y3 trillion-4 trillion. Sub- 
tract these and public funds that they must 
repay, and banks have little capital left. 

Admitting that banks need help is one 
thing; acting swiftly to restore confidence 
in them quite another. The prospect of 
funds being taken from the public purse 
could quickly push down government- 
bond prices, damaging banks' big bond 
portfolios. Stockmarkets might also fall, 
denting banks' equity holdings further. 
On October 2nd news that Takeshi Kim- 
ura, the head of kPMG Financial in Japan 
and a keen reformer, was being asked to 
serve on a special task-force on bank re- 
form helped to send shares to fresh 19-year 
lows. The fear was of lots of bankruptcies 
in weak industries. 

That prospect, and the threat of rising 
unemployment, frightens politicians. For 
every non-performing loan, there is a non- 
performing borrower—many of whom are 
big supporters of politicians in the ruling 
Liberal Democratic party (LDP). Yet Mr 
Takenaka will need political support to get 
reforms implemented. 

Mr Takenaka, who has little experience 
with bureaucrats, is bound to face tussles 
with the Financial Services Agency (FSA) 
that he now heads. He will need its sup- 
portto deal with the practical aspects of re- 
form. Take public funds. According to the 
FSA, the government may no longer forc- 
ibly inject the X15 trillion of emergency 
public funds now available into banks that 
are not yet insolvent. But a voluntary 
scheme is unlikely to work either, says 
Brian Waterhouse, a bank analyst at HSBC 
Securities in Tokyo. Banks do not want to 
be branded as weak. To force banks to ac- 
cept tough conditions in return for money, 
Mr Takenaka would need to revise current 
laws, a process that is bound to be both 
complex and lengthy. 

Temporarily nationalising even a hand- 
ful of banks, and cleaning them up, would 
be no easier. Since banks lend, more-or- 
less, to the same borrowers, forcing dud 
companies into bankruptcy as part of a 
clean-up of bad loans would probably tip 
other banks into insolvency as well. This 
knock-on effect could mean that most of 
the big banks end up nationalised. 

This is probably what bank reform 
should actually entail. Yet there are doubts 


that Mr Koizumi and Mr Takenaka will be 
prepared to go that far. Even if they are, 
they may not be able to persuade politi- 
cians, bureaucrats and the public to sup- 
port them. That Mr Takenaka is already 
considering delaying deposit-insurance re- 
form has delighted the Lpp’s old guard. 

If Mr Takenaka settles for half-mea- 
sures, he will repeat the mistakes made in 
1998-99. Only this time, warns Mr Ozeki, 
stockmarkets are lower, companies are 
weaker, public debt is bigger and the 
world economy is in worse shape. Not 
only might that mean a waste of more 
money; but things would also get much 
worse, quicker. 8 


IMF/World Bank meetings 
Battling over the 
bankrupt 


WASHINGTON, DC 
Politicians and bankers are at 
loggerheads over insolvent countries 


FFICIALLY the world last week came 

closer to creating a better system for 
dealing with countries that go bust. At the 
annual meetings of the International 
Monetary Fund and World Bank, finance 
ministers pushed two, supposedly com- 
plementary, reform ideas a few steps for- 
ward. First, they gave the IMF six months 
to come up with a proposal for how to craft 
a statutory framework for bankruptcy, by 
amending the Fund’s articles of agreement 
(a plan known as the Sovereign Debt Re- 
structuring Mechanism, or SDRM). Sec- 
ond, they claimed progress in dealing with 
defaults on a voluntary basis, by encourag- 
ing emerging economies and their finan- 


A simpler approach 
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ciers to include "collective-action clauses" 
in sovereign-bond contracts. 

In reality, efforts to reform sovereign 
bankruptcy are a mess. Nobody knows if 
rich countries, particularly the United 
States, are willing to change international 
law—or if they are merely using the SDRM 
threat to corral investors and emerging- 
market countries into accepting collective- 
action clauses. Financiers involved in 
emerging markets loathe the SDRM, al- 
though few of them appear to understand 
it properly. Many have threatened to stop 
co-operating on collective-action clauses 
until the “nuclear weapon" of the SDRM is 
disarmed. 

Emerging markets themselves are terri- 
fied of any change that would further in- 
crease the cost of their debt. Mexico's fi- 
nance minister, Francisco Gil Diaz, flatly 
contradicted the rich countries last week- 
end. He pointed out that Mexico had not 
included collective-action clauses in its lat- 
est bond issue on September 17th, and 
added: "Nor do we plan to." With tempers 
short, the risk is that nothing happens on 
either reform proposal. 

That would be a pity. In principle, there 
is a strong case for improving the process 
for dealing with insolvent countries, just 
as bankruptcy laws provide a framework 
for dealing with firms that go bust. Argen- 
tina, for instance, has over 80 different 
bond issues outstanding, as well as other 
kinds of debt. Many bonds are issued un- 
der New York law, which means that any 
individual bondholder has the right to sue 
and demand full payment. A procedure 
that ensured collective action among these 
many and varied creditors would be good. 

The problem is how to do it. The rMr's 
initial proposal, last November, put the 
Fund centre-stage in a kind of bankruptcy 


court. After bankers and politicians com- >> 











much power, the Fund proposed a more 
modest, creditor-driven, version: a super- 
majority of creditors would decide the 
terms of a restructuring; officially, the IMF 
would have no new power. Nonetheless, 
the sorm would imply a big shift. The 
new rules would apply immediately to all 
external sovereign debt. Votes for a restruc- 
turing could be aggregated across different 
kinds of debt. And there would be a new 
international forum for resolving disputes. 
There would, in short, be a clearly defined 
process for dealing with sovereign default. 

Yet the bankers remain appalled. They 
claim that the sorM would expropriate 
the rights of existing bondholders. They 
say it would make default easier and, 
whatever the Fund's official line, would in- 
crease the power of an institution that is 
driven by politics more than economics. 
Many bankers see the SDRM as part of a 
plot to phase out rMr lending. Others note 
that the 1mF is itself often a big creditor 
and would have conflicts of interest. 

The chances of America's Congress 
agreeing to such a change in the Fund's 
rules are slim. That is why America's Trea- 
sury insisted on pushing a second, market- 
based, approach. In April, John Taylor, top 
international man in the Treasury, pro- 
posed a souped-up version of the collec- 
tive-action clauses that are common in 
bonds issued under English law. On top of 
the clause that allows a majority of a 
bond's holders to approve a restructuring, 
he wanted other clauses that lay out the 
procedures for initiating and managing a 
default. If all countries introduced these 





> plained that this idea gave the IMF too clauses in all debt, Mr Taylor's scheme 


would look very much like the SDRM. 

Over the past six months his ideas have 
been scaled back. A working group organ- 
ised by the G10 group of rich countries has 
come up with model collective-action 
clauses that are, in many ways, weaker 
than those that already exist under English 
law. Meanwhile, some private-sector 
groups are working on their own sets of 
(weak) collective-action clauses. Mr Tay- 
lor’s plan is to get agreement on these 
clauses, and to get emerging-market gov- 
ernments to introduce them soon. Existing 
bonds without clauses, he suggests, could 
be swapped for new debt with clauses. 

Yet collective-action clauses will not 
make much difference to the way debt de- 
faults are actually handled. They make it 
marginally easier to restructure an individ- 
ual bond, but make little difference when 
there are 80 different bonds involved. 
Worse, few debt crises are purely about ex- 
ternal sovereign bonds. Asia’s financial 
crisis was all about firms’ and banks’ for- 
eign debts; Brazil’s problems are mainly to 
do with domestic debt. 

The SDRM, by contrast, would change 
the way emerging-market defaults are han- 
dled. Although it would not formally in- 
clude domestic debt, most advocates 
reckon that any country using the SDRM 
would have to restructure domestic debt, 
too. Most important, by changing interna- 
tionallaw, politicians would send a strong 
signal that they were serious about creat- 
ing a procedure to deal with default. The 
problem is that neither creditors nor debt- 
ors seem to be able to agree. @ 





European insurers 


Capital concerns 


The stockmarket gets insurers down. And vice versa 


SEEMINGLY never-ending stream of 

problems for European insurers: if itis 
not a new cash call for an insurer, or an 
emergency injection of capital from a par- 
ent, it is a sudden plunge in an insurance 
company's share price. On September 
3oth Scor, a French reinsurer, announced a 
€400m ($395m) share issue, joining a long 
queue of cash calls—from Legal & General, 
Aegon, Swiss Life, Zurich Financial Ser- 
vices and Hiscox, among others. On Octo- 
ber 2nd Credit Suisse said it would pump a 
further SFr 2 billion ($1.35 billion) into Win- 
terthur, after injecting SFr1.7 billion into its 
shaky insurance subsidiary in June. This 
week European insurance shares plunged 
to new lows. Since the start of the year, 
they have lost three-fifths of their value 


(see chart), against a fall of a third in the 
market as a whole. 

Insurers are particularly vulnerable to 
falls in equity markets, because they invest 
heavily in shares. Even though they have 
cut back on their equity holdings, Euro- 
pean insurers still hold 30% of their assets 
in equities, compared with only 4% for 
American insurers, according to Morgan 
Stanley-though the European average 
falls by eight points if British insurers are 
excluded. Insurers used to tolerate losses 
on their underwriting business because 
healthy investment returns more than 
made up for them. The average combined 
ratio (ie, claims plus expenses divided by 
premiums) i is 105% for European non-life 
insurers, and a bit over 100% for life insur- 














ers. Investment returns matter, therefore. 
Catastrophe losses and rising long 
term liabilities have added to insurers’ pro+: 
blems. Last year was the worst ever for. 
property-and-casualty insurance. The at- 
tacks of September 11th caused the highest 
insured losses in history, but losses from 
natural catastrophes were also high. And __ 
that is before taking into account rising _ 
claims for asbestos-related illnesses. |. 
A number of European insurers are so 
short of capital that they cannot under __ 
write new business. A few are almost 
broke, unable to meet immediate liabi 
ities without a cash injection orarightsis- _ 
sue. Life insurers are more fragile than non- 
life insurers; they have tended to invest _ 
more heavily in equities. They alsotendto — 
lock into long-term contracts and so can- 
not increase prices each year. What is _ 
more, their new business suffers when 
stockmarkets are tumbling. Equitable Life _ 
in Britain and Swiss Life, Switzerland’s big: 
gest life insurer, are among firms in critical 
condition. Equitable has closed for new. 
business; it has imposed hefty penalties __ 
on policyholders who try to cash out early; 
and it has sold £2 billion ($3 billion) of eq 
uities since June, to meet solvency require 
ments. Swiss Life has this year booted ou 
its chief executive, made a cash call for SF 
1.2 billion, cut 1,500 jobs and announce: 
the sale of non-core businesses—and stil 
that may not be enough. | 
Making matters worse, life insurers. in 
Switzerland and Germany are required by 
law to provide a minimum annual return 
to policyholders. Regulators have bee: 
easing these rules. In June 2000 German 
regulators cut the required return, from 4% 
to 3.25%, and they may well cut it further 
Switzerland envisages a similar reduction 
though politicians strongly oppose this. 
Non-life insurers are in slightly bette 
shape. They, too, invest in equities, but at 
least they can raise prices of their insur- 
ance products. In the past year premiums. 
for all types of property-and-casualty poli- 
cies have rocketed, in some cases as much. 
as three- or fourfold; they show no sign of .: 
letting up. For instance, on October 1st . 
ThyssenKrupp, a German steel conglom- » 
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> erate, agreed to pay 60% more, for less 
cover, when it renewed its insurance con- 
tract for next year. 

Debtinstruments as well as equities are 
a headache for both life and non-life insur- 
ers. When they still had pots of cash, insur- 
ers bought credit risk, in the shape of cor- 
porate bonds or credit derivatives. Since 
then, Aegon has lost $200m thanks to the 
collapse of WorldCom. Britain’s Pruden- 
tial lost $230m on its American portfolio of 
corporate bonds in the first half of this 
year. Insurers’ losses from credit deriva- 
tives are trickier to pin down. It is, notes 
Robert Procter at Morgan Stanley, ex- 
tremely hard to find out which insurers 
hold such derivatives. 

Though only a handful of insurers are 
heading for insolvency, European insur- 
ance will look very different in a few years’ 
time. Insurance is much more fragmented 
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than, say, banking. Germany, for example, 
has more than 150 insurance companies, 
but that number may shrink sharply, as 
stronger insurers take over weak ones. The 
regulation of insurers might also change. 
Now that regulation has been harmonised 
through a series of European directives, 
insurers have an EU-wide "passport" to 
sell policies in any member country. Still, 
countries continue to set their own rules 
for minimum returns from life-insurance 
policies, solvency requirements, limits on 
equity investment, and so on. Over time, 
expect a convergence. 

Insurance shares are justifiably low, 
says Mr Procter. European insurers need to 
make profits from underwriting, to invest 
less riskily (meaning less in equities), and 
to bring down the costs of selling policies 
before investors regain faith in their busi- 
ness model. m 





Banking secrecy 


Squeezing the gnomes 


BRUSSELS 


A growing spat between the EU and the Swiss 


OR a small country, Switzerland has 

produced more than its share of distinc- 
tive national brands: Swiss cheese, the 
Swiss army knife, SwissAir and, of course, 
the Swiss numbered bank account. Swiss- 
Air is alas no more. Now, thanks to pres- 
sure from the European Union, another 
treasured national icon, the secret bank ac- 
count, is under threat. 

The Eu is putting the squeeze on Swit- 
zerland to agree to divulge account details 
of EU citizens who have Swiss accounts 
and may be evading domestic tax. Throw- 
ing their weight around, Eu foreign minis- 
ters this week threatened to suspend 
agreements liberalising trade and travel 
between Switzerland and the Eu unless 
the Swiss quickly agree to a deal. Next 
week finance ministers are likely to ratchet 
up the pressure by threatening other sanc- 
tions, including possible restrictions on 
the movement of capital into Switzerland. 

As the Swiss see it, they are the victims 
of internal EU politics. The origins of the 
fuss lie in an effort to crack down on tax 
evasion. Countries such as Germany and 
France worry that large numbers of their 
citizens are salting away money in secret 
accounts in Luxembourg-a member of 
the EU-to avoid paying tax on interest at 
home. The Channel Islands, which fall un- 
der British jurisdiction, are also a noted ha- 
ven. Belgium and Austria, too, have tradi- 
tions of banking secrecy. 

To tackle this supposed problem, the EU 
considered a two-pronged approach: ei- 


ther all EU countries would impose a with- 
holding tax (ie, a tax imposed at source on 
interest), or they would exchange informa- 
tion on account-holders. But the British 
fought tooth-and-nail against the with- 
holding-tax idea, warning of grave dam- 
age to London's Eurobond market. They 
persuaded their European partners to go 
for “exchange of information" only. At this 
point, the secretive Luxembourgers ob- 
jected, pointing out that if the average Bel- 
gian dentist were told that the details of his 
Luxembourg account were about to be 
wired to the tax authorities back home, he 
would simply transfer his money to 
nearby Switzerland. Get agreement from 
third countries to join in the great informa- 
tion swap, said Luxembourg, or we will 
veto the whole Eu deal. 

The European Commission in Brussels 
has accordingly been trying to hammer 
out a deal with the Swiss. The Swiss have 
not been completely obdurate. They have 
offered to impose their own withholding 
tax on EU citizens' funds, and to remit the 
proceeds back to the Ev. Yet what the 
Swiss still refuse to do is to divulge details 
of which particular German or Dutch citi- 
zen has a numbered accountin Zurich. The 
Swiss also complain that any deal will be 
pointless if the Union cannot reach agree- 
ment with other potential tax havens 
overseas, including the United States. 

The EU is, in fact, trying to negotiate an 
exchange-of-information deal with the 
Americans, as well as with such European 
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micro-states as Monaco and Andorra. The 
eurocrats had hoped that, in the new cli- 
mate of the war on terrorism, the Ameri- 
cans would play ball. Instead Washington 
resents the idea, which may encourage the 
Swiss to hang tough. Meanwhile, the Eu is 
having trouble showing a united front. The 
eurocrats reckon that Luxembourg is se- 
cretly egging on the Swiss, in the hope that 
the whole package will collapse. And Brus- 
sels is still furious with the British for 
blocking the withholding tax in the first 
place, forcing the Eu into intractable nego- 
tiations with the Swiss. 

Perhaps the whole idea will come to 
naught. The Swiss give little sign of being 
panicked by the threat of sanctions. Cer- 
tainly, some of the ideas mooted—making 
it illegal for Eu citizens to remit funds to 
Switzerland, or withdrawing the operating 
licences of Swiss banks within the Eu— 
seem outlandish. The Ev's fall-back posi- 
tion is to allow the Swiss to refuse an auto- 
matic exchange of information, if they will 
agree to provide information when there is 
a specific tax-evasion inquiry from an EU 
authority. The Swiss are still not keen. 

Certainly, a lot of money is at stake. 
Switzerland claims to have just under a 
third of the total global market for the man- 
agement of the assets of rich people with 
overseas accounts. When the Italian gov- 
ernment announced recently that it would 
offer an amnesty from prosecution for all 
Italians who returned money salted away 
in Switzerland, some €50 billion ($49 bil- 
lion) came back within months. And that 
was only a tenth of the Italian money held 
in their banks, the Swiss say. m 


= 


gian dentists 





They're actually Bel 


«d 


ISSUED BY HSBC BANK INTERNATIONAL LIMITED. WE ARE A MEMBER OF THE HSBC GROUP. ONE OF THE WORLD'S LARGEST BANKING AND FINANCIAL SERVICES 
ORGANISATIONS WITH SOME 7,000 OFFICES IN 81 COUNTRIES AND TERRITORIES IN EUROPE, THE ASIA-PACIFIC REGION, THE AMERICAS, THE MIDDLE EAST AND 
AFRICA. YOUR RETURNS DEPEND ON UNDERLYING INVESTMENTS PROVIDED BY A NUMBER OF FINANCIAL INSTITUTIONS AND GOVERNMENT BODIES. IN THE 
UNLIKELY EVENT THAT ONE OF THESE IS UNABLE TO MEET ITS OBLIGATIONS, YOU MAY NOT RECEIVE YOUR MONEY BACK IN FULL. CSGF IS AN UMBRELLA TYPE 
OPEN-ENDED INVESTMENT COMPANY WITH VARIABLE CAPITAL INCORPORATED WITH LIMITED LIABILITY IN IRELAND. *WE RESERVE THE RIGHT TO WITHDRAW 
THE OFFER OR ANY PART OF THE OFFER IN THIS ISSUE AT ANY TIME PRIOR TO THE OFFER CLOSING DATE OF 3 DECEMBER 2002. THIS ADVERT DOES NOT 
CONSTITUTE AN INVITATION OR SOLICITATION TO MAKE INVESTMENTS IN ANY JURISDICTION OR TO ANY PERSON TO WHOM IT IS UNLAWFUL. CSGF DOES NOT 
PAY ANY INCOME, ALL RETURNS ARE PAID AT THE END OF THE INVESTMENT TERM. IF YOU REDEEM YOUR SHAREHOLDING BEFORE THE END OF THE FOUR YEAR 
TERM, YOU MAY NOT GET BACK AS MUCH AS YOU INITIALLY INVESTED. THIS OFFER IS NOT AVAILABLE TO RESIDENTS OF THE REPUBLIC OF IRELAND.* THIS FUND 
OFFERS GROWTH OF UP TO 112% FOR STERLING INVESTORS, 64% FOR US DOLLAR INVESTORS AND 72% FOR EURO INVESTORS, AND A MINIMUM RETURN OF 9% FOR 
STERLING INVESTORS, 7% FOR US DOLLAR INVESTORS AND 8% FOR EURO INVESTORS. HBJ/4067/0/02140 


Satisfy your 
thirst for 
higher returns 


aS. = 


L 


Å. 
i 


ae 
e 2m — 


‘4 





A ee 


Do a 


iEn 


rwy c 





... With Capital Secured Growth Funds 


With the world's stock markets ready to rebound from € World Growth Fund 


as 


their current lows, now could be a good time to invest. 


X 


Invest in four of the world's most prominent 
But, if you're nervous about losing your money, how 


= 


eats 


economies and enjoy potentially unlimited 


- 


g P Mia T3 $a 
vA yp eap the Lense oL TOETEREN growth. This fund takes only the highest growth 


HSBC International Capital Secured Growth Funds rates from three of four years to form your return. į 
plc (CSGF) is the perfect solution. Designed to 5 
protect your capital in full and capture stock market € Anglo American Growth Fund ; n 
growth, you can choose from three NEW funds: Combine the growth potential of the UK and l 
© ‘Asis Plus Growth Fund USA, and your return will be focused on whichever 
:, economy enjoys the highest rate of growth. | d 
Offers you up to 112%* growth linked to markets | 
in Hong Kong, South Korea and China, with a This is a limited offer that must close on 3 December HSB( | <p | 
minimum return of up to 9%*, regardless of 2002*. Make the clear choice and ask us for a (^ 
market performance. brochure today. The world's local bank , 


Issued by HSBC Bank International Limited 


+44 1534 616111 +44 1534 616222 [= offshore@hsbc.com "d www.offshore.hsbc.com 
(£n HSBC Bank International Limited, PO Box 26, 28/34 Hill Street, St Helier, Jersey JE4 8NR 








Name Nationalit 
Address 
Tel Email Country of residence 3/EC 





CSGF 8 





-"CONOMIC growth in poor countries, it 
LL seems reasonable to suppose, depends 
: on getting lots of different things right, 
-and probably on a generous measure of 

_ good luck as well. Is it possible to say 
which factor or factors matter most? 

For many years economists empha- 
-sised the importance of good economic 
policy (though often disagreeing about 
which policies were good and which not 
So good). Lately, it has become orthodox 
to stress the importance of long-lived "in- 
-stitutions" that are conducive to growth: 
political stability, property rights, legal 
:Systems, patterns of land tenure, and so 
on. Other economists instead put great 

ve weight on geography, especially climate 
_ (which affects the incidence of disease, 

-= the applicability of some technologies, 

. agricultural opportunities, and more) and 
access to the sea (which affects the scope 
for international integration). 

i. Such explanatory factors need not be 
= mutually exclusive. Successful develop- 
-< ment could depend on all of the above. 
Rich economies usually combine compe- 
<- tent policy (on the whole), sound and sta- 
ble institutions and favourable geog- 
raphy. Many of the world's poorest 
countries score badly on all three counts. 
Still, it would be interesting to discover 
that policies, say, matter much more than 
-= geography-and it would be encouraging 
too, because policies are easier to change 
than whether a country is in the tropics 
or has access to the sea. A new paper* by 
William Easterly of the Centre for Global 
Development and Ross Levine of the Uni- 
versity of Minnesota tests the importance 
of these three sets of factors, looking at a 
sample of 72 rich and poor countries. 
The results are intriguing. Institutions 
turn out to matter most—but that is 
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‘What matters most for development-geography, institutions or policy? 


putting it mildly. Geography and policy, 
as influences in their own right, turn out 
to matter not merely less than institutions 
but, roughly speaking, not at all. 

Take policy first. In this study the qual- 
ity of policy is measured by inflation, 
openness to trade, exchange rates and so 
forth. The finding that policy in these ar- 
eas does not drive development seems 
surprising, and at odds with a lot of other 
Work, as the authors acknowledge. 

One explanation may be that other 
studies relate good policies to growth 
rates, whereas Mr Easterly and Mr Levine 
relate it to the level of income. Why 
would that matter? Possibly, bad policies 
curb growth rates for a spell, but not 
enough to have a significant effect on in- 
comes in the long term. Or the reason 
could be that some other studies fail to in- 
clude institutions alongside policies as a 
possible explanation for development. If 
low-income countries with bad policies 
also have bad institutions, and institu- 
tions are not included in the analysis, 
then bad policies may act as a proxy for 
bad institutions, and appear to be the true 
underlying influence. 

At any rate, the study finds that coun- 
tries with good institutions tend to do all 
right with good or bad policies. In the 
same way, countries with bad institu- 
tions tend to do badly regardless. 


Germ of an idea 

Other studies say that geography matters 
a lot. In this case, Mr Easterly and Mr 
Levine agree, sort of, because they find 
that geography affects institutions. Fa- 
vourable geography, they find, promotes 
good institutions; good institutions then 
promote development. When the study 
looks at the economic influence of geog- 













raphy in its own right-that is, does geog- 
raphy affect income independently of 
promoting good institutions?—they find 
no clear connection. 

In itself, in other words, good geogra- 
phy does not seem to count. A country 
with bad geography and good institu- 
tions will do fine. A country with good 
geography and bad institutions will not. It 
is only in so far as good geography breeds 
good institutions that good geography 
promotes development. 

But hang on. Why on earth should 
good geography favour good institutions? 
The authors explain that this odd-seem- 
ing finding is consistent with a plausible 
theory set out and defended empirically 
elsewheret. The 72 countries in the sam- 
ple are all former colonies. Europeans fol- 
lowed a variety of colonial strategies. In 
North America, Australia and New Zea- 
land, Europeans settled in large numbers 
and created institutions to protect private 
property and curb the power of the state. 
In most of Africa and Latin America, Eu- 
ropeans never wished to settle and in- 
stead concentrated, to varying degrees, on 
extracting metals, cash crops and other re- 
sources: less democracy, less regard for 
property rights. 

Why did Europeans settle in North 
America and not in Africa? Because of ge- 
ography-that is, because of germs. 
Where settler mortality was low, because 
geography and climate were conducive to 
good health, Europeans moved in and 
planted good institutions. Where settler 
mortality was high, because of bad geog- 
raphy, they stayed away and planted bad 
institutions. These institutions, good and 
bad, put down roots—and the result, 
broadly speaking, is the pattern of in- 
come you see today around the world. 

Institutions are more difficult to 
change than policies, of course. If that 
were not so, the European colonial legacy 
emphasised in this account of develop- 
ment would not have been so enduring. 
But institutions are presumably not as re- 
sistant to reform as geography. Spelling 
out more precisely—or with any precision 
at all-how to get from bad to good insti- 
tutions is, on this view, the real challenge 
for development economics. & 
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* "Tropics, Germs and Crops: How endowments uS 
economic development”. NBER Working Paper 9106. 

t "The Colonial Origins of Comparative Development: An 
empirical investigation", by D. Acemogiu, S. Johnson 
and J. Robinson. American Economic Review 91, 
December 2001. 
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Light-emitting diodes 





A solid future for lighting 


Over the next decade, incandescent bulbs and fluorescent tubes are likely to give 
way to illumination based on solid-state semiconductors 


T SOUNDS like the start of a bad joke to 

ask how many companies it takes to 
change a light bulb. But the truth is that 
plenty are trying. The lighting industry 
thinks that the light bulb is dead and that 
the days of the fluorescent tube are num- 
bered. It predicts that the future will be illu- 
minated by light-emitting diodes (LEDs). 

Although they are expensive to manu- 
facture, LEDs are more efficient than bulbs 
at converting electricity into light. If exist- 
ing trends continue they will soon be more 
efficient than tubes. And manufacturing 
costs are coming down at the same time as 
efficiency rises (see chart). 

The diodes are better than existing 
lighting in other ways, too. They are dura- 
ble, glowing brightly for tens of thousands 
of hours; and they are robust, resisting 
shock and not flickering. They have nei- 
ther glass parts nor delicate filaments. Col- 
oured ones are already used in traffic lights 
across America and, in a few years, white 


LEDS should be brightening homes and of- 


fices. They also offer novel possibilities. 
Coupled to fibre-optic cable, they could 
generate light centrally and route it 
through buildings. Lamps might work not 
with a dimmer switch, but with a rainbow 
dial that turned them from white to red, 
green, blue or any shade in between. Wall- 


paper that glows and twinkling table-tops 
also stray from the realm of the outlandish 
to become feasible notions. 

An LED consists, in the simplest case, of 
two layers of semiconductor sandwiched 
together. One layer is “n-type”, meaning 
that it has an excess of negatively charged 
electrons. The other is “p-type” and is pop- 
ulated by “holes” left behind after elec- 
trons have been removed from the crystal 
structure. These holes have, in effect, a pos- 
itive charge. When a current is applied 
across the sandwich, electrons and holes 
are pushed towards the junction between 





-The Economist October 5th 2002 





Also in this section 
76 The genomics of malaria 








77 Internet topology 





the n- and p-type materials. There, they. E 
meet and annihilate one another, releas: — 


ing energy in the form of light. The colour __ 


of this light depends on the material that — 
has been used to build the LED. doe 

Although it has been known for de- 
cades that many semiconductors emitred — 
or green light, it has proved hard to coax 
one into producing higherenergy blue _ 
light. Success came in 1995 when Shuji Na- 
kamura, working for Nichia, a Japanese 
company, managed to build a blue LED: 
from gallium nitride (work for which here- 


cently won an innovation award from The. 
Economist). This mattered because it takes 
all three primary colours to make white __ 
light-andif you wanttoreplacebulbsand __ 


tubes, white is what you need. ; 
In the end, it didn't quite happen that 

way. Attempts to build white-light emit- 

ters out of three coloured Leps failed be- 





cause the brightness of each component D 


changed with temperature and age, so the 
colour of the composite light drifted off 
white. However, blue LEDs turned out to 
be the key to white light after all. The way 
to extract white light from a blue LED ist 
coat the top of the device with a layer of 
phosphor powder. The phosphor—a com- 
pound called yttrium-aluminium garnet 
absorbs part of the blue light and is 
thereby “pumped” into an excited stat 
When it relaxes, the energy it has absorbed 
is re-emitted as yellow light. The combina- 
tion of blue and yellow produces a rough 
approximation of white light. 

Such quick and dirty white light is now 
available in the market. Lumileds, set up 
by Agilent Technologies and Philips Light- 
ing, and based in San Jose, California, is 
one of the leading manufacturers of white: " 






























b LEDS. A5W version (the most powerful so 
far) of the firm's Luxeon Star will be avail- 
able this month. It produces the same 
amount of light as a 10w incandescent 
bulb. By putting these devices together in 
groups of 12, Lumileds has created a pro- 
duct that can stand in for a household 
bulb. Nichia, GELcore (a collaboration be- 
tween General Electric and Emcore, a 
semiconductor company based in Somer- 
set, New Jersey) and Osram also sell 
“white” LEDs that work this way. 


Bright ideas 

All of these companies are now busy 
working on the next generation of white- 
light emitters—ones whose output will be 
truly white. One way to achieve this is to 
employ an LED that emits ultraviolet light 
(uv, which is even more energetic than 
blue). The advantage of this approach is 
that many phosphors absorb uv effi- 
ciently. The recipes have been improved 
by years of development for fluorescent 
tubes, in which the vv is supplied by an 
excited gas rather than a semiconductor. 
By altering the balance of phosphors that 
emit at red, green and blue frequencies, the 
colour of the light can be controlled to ac- 
count for vagaries of taste. People are, it 
seems, picky about the colour that they 
read by, preferring a red-tinted *warm" 
white to the blue-shifted *cool" spectrum 
of sunlight. 

The best solution would be the one 
originally envisaged—to combine red, 
green and blue light generated directly by 
LEDS. That would waste less energy than 
“downgrading” uv into visible colours 
with phosphors. It would, however, mean 
building a feedback system that can cope 
with the irregularities of the LEDs in re- 
sponse to heat and age. 

ColorKinetics, a Boston-based com- 
pany, has used the multi-LED approach to 
build digitally controlled lamps that pro- 
duce a light show with hundreds of col- 
ours. B/E Aerospace, a firm that designs in- 
teriors for airliners, plans to install such 
lamps in its products. According to Color- 
Kinetics' website, the lamps will provide 
"a sunset ambience to encourage relax- 
ation and sleep; a sunrise programme to 
awaken and re-energise passengers after 
an extended flight; and custom effects fea- 
turing an airline's signature colours to en- 
hance its brand." You have been warned. 

The really big money will come when 
LEDS can compete on price with everyday 
incandescent and fluorescent lighting. 
That is a market worth $12 billion around 
the world, according to Robert Steele, an 
analyst with Strategies Unlimited in 
Mountain View, California. 

A light is judged by the number of lu- 
mens it throws (a lumen is a measure of 
brightness that accounts for the sensitivity 
of the human eye). The number of lumens 
per watt (Im/w) measures a light's effi- 


ciency, while the number of dollars per lu- 
men measures its cost. On both counts, 
solid-state lighting has some way to go. 
The best white LEDs on the market emit 
25 lm/w, which is almost twice as efficient 
as an equivalent tungsten-filament light 
bulb, but barely a third as good as a fluores- 
cent tube. To become competitive, the de- 
vices need to reach 80 Im/w. To rule the 
world, 150 lm/w is probably required. If 
progress continues at the rate of the past 30 
years, this will be reached by 2010. That is 
a big if, but the efficiency of blue and uv 
LEDS should improve dramatically as bet- 


ter ways are found to build them. 

Just in case progress should be slower, 
governments are sticking their noses in. Ja- 
pan has created a "Light for the 21st Cen- 
tury" project that will run until 2004. 
America is also considering applying a lit- 
tle industrial policy: $480m will be made 
available over the coming decade if the 
"next generation lighting initiative" sur- 
vives in the energy bill now being debated 
in Congress. With luck, though, the tech- 
nology will rise above such interference. 
Light bulbs could then be consigned to the 
dustbinforever. m 





The genomics of malaria 


Two’s company 


The complete genomes of both the parasite that causes malaria and the mosquito 


that carries it have now been unravelled 


NOTHER day, another genome. What 
was once a matter of intense scientific 
interest-mapping the entire genetic mate- 
rial of a species—has become routine. But 
not all genomes are equal in the sight of 
humanity. Details of two that are of more 
interest than most have just been released. 
Malaria has probably been the most le- 
thal infection in history. At the moment, it 
is thought to kill around 2.7m people a 
year, 1m of them children. In addition to 
the suffering caused, that has huge econ- 
omic consequences. Over the past 25 
years, according to Jeffrey Sachs, an econo- 
mist at Columbia University, the annual 
growth rates of countries with endemic 
malaria have been 1.5 percentage points 
lower than those in comparable non-ma- 
larial countries. Understanding the genet- 
ics of Plasmodium falciparum, the parasite 
that causes the disease, and of Anopheles 
gambiae, the mosquito that carries it, 
should be a big step towards correcting 
those numbers. 

Two parallel projects designed to map 
these genomes have been running for the 
past few years. Although these projects 
have, like all public genome-projects, been 
reporting results as they go along, the or- 
ganisers of both have co-ordinated the for- 
mal publication that marks the point 
where the work is officially declared to be 
"done", even if the odd gap remains here 
and there. 

The results have been carved up be- 
tween Science and Nature, two leading sci- 
entific journals. Science got the mosquito 
and Nature the parasite. Between them, 
this week's issues of the two magazines 
have about 30 papers describing and com- 
menting on the work, which has involved 
some famous institutions that have not al- 
ways seen eye to eye in the past. For in- 


stance, Celera Genomics, an American 
biotechnology company, and the Sanger 
Centre, a charity-financed British labora- 
tory, were on opposite sides in the race to 
sequence the human genome. Malaria has 
them batting on the same team. 


Blood brothers 

Biologically, the more interesting of the 
two creatures is Plasmodium. Mosquitoes 
are flies, and flies, in the shape of the ge- 
neticists' favourite fruit fly, Drosophila, 
have been genomically anatomised al- 
ready. Plasmodium, on the other hand, is 
virgin territory. Although, like mosqui- 
toes, it belongs to the eukaryotes (the 
group of living organisms that includes an- 
imals, plants and fungi, as well as many 
single-celled species), it is a peculiar exam- 
ple of that group. That was known before 


the project was started, but sequencing >> 





Not only... 





> has confirmed Plasmodium’s oddity. 

Since all living things are related, and 
lots of their biochemical processes are 
shared, genes are also shared-—or are, at 
least, recognisably similar—in many spe- 
cies. That, however, is less true of Plasmo- 
dium than of most organisms looked at so 
far. About 60% of the 5,268 genes which 
the researchers think they have identified 
in this bug are new to science. On top of 
that, Plasmodium turns out to be closer ge- 
netically to plants than to animals. 

This may have something to do with its 
unusual evolutionary history. All eukary- 
otes are “compound” organisms. They 
contain structures called mitochondria, 
distant descendants of bacteria that be- 
came symbiotic with the first eukaryotic 
cells. In addition to their mitochondria, 
plants have a second relic symbiont, the 
chloroplast. But Plasmodium, though it 
lacks chloroplasts, has a relic symbiont 
known as an apicoplast that is not found 
in other eukaryotes. This is believed to be 
the remains of an alga and, like a mito- 
chondrion or a chloroplast, it has a small 
genome of its own. It has also passed 
genes to Plasmodium's nucleus. Algae are 
plants (or at least the ancestors of plants—it 
depends which botanist is doing the clas- 
sifying) The apicoplast seems to have 
given Plasmodium a lot of plant genes, too. 

More practically, the researchers have 
identified 208 genes (4% of the total) that 
seem to be involved in evading the im- 
mune systems of the parasite's two hosts, 
man and mosquito. That should help 
those designing vaccines against it. And, 
unlike other genome projects, the Plasmo- 
dium work has been going on in parallel 
with a proteome project, intended to iden- 
tify the actual proteins for which the genes 
are merely the encoded instructions. 

This side of the research has identified 
1,289 proteins. More significantly, it has 
shown which are produced during what 
stages of Plasmodium's fiendishly compli- 
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cated life-cycle. That is helping to pinpoint 
proteins that might be suitable targets for 
drugs. Several of Plasmodium’s digestive 
enzymes look promising. 

The DNA of Anopheles, not surprisingly 
for a creature that is so much bigger, turns 
out to have almost three times as many 
genes in it as does Plasmodium’s. Despite 
the 250m years that separate it from its last 
common ancestor with Drosophila, its 
genes are reminiscent of those of its fruit- 
fly relative. There are differences, of 
course—notably in families of genes con- 
nected with immunity to infection. But 
there are few surprises. The hope, never- 
theless, is that analysing both genomes in 
parallel (and also alongside that of hu- 
manity) will yield insights that would not 
otherwise be gleaned. And if that hope is 
realised it might, at last, be possible to de- 
feat malaria. B 


Internet topology 


What does the 
Internet look like? 


Itisless random than people thought 


FA questions are simultaneously so 
baffling and so significant as: “what is 
the structure of the Internet?" Baffling, be- 
cause the thing has grown without any 
planning or central organisation. Signifi- 
cant, because knowing how the routing 
computers that are the net's physical em- 
bodiment are interconnected is vital if it is 
to be used properly. At the latest count, 
there were 228,265 of these routers around 
the world. They direct the packets of data 
that make up Internet traffic. 

Any effort to map the Internet is neces- 
sarily incomplete and out of date the mo- 
ment it appears. Instead, Albert-Laslo Ba- 
rabasi and his colleagues at the University 
of Notre Dame, in Indiana, treat the net as 
though it were a natural phenomenon. 
What scientists generally do with a natural 
phenomenon that they do not understand 
isto build a model of it. Dr Barabasi's latest 
paper on the matter, just published in the 
Proceedings of the National Academy of Sci- 
ences, presents a general framework for im- 
proving the accuracy of Internet models. 

Until 1999, the standard way of model- 
ling the Internet was to use randomly gen- 
erated graphs, in which routers were repre- 
sented by points and the links between 
them by lines. But it turns out that such 
random graphs are a poor approximation 
because they miss two important features. 
The first is that links in the net are “pref- 
erentially attached": a router that has 
many links to it is likely to attract still more 
links; one that does not, will not. The sec- 
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On the edge of the net 


ond is that the Internet has more clusters 
of connected points than random graphs 
do. These two properties give the Internet 
a topology that is scale-free—in other 
words, small bits of it, when suitably mag- 
nified, resemble the whole. 

Dr Barabasi noticed that the World 
Wide Web (the most visible bit of the In- 
ternet) was scale-free in 1999. His observa- 
tion touched off a flurry of research, and 
others pointed out that the Internet as a 
whole was scale-free, too. This has several 
implications. On the one hand, scale-free 
topology is resistant to random failures— 
one reason the Internet, despite the lack of 
artifice in its design, has proved so reliable. 
On the other hand, because there are dis- 
proportionately many hubs (as well-con- 
nected routers are known), the net is par- 
ticularly susceptible to deliberate attacks 
on those hubs, the sort of thing that cyber- 
terrorists might attempt. 

The goal, Dr Barabasi says, is to create 
models that are statistically indistinguish- 
able from the real Internet. When and if 
that is achieved, the models should have 
predictive, as well as descriptive, power. 

Already, understanding the net's scale- 
free structure has led to new results. For ex- 
ample, it had long been thought that the 
best way to curb the spread of a computer 
virus was to change the software of ma- 
chines on the net so that they were less eas- 
ily "infected". Studies using random 
graphs had shown that changing the soft- 
ware on more and more machines had a 
cumulative effect. That is not true in a 
scale-free setting. There, most software 
changes make no difference to the rate at 
which a virus spreads (although they obvi- 
ously protect the machines in question). 
However, treating a relatively small num- 
ber of hubs in a scale-free system can 
stamp viruses out completely. 

That observation may have implica- 
tions beyond the virtual world. Research 
hasshown thatthe network of human sex- 
ual partners seems to be scale-free, too. In 
other words, some people have all the 
luck, while others have none. So stopping 
the spread of a disease such as AIDS may 
be a comparatively simple matter of get- 
ting treatment to the right people—a 
strange but real corollary to a piece of re- 
search on cyberspace. 8 
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Daniel Ellsberg 


The value of dissent 





Daniel Ellsberg was the ultimate government insider until he discovered that 
leaking information could be a patriotic act 


DIFFERENT war, a different time. But 

for those who still anguish over Amer- 
ica's part in the Vietnamese conflict-and 
there are many—Daniel Ellsberg holds a 
position of some significance. His name 
may notring an immediate bell for today's 
university students or political activists; 
butit was Mr Ellsberg, the ultimate defence 
intellectual and government consultant, 
who moved from helping plan and cali- 
brate the war effort to revealing internal 
documents that laid bare the steady disap- 
pointments and deceptions of America's 
policy in South-East Asia. 

The act that made him famous was his 
leak of a long Defence Department study 
scrutinising the war up to the late 1960s, 
soon known as the Pentagon Papers. In 
June 1971, the New York Times published 
the first instalments of what was to be a se- 
ries based on this study, which he himself 
had helped write. The Nixon administra- 
tion intervened to block further publica- 
tion. But later that month, after an epic le- 
gal battle, the Supreme Courtruled that the 
New York Times was free to proceed. Mr 
Ellsberg was charged with spying and theft 
of government property, but the case 
against him fell apart in 1973 amid bizarre 
revelations of administration misconduct. 

It has taken more than a quarter of a 
century for Mr Ellsberg, now a senior citi- 
zen of American protest, to deliver himself 
of his own story, and, somewhat surpris- 
ingly for a figure who is so self-obsessed, 


Secrets: A MemoirofVietnamandthe — 
Pentagon Papers. By Daniel Ellsberg. — 
Viking; 498 pages; $29.95 | 


he has written a book worth the wait. It is 
good to hear directly from him about his 
transformation, and his account is calm 
and convincing. 

The most compelling sections of this 
memoir are not about the Pentagon Papers 
affair itself, but about Mr Ellsberg's years 
as part of the problem he ultimately set out 
to correct. It is chilling to read his descrip- 
tion of the refusal of seemingly brilliant 
and otherwise admirable officials in the 
Johnson administration, of whom he was 
one, to express their dissenting views 
about Vietnam policy in writing or in 
meetings. Instead, they got along by going 
along and measured their success in terms 
of loyalty, not honesty. 

Mr Ellsberg was especially good at this. 
Although he says he already had profound 
doubts about the war, he describes the ex- 
hilaration of working through an entire 
February night in 1965 compiling an inven- 
tory of alleged atrocities by Vietnamese 
communists that could be used to justify 
massive bombing missions in both the 
north and the south of the country. “That 
night's work was the worst thing I've ever 
done," he now believes. 

But what was he to do? The tone was 
set by Robert McNamara, then the secre- 
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tary of defence, who is shown here in one 
chapter on a flight back from Saigon to 
Washington in October 1966 acknowledg- 
ing to colleagues that in Vietnam "the un- 
derlying situation is really worse", only to 
claim on the tarmac at Andrews Air Force 
Base on arrival that *we're showing great 
progress in every dimension of our effort." 

Ultimately, Mr Ellsberg concludes, Pres- 
ident Johnson's “ability to escalate de- 
pended on secrecy and lying." And, de- 
spite all the claims to the contrary, he 
concludes, journalists were no match for 
the master politician and his lieges. “It be- 
came clear to me," Mr Ellsberg says, that 
they “had no idea, no clue, even the best of 
them, just how often and how egregiously 
they were lied to." Members of Congress, 
in his view, were equally helpless and 
hopeless, and could not be counted upon 
to ferret out the truth. 


The courage of troublemakers 

Thus it was that he came to believe that 
leaking could be a patriotic act, as he puts 
it, even at the risk of a long prison sen- 
tence. Mr Ellsberg describes first handing 
over secret memos to Neil Sheehan of the 
New York Times, to whom he later gave 
most of the Pentagon Papers. As if to test 
the system again, Mr Ellsberg discusses in 
this book a little-known Canadian inter- 
vention during the long Vietnam peace ne- 
gotiations, details of which he assures us 
are still classified to this day. 

"Secrets" will be of value to readers in- 
terested in recent history for the light it 
sheds on America's engagement in Viet- 
nam. But it bears also on the present. It re- 
minds us of the importance of dissent 
within democracies in time of war-a test 
that, with regard to Vietnam atleast, Amer- 
ica can claim to have passed, thanks in the 
end to its press, its courts and the courage 
of troublemakers like Mr Ellsberg. m 
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Historical biography 
Lloyd George 
knew my father 


The Asquiths. By Colin Clifford. John Murray; 
528 pages; £25 


T WOULD be hard to imagine a modern 

prime minister seeing three sons off to 
war while in office, but H.H. Asquith, Brit- 
ain's Liberal prime minister between 1908 
and 1916 did just that. His three elder sons 
fought on the western front, one having 
also served at Gallipoli. The youngest, an 
outstanding soldier, much decorated, lost 
aleg. The second suffered shellshock, then 
unrecognised as such, before returning to 
fight at Passchendaele. The oldest, 
Raymond, was killed in 1916. 

Asquith, it appears, did not write to his 
boys in the trenches, though it is said that 
he never recovered from Raymond's 
death. This omission is one of the few 
black marks against him in Colin Clifford's 
book. Falling somewhere between history 
and family biography, it draws heavily on 
family papers, many of which have al- 
ready been published. For new material he 
has mined the voluminous and spirited 
journals of Asquith's second wife, Margot. 

Helen, Asquith's first wife, died in 1891, 
leaving him with five young children, the 
three soldiers as well as Violet (later Bon- 
ham Carter) and Cyril. He remained alone 
parent for several years until his marriage 
to Margot Tennant, a member of a rich and 
well-connected Scottish family. Lively and 
witty—also a keen woman to hounds and 
a notch or two above him socially—she 
was entirely unsuited to being a step- 
mother. With Violet, in particular, an intel- 
ligent, articulate child, devoted to her fa- 
ther, she had an impossible relationship. 
Both were passionate about politics and 
both vied for Asquith's attention. They did 
try, largely without success, to understand 
and accommodate each other. Of Margot's 





Dear Herbert 


Against Napoleon in Spain 


Spanish lessons 


The Peninsular War: A New History. By 
Charles Esdaile. Allen Lane, The Penguin 
Press; 587 pages; £25 


HARLES ESDAILE sets out to explode 

two myths of the Peninsular war 
against Napoleon-the guerrillero ver- 
sion, which romanticises the squalor 
and depravity of the partisans; and an 
anglocentric narrative which writes the 
home armies out of British victories. The 
Spanish regulars ought in theory to 
benefit from this approach, but a whiff 
of the anti-hispanic Black Legend still 
hangs over Mr Esdaile's account, which 
all too often stresses the inefficiency and 
factionalism of local forces. 

He has done impressive work in the 
libraries and makes a valiant effort to de- 
scribe the culture and politics of the war, 
but he relies overly on British memoirs 
and despatches, which inveighed 
against Spaniards' cussedness and 
chaos. Rather than won by the allies, 
the war emerges as lost by the French: 
Napoleon's grand strategy put prestige 
above practicalities; his marshals be- 


five children, only two survived infancy. 
Their deaths contributed to her nervy un- 
happiness in later life, when her straight 
talking, so refreshing when young, became 
tactless and overbearing. 

The boys were clever, Raymond excep- 
tionally so. “The whole Asquith family 
overvalue brains,” wrote Margot. “I’m a lit- 
tle tired of brains: they are apt to go to the 
head." Friends and colleagues included 
Churchill, Grey, Kitchener, Rupert Brooke 
and D.H. Lawrence, who are vividly there 
in the Asquiths' letters. Margot's are full of 
pith and comment, Violet's shrewd and de- 
scriptive, Asquith's wise, and to a favoured 
inamorata, Venetia Stanley, affectionate. 

This is an engrossing book showing a 
gilded family so instrumental in the pros- 
ecution of the war and so affected by it in 
their daily lives, from the nursery to the 
drawing-rooms of London, the trenches 
and the House of Commons. Mr Clifford 
greatly admires Asquith, rating him a wise 
and unostentatious statesman of genuine 
integrity. Three months after Raymond's 
death, Asquith was outmanoeuvred in 
cabinet, forced to resign and succeeded as 
prime minister by Lloyd George, for whom 
Mr Clifford has little time, regarding him as 
the progenitor of spin. Violet's opinion was 
even less favourable. She defended her fa- 
ther's reputation with passion till the day 
she died. m 


haved like satraps and wasted effort on 
manoeuvres among themselves. 

So far, so good. But there is scope for 
more radical revisionism. Mr Esdaile at- 
tributes Spanish victories to forces luck- 
ier than they deserved; he is nearer the 
truth when he admits they had an *un- 
lucky but persevering national army". 

No other state in Europe resisted French 
invasion so consistently, for so long. The 
Spaniards would never admit they were 
beaten; Napoleon judged their resistance 
to be his empire's undoing. 

The British launched annual inva- 
sions from 1808 until 1812, all of which 
failed. The breakthrough of 1813 hap- 
pened not because of Wellington's ge- 
nius but because allied reorganisation 
brought, for the first time, a unified com- 
mand, and because disaster elsewhere 
had sapped French strength. The Penin- 
sular campaign was to the Napoleonic 
wars what north Africa was to the sec- 
ond world war-an arena of British fail- 
ure, redeemed by victory only when the 
enemy broke one of the great laws of 
war: never invade Russia. 


American legends 


A Confederate 
robber 


Jesse James: Last Rebel of the Civil War. By 
T.J. Stiles. Knopf; 510 pages; $27.50. To be 
published in Britain by Jonathan Cape in Janu- 
ary 2003 


ESSE JAMES rode the finest bay horses in 

Missouri. When one collapsed he stole 
another and rode on. He robbed trains and 
banks with a winning smile. In this excel- 
lent account, T.J. Stiles Shows James to be a 
southerner, not a westerner; a Confeder- 
ate, not a cowboy. He was a product of the 
civil war and its aftermath. 

His motivation, at least to begin with, 
was political. Missouri experienced a lit- 
eral civil war, in which neighbours slaugh- 
tered each other in their own homes. At 14, 
James blew the tip off a finger loading re- 
volvers for the local Confederate guerril- 
las, the bushwhackers. At 15, he joined 
them, riding with the psychotic Bill Ander- 
son, who urged his men to scalp and muti- 
late the Union men they slew. 

Mr Stiles masterfully strips James bare. 
He is less interested in his legend than his 


times. The fragile Reconstruction economy »» 





TWAT PUPS SOS E - 
EU SEI M PE 
itai - Wes N, 


> was dependent on the movement of cash 
money by train, providing James with 
easy targets, which he chose to see as po- 
litical. “Just give us the government 
money,” he would instruct those he held 
up. It was a form of terrorism: by discou- 
raging settlement of Missouri, he thought 
to preserve its southern character. The Ku 
Klux Klan was founded in 1866 in response 
to blacks winning elected office; James and 
the bushwhackers who saddled up with 
him were another reaction. Confederates 
banned from political office used him. 
John Edwards, a Confederate newspa- 
perman, became his official interpreter. He 
printed letters James wrote, railing against 
Reconstruction. Here was a southerner 
willing to appeal once more to the sword, 
Edwards roared. Many readers agreed. His 
mother, Zerelda, never accepted her boys 
were criminals. Jesse, she said, was going 
to the cooler, the Reconstructionists to hell. 
But her son rode through a hell of his own 
making. He and his brother eluded capture 


New American fiction 


Bits and pieces 


Middlesex. By Jeffrey Eugenides. Farrar, 
Straus & Giroux; 529 pages; $27. Blooms- 
bury; £16.99 


^ iae success of Jeffrey Eugenides's first 
novel, *The Virgin Suicides", must 
have pressured him to prove that his 
haunting debut was not a fluke. Perhaps 
that helps to explain why *Middlesex" 
was nine years in coming. But in the 
event, high expectations have backfired. 
Like a boy trying on his father's suit, 
“Middlesex” is a small-fry in a big jacket. 
Raised as a girl, the protagonist Calli- 
ope Stephanides is discovered at 14 to 
have a shy but increasingly insistent pe- 
nis. Had Mr Eugenides constrained him- 
self to the tale of a pseudohermaph- 
rodite (genetically of one sex but with 
ambiguously developed genitals), his 
novel might at least have shed some 
light on the psychology of gender. Yet 
Callie's story doesn't get off the ground 
until halfway through this ponderous 
book. Meanwhile we are treated to yet 
another intergenerational saga about the 
immigrant experience in America. 
Facilitating the emergence of Callie's 
rare hermaphroditic gene, her Greek, 
Turkish-born grandparents are brother 
and sister. The incest seems not dark but 
quaint. Indeed, the prose in “Middlesex” 
is oppressively perky, with a plague of 
exclamation marks. Illustrative of the 
novel's chirpy texture is the decision to 
name Callie's brother “Chapter Eleven". 


UM. 
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after a failed Minnesota robbery by Ban 
for days with gunshot wounds. He knew 
he was bad; in 1869 he had himself struck 
off the Baptist roll. He had a presence. Wit- 
nesses spoke of his piercing blue eyes, 
smart clothes, easy charm and swagger. 

His downfall came with the demise of 
Reconstruction in 1877. In some ways, the 
civil war had been refought and the Con- 
federates had won. His sympathisers, now 
returned to office, no longer saw his politi- 
cal point. In 1882, he was shot in the back 
of the head by one of his own gang for re- 
ward money. His brother surrendered di- 
rectly to the governor of Missouri soon 
after and was acquitted. 

"The James territory", a contemporary 
wrote in The Nation, “seems to closely re- 
semble, in its religious and moral condi- 
tion, a Frankish kingdom in Gaul in the 
sixth century." With James in a coffin—his 
hair and beard dyed black in disguise, his 
body pitted and white with old bullet 
holes-it grew safer but less interesting. W 





Such a christening by traditionalist sec- 
ond-generation Greeks is far-fetched, but 
the author clearly couldn't resist. Simi- 
larly, Callie's deformity and resultant 
sexual confusion are related with bounc- 
ing folksiness, begetting agony-lite. 

Heavy-handedly inscribed into the 
three generations of Callie's family is, of 
course, the whole arc of the 20th cen- 
tury—the Depression, war, the 1960s, 
and Watergate. Though Detroit is a dis- 
tinctive choice of setting, the historical 
material feels stale and second-hand. Mr 
Eugenides seems to be trying to compete 
with other writers who have problem- 
atic pretensions of their own—David 
Foster Wallace, Jonathan Franzen—and 
has weighed in with a doorstop. A shor- 
ter, more focused treatment of sexual 
ambivalence made flesh wouldn’t have 
kept the kitchen door ajar, but it might at 
least have been fun to read. 





Russian composers 


Modesty and 
melancholy 


Musorgsky: His Life and Work. By David 
Brown. Oxford University Press; 336 pages; 
$35 and £25 


T IS perhaps only fitting that Modest Mu- 

sorgsky’s last public appearance, before 
he died in 1881 at the age of 42, should have 
been to play at a memorial service for the 
novelist, Fyodor Dostoevsky. 

The composer’s life epitomised one of 
those depressed and fatalistic characters 
that so abound in Russian fiction and 
drama. An alcoholic from his teens, Mu- 
sorgsky achieved little success in the con- 
cert hall. His only well-known piece of or- 
chestral music is “St John’s Night on the 
Bare Mountain”, while his most famous pi- 
ano sequence, “Pictures at an Exhibition”, 
as well as his best-known operas have all 
been rearranged by other people. 

The stark and chilling sounds that Mu- 
sorgsky created to depict the angst-ridden 
life of the tsar in “Boris Godunov” make 
this one of the most powerful and influen- 
tial stage works of its time. Yet the best 
known arrangement of the opera was 
made after the composer’s death by a col- 
league, Nikolay Rimsky-Korsakov. This 
version, exciting though it is, gives little 
idea of the originality of Musorgsky’s own 
orchestration. Similarly, “Khovanshchina” 
and “Sorochintsy Fair” were both left un- 
finished at his death, and exist only in ver- 
sions completed by others. 

David Brown has avoided speculating 
about Musorgsky’s private life, details of 
which remain sparse. Instead, he has cho- 
sen, in this fine overview of Musorgsky’s 
career, to emphasise his relationships with 
the other composers of the emerging Rus- 
sian school—Cui, Borodin and Tchaikov- 
sky among them-and his mentor and col- 
league Mily Balakirev. Although he had no 
academic musical training, Balakirev had 
a genius for encouraging others and imme- 
diately understanding their work. He was 
closely involved in helping Musorgsky to 
finish “St John's Night on the Bare Moun- 
tain" as well as some of the operas. 

Of Musorgsky's songs, which are also 
too little known, Mr Brown rightly says, 
“song composition is the one thread that 
runs through Musorgsky’s entire creative 
life”. Filled with relentless pessimism, the 
song cycles such as “Sunless” and “Songs 
and Dances of Death” may never achieve 
great popularity. Yet among Musorgsky’s 
large portfolio of songs there is charm and 
humour-and always that yearning for the 
romance of the countryside, which, with 
all its “layers of pain and turmoil”, Mr 
Brown shows, is all so Russian. @ 
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Why to welcome 3,000 new pages of the masterpiece by Marcel Proust (1871-1922) 


T Proust nouveau est arrivé. The pro- 
duct of seven translators working un- 
der the editorship of Christopher Prender- 
gast, a French scholar at Cambridge, this 
claims to be the first completely new trans- 
lation of *A la recherche du temps perdu" 
since the famous version by C.K. Scott 
Moncrieff, who discovered his vocation 
during Proust's lifetime, but who died in 
1930 still working on the last volume. 

Penguin's claim of newness is defenda- 
ble but needs some explaining. The first 
scholarly French edition came out only in 
1954, and it was on this that the late Ter- 
ence Kilmartin, then literary editor of the 
Observer, based his comprehensive 1981 
"reworking" of Scott Moncrieff's transla- 
tion. The French text, however, did not 
stand still. In 1987-89, a new Pléiade edi- 
tion supervised by Jean-Yves Tadié, 
Proust's biographer, appeared in France, 
complete with detailed notes and alterna- 
tive drafts, which almost doubled the 
length. Kilmartin duly began a revision of 
his revision, based on the new French text, 
minus the scholarly apparatus. This trans- 
lation was completed on his death by D.J. 
Enright, an English poet and novelist, and 
published in 1992 as a "definitive version". 

Although it pays tribute to its two re- 
cent English predecessors, the Penguin ver- 
sion is an entirely new translation, and the 
question has to be asked, why a third? The 
straightforward answer is that Penguin 
commissioned it, with an eye to a general 
readership in the hope of making Proust 
more accessible. 

A different sort of answer is that the 
question itself is useless. For his admirers 
there cannot be too many Prousts avail- 
able in English or French: itis always neces- 
sary to read and reread. In this way we ex- 
perience, in our turn, the assertion of 
memory. Rediscovering the servant Fran- 
coise, when, carrying her lamp, she enters 
the room after Marcel has persuaded AI- 
bertine to go to bed with him; being re- 
minded of the revelations of the Vinteuil 
sonata; rereading the description of the 
church spires of Martinville: all this is es- 
sential. And for those who have not be- 
gun, here is the opportunity to take this 
clear and carefully presented translation 
and to begin on the affair of a lifetime. 

At more than 3,000 pages, the text was 
evidently too much for one scholar to com- 
plete in reasonable time, and an entire 
team was summoned. While clearly a sol- 
ution to one difficulty, Mr Prendergast says 


InSearch of LostTime. By Marcel Proust; 
Edited by Christopher Prendergast. Trans- 
lated into English by Lydia Davis, James 
Grieve, Mark Treharne, John Sturrock, 
Carol Clark, Peter Collier, Ian Patterson. 
Penguin, Allen Lane; 3,155 pages in six vol- 
umes; £75. To bepublished in America by 
Penguin Putnam in late 2003 


little about the problems it may have 
caused in turn, and he skirts the issue of 
how far he unified the translations, except 
in practical matters such as personal titles, 
quotations and punctuation. 

Instead, each translator writes an intro- 
duction to the relevant volume, usually ex- 
plaining their attitude to translation and 
providing short synopses and notes. Ian 
Patterson, for example, who worked on 
the sixth and last volume, “Finding Time 
Again" (Le temps retrouvé) raises the ques- 
tion of textual accuracy, which has always 
been difficult because of Proust's constant 
revisions and because so much of the 
work was published only after he died. 

Itisin the titles of the different volumes 
that one immediately notices the changes. 
Scott Moncrieff's memorable Shakespear- 
ian "Remembrance of Things Past" is gone. 
Proust himself disliked it and everyone ap- 
pears to agree that "A la recherche du 
temps perdu" implies not only time “lost” 
but also time “wasted”, while à la recher- 
che signifies something that is quasi-scien- 
tific and experimental, distant from the 
comfortable English “remembering”. So, if 
one concentrates on the full implications 
of the words (and with Proust concentra- 
tion is essential), "In Search of Lost Time" 
becomes quite acceptable. 


General success 
Leaving the titles—although “Finding Time 
Again” for the magnificent final volume is 
surely a let-down-you are struck, when 
turning to the text, by the general success 
of these translations. James Grieve, who 
did volume two, “In the Shadow of Young 
Girls in Flower", reminds us that Proust's 
writing can be so slipshod that editing it 
becomes unavoidable. Yet in seeking to 
produce something equivalent to the 
French rather than a version that has been 
manipulated to make it more comprehen- 
sible, the translators have produced some- 
thing very readable. 

Oddly, it is not the long sentences that 
appear awkward-although, in reading 
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about the theatre party with the Duchesse 
de Guermantes, we are told, “The Princess, 
with a movement that generated an exqui- 
site contour which my mind pursued into 
the void, had just turned her head towards 
the back of the box", which requires some 
working out. Rather, it is the short sen- 
tences that can be clumsy. Thus, of the fire 
in SaintLoup's room in Donciéres, "It 
could not keep quiet; it was shifting the log 
about and very clumsily. I went in. It sent 
one log rolling and sent another smoking. 
And even when it was still, as common 
people do, it made constant noises." 

Sometimes the English seems inade- 
quate to the emotional scene it describes. 
Thus when the narrator hears his mother 
coming to give him his goodnight kiss, “It 
announced the moment that would fol- 
low it, in which she had left me, in which 
she had gone back down." And in the dra- 
matic final sentence of the first volume, “et 
les maisons, les routes, les avenues, sont 
fugitives, hélas! Comme les années", the 
word "fugitives" is translated by the com- 
monplace "fleeting". 

John Sturrock, in his introduction to 
“Sodom and Gomorrah”, writes of 
Proust’s preoccupation with the time de- 
lays in our emotional lives. Thus the narra- 
tor only suffers the full effects of his be- 
loved grandmother’s death when he later 
stays at the same hotel at Balbec, where 
they had once stayed together. This is one 
of the memories around which the whole 
work is constructed. And one can add that, 
when we read the pages where he waits in 
the Duchesse de Guermantes's library and 
reflects on the resurrections of memory 
that he has experienced, then we welcome 
this Penguin edition that will enable oth- 
ers to read, reread and grow to love such 
passages in the same way. m 
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Kathleen McGrath 






Kathleen McGrath, warship captain, died on September 26th, aged 50 


WELVE women have risen through the 

"brass ceiling" of the United States 
navy to become admirals. But most of 
them earned their flag for qualities only in- 
directly connected with combat. Grace 
Hopper, *Amazing Grace", was made an 
admiral in 1983 chiefly for her work on na- 
val computers. Others have done well in 
the navy in recruiting work and medicine. 
Those who made it to sea have com- 
manded nothing more lethal than supply 
ships. So there was great interest in 2000 
when Kathleen McGrath became the first 
woman to command an American war- 
ship, USS Jarrett. 

Everyone likes a pioneer, and Ameri- 
can women especially could feel for Cap- 
tain McGrath, away from her husband and 
their two small adopted children. Nor was 
her task without danger. For several 
months the Jarrett patrolled the Gulf off 
Iraq, her crew of 262 searching ships sus- 
pected of breaking United Nations' oil 
sanctions. The Jarrettis one of the smallest 
ships in the navy, but with fire-power 
greater than that of a battleship of the sec- 
ond world war. That fact raised a matter 
rather deeper than the more prosaic one of 
a wife's temporary separation from her 
family. How did Captain McGrath feel 
about having the means at her disposal to 
kill and destroy? She said she did not try to 


“emulate a man". She had to be herself. 

It was an enigmatic response that has 
done nothing to settle the argument of 
whether women are fitted for the sharp 
end of war. Formally, the armed forces of 
the United States and most countries of Eu- 
rope allow women to be trained for com- 
bat, although in practice few get to fire a 
gun in anger. Mostly they serve in vast mil- 
itary bureaucracies, freeing men for more 
aggressive duties. But, like Captain 
McGrath, not all women drawn to military 
work are content to be non-combatants. 


Into uniform 

Kathleen McGrath spent much of her 
childhood on the Pacific island of Guam, 
the site of an American military base. Her 
father was stationed there as a bomber pi- 
lot during the Vietnam war. After graduat- 
ing she worked on forestry conservation, 
but after six years felt there must be more 
to life than looking after trees. She fol- 
lowed her father's advice to try flying, but 
the air force recruiting office near her 
home was closed for lunch. The navy of- 
fice nearby was open, so, as she put it, she 
became a sailor by accident. 

If Miss McGrath's early years suggest 
drift, putting on a uniform seemed to 
transform her. The recruiting officer had 
promised her adventure, and she was de- 
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termined that the navy should keep to its 
promise, not diverting her into an office 
job. She recalled the words of one of her 
American heroines, Elizabeth Hoisington, 
“If I had learned to type, I never would 
have made brigadier-general." In the 1980s 
and 1990s, the navy gradually put aside its 
reluctance to promote women to senior 
posts, while reassuring men that they were 
not being sidelined: the navy has more 
than 200 male admirals. Frank Kelso, an 
admiral of traditional ways, said in 1991 
that he did not want women in warships at 
all, even as nurses, although they had 
served in the American navy since 1812. 
Women affected “combat effectiveness”, 
he said. But the times were against him: the 
navy could not recruit enough men to 
crew its 300 or so ships alone; and, politi- 
cally, the demand for equal opportunity 
had spread from the civilian world to the 
armed forces. In the 1990s even "Star Trek”, 
a space soap, introduced a fearless female 
commander, Captain Janeway. 

The navy recognised that in Kathleen 
McGrath it had a natural sailor, and a pos- 
sible star. She was given experience in a va- 
riety of ships in a variety of seas and con- 
ditions from the Pacific to the Medi- 
terranean. Her first command was of a sal- 
vage ship, Recovery, but her eyes were on 
warships. Sailing on one, she said, was like 
driving a sports car. It was “sexy and glam- 
orous". The phrase appealed to the navy's 
publicists. Pictures of pretty women en- 
gaged in what is usually regarded as man's 
work are a boost to recruiting. Pictures of 
Kendra Williams piloting a plane from an 
American carrier to drop bombs on Iraq in 
1998 were used in newspapers throughout 
the world. 

They also raised the non-glamorous 
side of war. However euphemistically 
combat is termed, itinvolves killing people 
and the risk of being killed yourself. Most 
women may not be as combat-ready as 
Miss Williams and Miss McGrath. Much 
has been written on this subject about the 
stoic Russian women pilots, tank-drivers 
and snipers of the second world war. But 
they were relatively few. Women were 
more valued as mothers to replace the mil- 
lions of Russians being killed in the war. 

Stephanie Gutmann, author of “A Kin- 
der, Gentler Military", raises the question 
of whether "feminisation" will weaken 
America's armed forces. Only a full-scale 
war, she says, will test whether young 
men and women can work together intim- 
ately in conditions of high stress. In her last 
days in the navy Kathleen McGrath was 
studying *advanced war-fighting". Had 
she, as was expected, risen ever higher in 
the navy, perhaps to become a member of 
America's joint chiefs of staff, no doubt 
she would have continued to pursue the 
problems of women in combat. Alas, can- 
cer cut her down. B 
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THE BUSINESS OF NEW YORK IS OUR BUSINESS. 
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You'll find the world in New York, and you'll find New York in our Executive Programs. High-potential 
professionals, who prove themselves daily in the business capital of the world, hone their skills in our 
programs to reach new heights. Our students are razor sharp. Our faculty are the luminaries of finance 
and management. And the knowledge exchange and once-in-a-lifetime experience create energy as 


electric as our city. Options include: Executive MBA Program, TRIUM Global Executive MBA Program, 


The Langone Program: A Part-Time MBA For Working Professionals, Corporate Degree Programs, EXECUTIVE 


Custom Non-Degree Programs and Open Enrollment Programs. PROGRAMS 


Working professionals’ first step to enter our Executive Programs: visit http://executive.stern.nyu.edu/e or call (212) 998-0789 
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United Nations 
AN University 


The United Nations University (UNU) will offer four 
“International Courses” from 19 May to 27 June 2003 at its 
Centre in Tokyo. The UNU/IC programme is designed for 
postgraduate students and younger professionals (with a 
college or university degree) in various occupations in Japan 
and abroad who wish to pursue careers in international 
fields in public-service or private organizations, including 
the United Nations, multinational corporations and non- 
governmental organizations as well as national foreign 
service organizations. 


The four courses to be offered in May 2003 are as follows: 


* Armed Conflict and Peacekeeping*; 

* Environment and Sustainable Development; 

* Human Rights: Concept and Issues; and 

* International Cooperation and Development*. 

(*These courses will be supported by the Yutaka Akino Memorial 


Donation from the Government of Japan and is designated the 
"Akino Memorial Courses for 2003”). 


t j 
BUSINESS SCHOOL 


TILBURG UNIVERSITY 


tias.imm@tias.edu 


- ranked # 3 Executive MBA in continental Europe by 
the Financial Times 


- judged The Netherlands’ best quality EMBA by 
Intermediair for its course content, faculty, peers 
and market relevance 


: joint venture of four top business schools 


* rotating on-campus class sessions are concentrated 
into six two-week residencies spread over two years 


* attracts participants from North and South 
America, Europe and Asia 





* graduates earn both an American and a European 
MBA degree 


ESCP-EAP 


M > 
OXFORD mag. 






burton@escp-eap.net 





The UNU International Courses (UNU/IC) 


UNU Centre, Tokyo, Japan 
19 May - 27 June 2003 
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Participants can choose to take one or two courses at a time. 
The tuition fee per course is Y100,000 — about US$900 at 
the current UN exchange rate — or Y150,000 (about 
US$1,350) for two courses. Those participants from 
developing countries who take two courses and who can 
demonstrate a need for financial assistance are invited to 
apply for a limited number of UNU fellowships. 


Those who. wish to apply for the courses please visit our 
website at http://www.unu.edu/ic/ for a copy of the brochure 
and UNU/IC Application Form. If you have further questions, 
please contact: 


Ms. Wilma James, Training Assistant, 
United Nations University Centre, 
5-53-70 Jingumae, Shibuya-ku, 
Tokyo 150-8925, Japan 


Tel: +81-3/3499-2811 
Fax: +81-3/3499-2828 
E-mail: james@hq.unu.edu 


Deadline for applications is 20 January 2003. 
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Understanding the human factor in organisations is crucial 

Th e S e C re t S in your work. Leading organisational change is an essential skill. 
Coaching the highest levels of management is a stimulating 
challenge. 


of yo u rs e If INSEAD has responded to your needs with one of the most 


unusual management programmes ever created. Mastering 
Change: Developing Coaching and Consulting Skills goes deep. 
Deep into the understanding of the tacit contracts between 
people and organisations. Deep into the revelation of each 
individual's psychological structure. 


It gives you the unique opportunity to acquire a clinically 
oriented organisational methodology. As a participant, 

you will come to understand not only the tensions within the 
working environment, not only the hopes and fears of others in 
teams and organisations, but also the secrets of yourself. 


The modular structure of this extraordinary programme limits 
interruption to business life and also allows time for the 
reflection that each session will stimulate. 


If you have the curiosity and courage to explore approaches 
that go beyond the traditional, Mastering Change: Developing 


Fontainebleau Coaching and Consulting Skills will appeal to you. 
In seven 3-day modules over a year 
commencing 24-27 April 2003 Your most effective tool is yourself, so sharpen it. 


Mastering Change: Developing Coaching and Consulting Skills 


For more information please contact: INSEAD Murielle Picard Tel: 33 (0) 1 60 72 45 27 . E-mail: murielle.picard@insead.edu 
Visit the website www.insead.edu/executives/dcc 


INSEAD 
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UE The Official MBA Fairs 


' Meet Admissions Directors of the 


OUR MBA GRADUATES 
MAKE ALL KINDS OF MONEY. 


world’s top business schools 


————ÉÉÉEn "EMT 
CSE ORES es y A A red 
2 AUS SES 


Western & Central Europe | Asia Pacific 
Oct. 9 - Nov. 26 2002 


| 
| 
| 
| 
| 
Some of the top schools attending: 
| 
| 
| 
| 
| 


sane 
he 


Wharton, Columbia, INSEAD, Instituto de Empresa, 
London BS, IMD, HKUST, Melbourne BS 


Also: ExecMBA Village - Executive programs for managers 


and corporate recruiters. Fut information - Email: topexeced@topcareers.net or 
Tel: +433 145 66 54 72 (Paris) 


ee i 
register now at: topmba. com oS THUNDERBIRD With a Thunderbird MBA in International Management, 


pe E es, hee ee on na ei your ambitions could lead you to almost any corner of the 
world. The program is based on a philosophy we call Border- 

less Business Thinking, It's designed to give you a competitive 

advantage in today's global economy. And as the #1 school of international 


GEN EVA 2 002 E management; no one is better qualified to offer it. If you're ready to see 


the world for all it’s worth, visit www.thunderbird.edu, This is where the 
During the past two decades, the FAME Executive Courses in Finance - world comes to learn business and business comes to learn the world. 
have become the benchmark for executive training in asset allocation, qe - 
risk management, forecasting and quantitative analysis. 7 Us THUNDERBIRD 


‘alto /Pwww.usnews com/usnews/edu/arad/ 
rankings/mba/brief/mbasp5 briel.php 


THE AMERICAN ZHADUATE STROGS 
MP TA TERRATIONAL MANAGEMERT 


The emphasis on practical applications and our renowned ee SENSE RAUM RNC NS : 
re ox z * E i . See we A 3 GAUR ee 
international faculty ensure that participants build skills that are ti 
directly applicable to their daily work environment. 


14 Salih Neftci October 21 - 25 
FINANCIAL ENGINEERING 


Nottingham University 
Business School 


MBA Programmes ©: 


15 Philippe Jorion October 28 - November 1 
GLOBAL ASSET ALLOCATION 


Schoo} 


EXECUTIVE COURSES IN FINANCE 


Manage the Future 
16 David Cox November 4 - 8 


IMPLEMENTING QUANTITATIVE TECHNIQUES FOR v . with 7 Distinctive 
FINANCIAL MARKETS | MBA Programmes 


Nottingham University 
s Business School is one of 
17 Salih Neftci November 11 - 15 OX ao the UK's leading centres for 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS i 2: os B... management education. 
uen AU | Located in a new state of the 
art campus two miles from 
the centre of Nottingham, 
the Business School has an 
international reputation for 
research and teaching. 


For further details contact the MBA Office: 
Nottingham University Business Schoo! 


For more information, please contact: Jubilee Campus, Wollaton Road, Nottingham NG8 1BB England 
Fabienne Scagliola or Béatrice Candolfi Telephone: +44(0)115 951 5500 


FAME AV. Blanc 49 n CH-1202 Geneva i Switzerland Fax: +44 TOT 15 951 5503 
Tel: 441 22 731 95 55 - Fax: 441 22 731 95 75 
E-mail: geneva-courses@fame.ch e-mail: mba @nottingham.ac.uk 


www.fame.ch/executive-education/geneva www.nottingham.ac.uk/business 
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. Princeton University 
Bend 1eim Center for Finance 


IESEG School of Management (Grande Ecole, France's 
| elitist Management School) being also a member 
Master of of the Catholic University of Lille is proud to offer 


International | hihly innovative postgraduate degree programs with 
à maximum degree of flexibility which will commence 


Business | in2«week in January, 2003. 
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(Wie ee Master in Finance 
MIB with seule characteristics 

IESEG's Master of International Business degree 
program (i.e. a one year, full time study) represents 
several outstanding features : 

- Strong educational philosophy and emphasis on 
intercultural competence (an essential indicator of 
Graduate Certificate | managerial effectiveness in the global economy of 


in International the 21* century} ; 
Business , 


— tt 


Graduate Diploma 
in international 
Business 


semesters, prepares for a wide range of. careers in thé 
financial industry, including financial engineering, risk B. 
management and quantitative trading, quantitative asset. 
management and financial forecasting. | 





Prin 's Master in Fin rovides: 
- MIB students learn a second language (i.e, FREE ceton's Master ance pro 8 


OF CHARGE] ; 

Taught entirely in ENGLISH | - Students have an opportunity to pursue a speciali- 
Applications for these | sation in an area of business operation ; and 
degrees are open now | ~ MIB students will undergo an executive internship 

until 15 November, 2002 | at an enterprise level so as to give them a real life 
managerial experience. 





e A rigorous core curriculum in financial mathematics, ff 
economics, statistics and data analysis : 

e The opportunity to tailor the program with a wide 
range of elective courses 

e Extensive career assistance 








jon 
E Applications for enrollment in September 2003 are due | 
either by January 2, 2003 (December 2, 2002 for candidates 
residing outside of North America) or by May 1, 2003. - 
For detailed information see: 


http://www.princeton.edu/~bcf 
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siness © 
Global vision with cutting ed9° bu 


For further infarmation and application form as well as how to apply 

please consult MIB website address at wowwsieseg fr and look for MIB 

IE section, or fax your enquiry to the ESEG Deectar of Student 

an eret e, is aw wd... Recruitment on 433 (0) 220 54 47 86 (or e-mail : mibGheseg f. 
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Wannabes can cut out this label 
Real business talents earn it 





V ler ick Leuven Gent 


M: anagement Sc hool | 





Based in the very heart of Europe and backed by the foremost Belgian universities we combine leading-edge 

research with practical business know-how to deliver the best management education you can get. However, our 

class sizes are small and only the best international participants are admitted. Our MBA, Master and Executive 

Education Programmes are independently certified by the leading international accreditation bodies as being of the 
highest quality in the world. 


Like to find out more? Browse our website or call, write or e-mail us. 
EQUIS Ranked 


&CCREDITELDU 


F1 : 





Learning the practical value of knowledge 


Vierick Leuven Gent Management School, Bellevue 6, 9050 Gent, Belgium © T +32 9 2109899 © F +32 9 2109700 © E-mail: ec@vierick.be 
http://ec.ad.vlerick.com 
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Competition Policy Consultant 


DFID is seeking the services of an experienced Consultant in competition 
policy for up to 150 days during a period of 12 months commencing 
from early 2003. The Consultant will advise the Private Sector Policy 
Department (the unit within DFID that currently has primary responsibility 
for competition policy) on developing and implementing the Department's 
strategy to provide effective competition policy and law in developing countries. 


The Consultant will be expected to provide professional advice on competition 
policy issues and initiatives; identify key areas of action and stakeholders 
at the domestic, regional and multilateral levels, bearing in mind developmental 
considerations; participate in key national and international competition 
policy events; draft and present expert papers; and advise on how to carry 
forward effectively the commitments on competition policy contained 
in the Doha Ministerial Declaration of November 2001 


For operational purposes the Consultant will be required to carry out most 
of the work in London. 


Expressions of Interest are invited from individual Consultants rather than 
companies. Expressions of Interest should be submitted using the application 
form available from the DFID website www.dfid.gov.uk under Working 
with Us. The Expression of Interest should include a capability statement 
of no more than 4 A4 pages showing evidence of skills and experience 
in the following areas: 


1. Applicants must be either a law or economics graduate or hold an equivalent 
relevant qualification. 


INVERTOR IN PEOPLE 
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2. Applicants must demonstrate a sound understanding of the formulation 
and enforcement of competition law and policy and the linkages between 
competition policy, markets investment, regulation and development. 


3. Applicants must have a minimum of 7 years' relevant work experience 
in competition policy, law and/or economics; have knowledge of the work 
conducted by multilateral institutions (especially WTO and UNCTAD) 
in the field of competition policy; and have experience of delivering relevant 
technical assistance and of working in/with a developing country or region. 


4. Knowledge of UK policy on competition and development as well 
as experience of regional competition policies would be an advantage. 


Expressions of Interest must be submitted by 28 October 2002 at 1500 
hrs to Mrs A O'Farrell, Dept for International Development, Abercrombie 
House, Eaglesham Road, East Kilbride, Glasgow G75 8EA „Tel 01355 843346, 
Fax 01355 843499. E-mail: a-ofarrell@dfid.gov.uk 


Working to eliminate global poverty and promote 
sustainable development 


GCIVILSERVICGE 


Department for 
International 
Development 


www.dfid.gov.uk 


INCREASE YOUR ENTERPRISE POTENTIAL 


An understanding of how the real drivers of your business translate 
into superior financial performance is critical to managerial success. 
Develop your practical understanding of finance with a view to 
enhancing enterprise performance. 


Templeton College 
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Poverty Specialist 
£36,643 — £48,783 


At DFID, our central focus is on an international commitment to halving 
the number of people in extreme poverty by 2015 — through sustainable 
development, education, and better management of the natural and 
physical environments, So we're looking for individuals who can bring skills, 
understanding and patience to even the most complex development 
activities. 








The Royal Government of Cambodia is currently preparing a poverty 
reduction strategy to support the resource planning and management 
of the local development process. With interim groundwork complete, the 
Government is now committed to building a more comprehensive 
framework — costing priority activities, building participatory monitoring and 
evaluation processes and ensuring greater participation in the identification 
of priority needs and actions. This work is supported by a number of donors 
including the World Bank, and you will join them in offering technical advice 
to meet their goals of popular participation and ownership. 


Specifically, this role will see you working with the Government and donors 
to enhance the development framework ~ improving the capacity for 
planning, implementing and monitoring of the PRS preparation and 
generating greater understanding of the strategy amongst government 
agencies, donors and civil society. It is also about encouraging government-led 
co-ordination of development partners and promoting greater understanding 
and consensus over analytical and participatory methodologies for implementing 
pro-poor strategies. Stakeholder engagement and discussions, priority setting, 
programme implementation and monitoring will be a continual focus 
for you. 


QUALIFICATIONS AND EXPERIENCE 


Bringing a substantial level of experience of poverty reduction measurement 
you will have an advanced degree in economics or social sciences, with 
a minimum of five years' relevant experience. You will have a demonstrated 
capacity to conceptualise and analyse issues related to poverty reduction 
(eg; poverty assessments, labor market issues, public expenditure, 
and/or social issues, including poverty monitoring and evaluation. 
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Courses 


Totally Flexible 
MBA/DBA/PHD 


/MS degrees by Distance Learning. You design your 


curriculum. You will not study material you already 
know or do not need. No exams, you team through 
research & writing. No Bachelors or GMAT required. 
Faculty are successful business leaders/authors. 
Faculty wanted. Rushmore University, 1-815-425- 
8577, infofbrushmore. edu www.rushmore. edu. 


E-mail: into @ aliseda corm 


"T " EPPRETEE | 


| www.aliseda.com 
effective courses 








personalize 


Teaching French to adults for 32 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera’s most beautiful bay 


A UNIQUE “COMPLETE IMMERSION” PROGRAM 
$/: hrs a day with 2 meals. 8 levels : Beg. I to Adv. H 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts Oct. 28, Nov. 25 and all year 








06230 Villefranche/Mer EJS, France. Tel, +33 493 01 88 44 Fax +33 493 76 92 17 


;www.institutdefrancais.com 
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Phnom Penh, Cambodia 


A demonstrated track record on poverty related matters in terms of policy 

dialogue with the Government and other stakeholders, along with a capacity 
to collaborate effectively with the Government, NGO's and donors while 
being diplomatic, and sensitive to cultural, political and gender issues, 

is desirable. 


























Good interpersonal skills, an ability to work with multi-disciplinary teams 
within a developing country is preferred. You'll ideally combine all this with 
time spent in Cambodia or another low income Asian country. You must 
be fluent in English, and French or Khmer language skills will be usefui. 


This post will be for a three year fixed term period on Home Civil Service 
terms, and will be subject to a probation period. The individual will be based 
in the World Bank office in Phnom Penh. The salary offered for this post 
is £36,643 — £48,783 (UK taxable, and candidates should be aware that 
we expect people to be placed on the first point on this scale with salary 
increments each year). Additional allowances may also be payable. 
































DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community. Selection is on merit. Previous applicants need 
not apply. To work for us you must be a national of a member state of the 
European Economic Areas, a Swiss National, a citizen of the British 
Commonwealth, or have been granted refugee status (as defined by the 
1951 UN Convention on Refugees) by the UK authorities. 


For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website. Alternatively, call 01355 843545 or email 
group5b1 @dfid.gov.uk to request an application pack — quoting Ref. 
AH375/5/MM. 


Closing date: 1 November 2002. 



































Working to eliminate global poverty and promote 
sustainable development 
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JOB HUNTING INTERNATIONALLY? 


Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 
Fax: 

*1 202 4781698 

+44 20 75048280 

+66 2 2674688 


Email: 
cpamerica@careerpath.co.uk 
cpeuropeaucareerpath.co.uk 
cpasia(?bkk.loxinfo.co.th 


USA/Canada 
Europe 
Asia / M. East / Aus 


International Property : 
Rutherford-Napa Valley, CA. 


Escape to wine country. This magnificent: 
property is situated on over 200 acres on 
the Rutherford Bench Appellation. Its 
over 80 acres of prime vineyards provide 
grapes for some of the finest wineries in 
Napa Valley. It features a main house, 
caretaker’s home, 4 barns, a separate 
home, 2 wells, and reservoir. 


Minimum bid $25,000,000 


Rowe & Tzadik 
Prudential Calif. Realty, John Aaroe, Div. 310-207-7080x361 
Email-Cliffordrowe&prula.com Website-www.Cliffordandandrea.com 
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GEORGETOWN UNIVERSITY EDMUND A. WALSH 
SCHOOL OF FOREIGN SERVICE 


launches a search to fill the Henry R. Luce Professorship in 
International Relations and Information Technology 






Scholars whose work explores the impact of the information revolution on world politics 
are invited to apply for the newly created Henry R. Luce Professorship in International 
Relations and Information Technology. Candidates might be established professors in 
televant disciplines focusing an international relations who are now turning their research 
attention to the ways in which cammunication technologies and the digital revolution are 
» altering patterns of political and economic relations. Alternatively, they might come from 
eo the law, economics or business fields, seeking to offer a fresh perspective on information 
technology and foreign policy issues. Academics at interrnediate as well as senior levels 
are encouraged to apply. 












eo The Luce Professorship will be housed in the Program in Science, Technology and 

“— international Affairs ISTIA) in the Walsh School of Foreign Service. The STIA program 

zc(www.georgetown.edu/sfs/programs/stia) offers an undergraduate major to more than 100 

- Students, addressing the intersection of science, technology, business and government in 

an international context. STIA is organized into four sub-fields: "Business, Information, and 

7 Communications," including the impact of innovations in information technology on 

business, government and international affairs; “Biotechnology and International Health," 

$ including political, economic, cultural and social factors; “Technology and Security," 

including nuclear proliferation, technology and military strategy, and unconventional 
security threats; and “Environmental Science, Politics, and Economics.” 


< The Luce Professor will be charged with encouraging collaboration among the Georgetown 
$ faculty from many different academic disciplines at both the graduate and undergraduate 
levels in considering the impact of the information age on international relations 

^ iwww.georgetown.edu/sfs). 


The Henry R. Luce Professorship in International Relations and Information Technology has 
“been established with a grant to the Georgetown School of Foreign Service from the Henry 
Luce Foundation of New York. 


Candidates will be judged on the basis of their record in both teaching and scholarship. 
Applications will be reviewed beginning October 15, 2002. New applications will be 
accepted until the position ís filled. Candidates should submit a statement of interest, vita, 
and three letters of reference to: 

Chair, Luce Professorship and STIA Search Committee 

C/o Dr. Peter Dunkley 
Associate Dean for faculty Affairs 
Edmund A. Walsh School of Foreign Service 
301 ICC Bldg. Georgetown University, Washington, DC 20057 


Georgetown University is an equal opportunity/affirmative action employer. 


Lectu reship in 


Development Economics 
DEPARTMENT OF ECONOMICS 


£22°/2K ~ £34 K p.a. inclusive 


Vacancy 02-103 


Applications are invited for a Lectureship in Development Economics. 
Candidates should have specialist knowledge of Development Theory and 
Political Economy of Institutions, Knowledge of Asian or African economies 
will be an advantage, The person appointed would be required to contribute 
to teaching undergraduate and postgraduate courses, supervise research 
students, and undertake high quality research leading to academic and 
scholarly publications. 


Applicants should have completed, or be close to completing, e PhD in a 
field relevant to the post. The lectureships will commence on 1 January 
2003. The appointment will be made on Lecturer A or Lecturer B scale, 
depending on qualifications and experience, plus London Aliowance, 
Membership of USS will be available. informal enquiries to Department 
Head, Dr Massoud Karshenas: (Tel: 020 7898 4535). 


An application form and further particulars may be obtained from the 
Human Resources Department, School of Oriental and African Studies, 
Thornhaugh Street, Russell Square, London WC1H OXG. 

Tel: 020 7898 4132. Fax: 020 7898 4129. 
E-mail address: humanresources@soas.ac.uk 
CV's will only be accepted when accompanied 
by an application form. No agencies. 

Closing date: 29 October 2002. 


SOAS is an equal opportunities employer. 
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Afghan Assistance Coordination Authorit 


Afghanistan is being rebuilt... can you help the process? 


The Afghan Assistance 
Coordination Authority 
(AACA) has been established 


by the 


Government of Afghanistan 
to provide overall 


and to 





management of international 
assistance to Afghanistan 


gemere meme 


The AACA is the principle Afghan government 
agency responsible for coordination of assistance. 
Created by Presidential decree on 
1 April 2002, the AACA is now seeking to attract 
suitably qualified and experienced Afghan 
nationals who can make lasting contributions to 
their homeland's recovery and reconstruction. 
Applications are invited for the following positions:- 


Islamic Transitional 


Department Managers: Economic Analysis and 
Policy; Donor Aid Coordination; Implementation; 


Procurement; Administration and Finance. 
guide its effective 
Aid Tracking; 


Deputy Managers: Donor 


usage. Relations; Development and Humanitarian 
Funding; Programme/Project Management; 
Ministries and TA Coordination. 
Executive Officers: Economic Analysis; 





Monitoring and Evaluation; Aid Tracking; Donor 


| A Relations; AACA Projects; Sectoral and TA 
Coordination; Capacity Building; Public 
3 Administration; Procurement; Finance and 


| Accounting; Personnel Administration; Transport, 
i Logistics and Security; Accommodation; IT and 
| Communications; Translation. 


www.afghanaca.com 


Full job descriptions, including qualifications and 
experience requirements, for all of these 
positions are available on the AACA web site. 


The AACA offers competitive terms and 
conditions of service in Afghanistan that are 
comparable with the major international and 
non-governmental organisations. All positions 
are open to suitably qualified Afghans. 


The AACA also recruits Advisors to work in 
Government Departments and applications are 
invited from suitably qualified Afghan consultants 
possessing international experience, especially in 
public financial management. 


To register interest in a position, e-mail your 
CV direct to recruitment@afghanaca.com 
ensuring that you specify the post(s) applied 
for and giving full contact details including 
current residential location. 


AACA, Qasr e Gulkhana, Sadarat, Kabul. 
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MAKE A DIFFERENCE TO RESOURCE MANAGEMENT IN 
ASIAN UPLAND FARMING SYSTEMS 


The Centre for International Agriculture in the Tropics, CIAT seeks an 








Agronomist/Smallholder Technology Specialist 


to be based at the CIAT Asia Regional Office in Vientiane, Lao PDR. The position 
is responsible for implementing and managing a research project "Integrated Upland 
Agriculture Development using Participatory Approaches in China, Lao PDR and 
| Vietnam," in collaboration with IFAD and CIP. The project aims (i) to develop 
| approaches in introducing technology interventions that build on indigenous 
knowledge and (1) to increase the capacity of community and district extension staff 
to manage this process. CIAT offers an attractive internationally competitive salary 
and benefits package. Closing date for applications is 30 October 2002 









. For further information consult the web page at http://www.ciat.cgiar.org/jobs/ 








Senior Poverty Specialist 
£39,462 — £58,520 


At DFID, our central focus is on an international commitment to halving 
the number of people in extreme poverty by 2015 ~ through sustainable 
development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skilis, 

understanding and patience to even the most complex development activities. 


This is a demanding and challenging post. It provides an excellent 
opportunity for raising your profile and development experience in the 
World Bank and with DFID. 


Since 2000, DFID have been collaborating with the World Bank in indonesia 
to support the focus of their country programmes on poverty - and to help 
Indonesia's poverty reduction strategies and actions, 


Working in the World Bank, you will work closely with other donors 
to support Indonesia government, civil society and donor coordination 
efforts to foster both demand and ownership for the production, roll out 
and monitoring of a fully comprehensive, national and decentralised, 
framework for sustained poverty reduction and the development of effective 
planning and service supply for the poor and socially excluded groups. 





Specifically, that means facilitating quantitative or qualitative studies, 
assisting in the design of programmes, projects and monitoring performance 
against targets and negotiating and facilitating partnerships among 
stakeholders. You'll also ensure constant improvement by feeding back 
of information on the success of our initiatives. 


The work will involve encouraging strong institutional arrangements for 
poverty reduction - including working with government agencies and 
supporting initiatives that incorporate the views of poor households and 
build incentives and support for a framework for poverty reduction and 
multi-stakeholder involvement. 


it will involve facilitating a range of actions on poverty understanding and 
reduction with different stakeholders. The post will focus on pro-poor 
policy formulation, change management, social inclusion, governance 
and/or labour analysis, and public participation. 


This a senior position and will work within a World Bank team focusing 
on poverty reduction and social development. 







QUALIFICATIONS AND EXPERIENCE 


Bringing knowledge of best practice in poverty assessment and 
reduction, you will be familiar with the development of government 


C) 


TSVESWTOR EN PEOPLE 
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Indonesia — Poverty Reduction Partnership with the World Bank 


DCIVILSERVIGE 













THE CREME ALWAYS RISES TO THE TOP, 
SO WHY SHOULDN'T YOU? 


Looking for the way to achieve that higher level of income? If you're 
an international senior executive, over 40, and currently earning. 
$100K+ per year, we can assist you in attaining your goals. Resume . 
Broadcast international, will manage your career search with the. 
personal contact necessary for success. Our committment is not- 
just 40 hours per week, but 24 hours a day, 365 days a year. Don't: 
wait another minute, 
contact us and open the doors to opportunity today. . 


Resume Resume Broadcast international 


P.O. Box 6930, San Diego, California 92166, USA 
Droqdcast 


Tet: 619 224 9257, Fax: 619 224 92 
Ivonis hore: Email: 102224.3306 @ compuserve.com 
International : pusetve.ooff 
































policies and programmes to address poverty with a clear understanding 
of the social and political issues that determine ownership, and have a good 
historical perspective on change processes involving government and civil 
society combined with field experience of poverty reduction in a developing 
country; you will also have a post-graduate qualification in a relevant subject. 
You should have a demonstrated track record of policy development 
and supporting complex change processes. 


TERMS OF APPOINTMENT 


This appointment will be for a 3 year fixed term period, on Home Civil 
Service terms, and will be subject to a probationary period. The individual 
will be based in the World Bank office in Jakarta. 


The salary offered for the post will be £39,462 ~ £58,520 (UK taxable), 
and candidates should be aware that we expect people to be placed 
on the first point on this scale with salary increments each year. 
Additional allowances may also be payable. 


DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community. Selection is on merit. To work for us, you must 
be a national of a member state of the European Economic Area, a Swiss 
national, a citizen of the British Commonwealth, or have been granted 

refugee status (as defined by the 1951 UN Convention on Refugees) by the 

UK authorities. 


For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website, or alternatively call 01355 84 3428 
or e-mail: GroupSa2@dfid.gov.uk to request an application pack, 
quoting ref AH375/5/SS. 


Closing date: 28 October 2002. 


Working to eliminate global poverty and promote 
sustainable development 


Department for 
International 
Development 


DFID 


www.dfid.gov.uk 








/, PF | international 


P-E International Consultants Ltd is one of the leading providers of 
development consultancy services to the major international donors 
worldwide. To support a rapidly expanding workload we are looking to 
appoint an additional member of the East European team. The 
position is for a fixed term of one year, renewable for up to three years 
dependent upon our client's approval, with the potential to build a 
career in international development consulting. 


Programme Manager (E06) 


This UK-based position will support our Project Director for Europe in 
managing a large call-off contract on behalf of the Department of 
Trade and industry providing project management for the UK's 
Programme assisting the economic restructuring of Nuclear Cities in 
Russia and Central and Eastern Europe. Candidates will have at least 
five years’ experience in programme management or local 
economic/private sector development, preferably overseas working on 
UK government or European aid projects. Experience working in 
Eastern Europe would be an advantage. Preference will be given to 
those candidates with degrees in business administration, economics 
or development policy, but candidates with a technical background 
may also be considered. Excellent team-working skills, strong 
organisation skills and an ability to meet tight deadlines and deliver 
projects in line with client expectations will be essential. The position 
is UK-based with regular international travel. 


interested candidates should send their CV with covering letter 
detailing salary expectations by Friday 18 October 2002 quoting job 
reference number to: 

Ms Chris Fittus, P-E International Consultants Limited, Thamesfield 
House, Boundary Way, Hemel Hempstead, Hertfordshire, HP2 7SR. 
Email: chris.fittus @ p-einternational.com fax: 01442 219886 


www.p-einternational.com 


Call for Competitive Bidding 


l WAREHOUSE RECEIPT PROJECTS 


The Common Fund for Commodities invites bids to carry out the 
evaluation of one or more of five projects aiming at introducing 
structured finance systems for trade based on inventory credit in the 
commodity sector. The projects relate to: 


Cotton (Uganda and Tanzania) 

Coffee (Uganda, Tanzania and Zimbabwe) 
Cocoa (Côte d'Ivoire, Nigeria and Cameroon) 
Grains (Ethiopia, Ghana and Zambia) 

Grains (Russian Federation) 


For projects 1 to 4, a mid-term evaluation shall be performed and 
. for project 5, a terminal evaluation. 


Detailed terms of reference can be accessed from the CFC web 
— Site: www.common-fund.org under “Consultancies”. 


Interested consultants or consulting companies should submit 
. bids outlining proposed methodology, work programme, time frame 
- and budget, providing CVs of persons involved, details of past 
experience and corporate profile. The offers should be sent to the 
address given below so as to reach on or before 1 November 2002. 


The Managing Director 
Common Fund for Commodities, 
P.O. Box 74656. 
1070BR Amsterdam, 

The Netherlands, 


Fax: +31-20-6760231 
Email: managing.director&common-fund.org 





NUFFIELD COLLEGE 


Postdoctoral Prize Research Fellowships 


in Social Sciences 


Nuffield College intends to appoint, with effect from 1st October 2003, a number of 
Postdoctoral Prize Research Fellows, whose responsibility is to engage in 
independent scholarly research. The main interests of the College are in Economics, 
Politics and Sociology, but these are broadly construed to include, for example, social 
science approaches to history, social and medical statistics, international relations, 
social psychology and social policy. 

Applications are invited from graduates of any country wishing to undertake research 
in any area of the social sciences except Economics, for which there is a separate 
competition, (Those wishing to undertake interdisciplinary research which includes 
Economics may apply for either or both competitions.) 


Candidates should normally, by 1st October 2003, have completed, or be close to 
completing, a doctoral thesis. To be eligible, candidates should not, by that date, have 
spent more than a total of eight years in postgraduate study in the social sciences, 
and/or in employment in a teaching or research post in the social sciences, nor should 
they have previously held a research fellowship similar to that advertised. 


The Fellowships are to be taken up on 1st October 2003 and cannot in general be 
postponed. The appointment will be for two years, extendible for a third year provided 
a doctorate is completed within an appropriate time. 


The salary scale for Fellows with a doctorate is from £16,424 p.a. Fellows who have 
not yet completed their doctorate receive a grant of £9,023 p.a, Fellows receive free 
single.accommodation in College or a Housing Allowance of £4,017 p.a. Child support 
funds are available. Each Fellowship includes a £2,046 research budget under the 
control of the Fellow. 


Further particulars and the application form can be obtained from the . 
College web page: http://www.nuff.ox.ac.uk or from the College Secretary, 
Nuffield College, Oxford OX1 1NF. E-mail: college.secretary@nuf.ox.ac.uk 
Applications must be received by 8th November 2002. 


The College exists to promote excellence in education and research, 
and is an equal opportunities employer. 


Call for Competitive Bidding 


CONSULTANCIES 


The Common Fund for Commodities (CFC) is calling for 
bids from experienced consultants to undertake the following 
consultancies: 


1. A study of the potential of sustainable management of 
Non-Timber Forest Products (NTFPs), including its 
socio-economic benefits, in Cameroon, Congo, Gabon 
and the Central African Republic. The consultant(s) 
must be able to work in both English and French 


. An ex-post evaluation of the project: "Development and 
Promotion of Value-Added Meat Products in Sub- 
Saharan Africa". 


Further details can be obtained from the CFC website 


Offers should be sent by 1 November 2002 to: 


The Managing Director 
Common Fund for Commodities, 
PO. Box 74656. 
1070BR Amsterdam, 

The Netherlands, 

Fax: +31-20-676 0231 





The | Economist October 5th 2002 











OFFICE of the 
RAIL REGULATOR 





IT ECONOMIS 


London EC1 - £19,289 - £21,218 





Do.you want to be a professional microeconomist? Are vou interested in learning more about competition, finance and industrial 
economics? Do you want to help develop and enforce competition policy in a key sector of the economy? 


The Office of the Rail Regulator (ORR), one of the UK's independent economic regulators, is looking for an Assistant Economist 
to join the Directorate of Economics and Finance. You will be part of a team that provides the economic and financial analysis which. 
underpins the Regulator's work in the rail industry. Although you will work largely on competition issues, undertaking perio that 
will underpin policy development and form an important part of investigations under the Competition Act 1998, there will also be 


opportunities to get involved in financial and regulatory economics. This might include setting access charges, overseeing « allocation. i 


of scarce capacity amongst users and helping to ensure that investment takes place in a timely and efficient manner. 


The successful candidate will be expected to apply their knowledge of economics across the full range of the team's mane : 


To be successful you will have a degree in economics or related discipline, with a good understanding of microeconomics in. 
particular, The chosen candidate should also have good communication skills and a flexible approach. Courses in industrial. | 
organisation and an interest in competition issues would be an advantage. 


This is an excellent opportunity to gain experience of real-life economics in a high profile sector, and to contribute to am 


innovative regulatory agenda within a small but dynamic team. The ORR is keen to fill this position immediately. 


The appointment is permanent and will be based in London EC1. Starting salary will be between £19,289 - £21,218 but more | 


may be available for an exceptional candidate. Other benefits include 27 days’ annual leave (rising to 30 after 3 years service), s 


an interest free season ticket loan, flexible working hours, subsidised gym membership and a generous pension. 


For further details and an application form, please contact Capita RAS, Innovation Court, New Street, Basingstoke, Hampshire 
RG21 7JB, or telephone 01325 745170 (24 hours), or fax 01256 383786/383789. Internet: www.capitaras.co.uk Please quote 
reference number B6800, You must be a British citizen, Commonwealth citizen or a national of a state within the EEA, and you. 


MESSA 


must be free to work and reside in the UK without restriction. Your application must be returned to Capita RAS by the closing. f oS 


date of Wednesday 23 October 2002. Interviews will be held on 6 November 2002. 


Further information about the work of the ORR can be found on our website www.rail-reg.gov.uk 


The ORR is committed to equal opportunities. We welcome applications from candidates regardless of gender, ethnicity, o f 


disability, sexual orientation, religious belief or any other irrelevant factor. 


C) 


INVESTOR IN PEOPLE 


NUFFIELD COLLEGE 


OXFORD 


Postdoctoral Prize Research Fellowships 
(PPRFs) in Economics 
Start date 1st October 2003 


* Postdoctoral salary starts at £16,424 p.a. (Predactoral arant of £9,023 p.a.) 

* Research budget £2,046 

* Free single College accommodation or £4,017 housing allowance 

* Child support funds available 

Nuffieid College seeks PPRFs in Economics, whose responsibility is to engage in 
independent research in any area of Economics, PPRFs have no teaching or 


administrative obligations, though they may etect to run a seminar series, give a short 
lecture course or organise a conference, 


Graduates of any country are eligible. 


Candidates should, by 1st October 2003, be close to completing a doctorate. 
Candidates must not have spent more than eight years in postgraduate study, 
teaching or research in Economics. 


The appointment will be for two years, extendable for a third provided a doctorate is 
completed within an appropriate time. 


Further details and application form from http://www.nuff.ox.ac.uk or 
Economics Secretary, Nuffield College, Oxford OX1 INF, UK (e-mail: 
economics.secretaryGnuf.ox.ac.uk). Deadline: 8th November 2002. 


The College is an Equal Opportunities Employer 





“The Economist October 5th 2002 - 





MIA AE Mb Sara hr Are P eM Vari rp 


Tenders 


CAPITA RÁS | 


www.capitaras.co.uk 
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United Nations Development Programme 


CALLS FOR CONSULTANCY COMPANY PROPOSAL 


CAPACITY BUILDING FUND: p 
CONSULTING SERVICES FOR DEVELOPING THE CAPACITY 
OF THE SERBIAN PRIVATIZATION AGENCY'S 
AUCTION DEPARTMENT 


Within the framework of the Capacity Building Fund, the objective of th 
project is to create in the Republic of Serbia a viable private sector, increas 
investment and productivity and raise medium and long-term employmei 
opportunities, through supporting the effective and transparent privatizatio 
of small and medium sized socially owned enterprises. UNDP wishes to. 
engage a foreign consultancy firm to assist the Serbian Privatization Agenc 
(SPA) in developing systems, functions, roles and procedures, and i 
designing and implementing socially sustainable policies and strategies. — 





Suitably qualified companies (single or associated) meeting the requirements. 
set forth in the Terms of Reference (TOR) wishing to be considered are: 
invited to lodge their proposals with the Capacity Building Fund in the UNDP. 
Office in Yugoslavia, internacionainih brigada 69, Belgrade, attention Mr. 
Michel Michaan, Operations Manager a.i., no later than 12,00 hours on 17 
October 2002. Detailed TOR and Request for Proposal are available at the 
UNDP web site: www.undp.org.yu 






-ear -—— - 4 J [CANAD NADA. 
OFFSHORE 
TAX-FREE 


Companies world-wide 





WWW.aükcanada.com 
Free online consultation, 24 hours per dax, F days per week 
Canadian Enregration Lawyers 


250 Morten Street, Nune 4062, Tineo, Onkirio, MAS 181 
Tél. va Q1 416 482 3387 Fas. ss HA A2 947 








Formation and administration of 
[ l companies, opening of bank accounts 
telfaxémail forwarding service 


UNITED KINGDOM 
LONDON 
LAVECO Ltd. 












Offshore Corporations 
















E Tei: +44-207-556-0900 

cT] Fax: +44-207-556-0910 Bank A/Cs, Credit Cards 

Psp E-mail: london? laveco.com 

= por Te H IUNGARY M MEE ww, GLOBAL-MONEY com 
Mon [] gmc&slobal-monevy.com 


Tel: 436-1-217-96-81 
Fax: 436-1-217-44-14 


Re Fax: #37 20-5241 407 
mp] E-mail; hungary@laveco.com 
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Dcum ROMANIA | 
2 Tel: 440-722-326-329 y: " " 
CT] 2 High Level Gov, Adviser 
AU Fax: +40-21-3 3-7177 7 g 
ri [ E mail: romania(? favecc COLON é Economic Development 
ue 1 Diei d: e a. = Is looking for new opportunities, Currently working 


i Central Asia as Resident Representative and 
Government Adviser for one of the biggest bilateral 
Government Organizations, Strong knowledge in 
Project Management, Economic Development and 
Economic Cooperation. PhD in Business 
Administration. Vacancies from both Development 
Sector and Industry/Business are welcome. 
Please contact: govadvise€ yahoo.com 


"YPRUS 

S Tel: 4357-24-636-919 
E Fax: 4357-24-636-020 
E-mail: cyprus@laveco.com 





. Appointments 


SCHOOL OF SOCIAL SCIENCES 





Professor of Econometrics 


Applications are invited from econometricians, theoretical or applied, for 
this newly established chair. Outstanding research achievement and 
research leadership is expected of the new appointment. This new 
position is seen as a crucial part of the strategy to build upon and 
develop the research potential of the department and to enhance its 
international reputation. It is envisaged that the person appointed will be 
in post in September 2003. 


Informal enquiries can be made to the Head of Department, 

Dr David Dickinson, email: d.g.dickinson@bham.ac.uk 

tel: 0121 414 6740, the Director of Research, Professor Jayasri Dutta 
email: j.dutta&bham.ac.uk or the holder of the existing Chair of 
Econometrics, Professor Robert Taylor email: r.taylor&bham.ac.uk 


Further details and the procedure for applying for the post 
can be obtained from Sally Johnson, Personnel Services, 
The University of Birmingham, Edgbaston, Birmingham 

B15 2TT. Tel: 0121 415 8116, fax: 0121 414 7043, 

e-mail: S.AJohnson.1@bham.ac.uk or web: 
(http://www.bham.ac.uk/personnel/). 


Closing date for applications is 25 October 2002. 






THE UNIVERSITY 
OF BIRMINGHAM 


Working towards Equal Opportunities 
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Banks, Trusts, Foundations | 














Do you want your work published? 
We offer publication packages inc. i 'FRONT 


edit, design, print & distribution. 
PUBLISHING 


See your book listed on Amazon.com. 103^ | 
Call now for a free brochure. +44 (0)870 331 3341 
www.upfrontpublishing.com 
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Tenders 


REPUBLIC OF MALI 


MISSION DE RESTRUCTURATION DU SECTEUR COTON (MRSC) 
COMPAGNIE MALIENNE POUR LE DEVELOPPEMENT DES TEXTILES 
(CMDT) 


SALE OF ASSETS BY THE CMDT IN THE OHVN-KITA AREA 
TO CREATE A NEW PRIVATE COTTON COMPANY 


CALL FOR TENDERS 


Pursuant to the action plan detailed in the Cotton Sector Development 
Policy Letter (LPDSC), the Government of the Republic of Mali has decided 
to prompt the creation of a new Cotton Company in the OHVN and Kita 
areas. The new Cotton Company will take over the industrial assets 
currently held by the CMDT in these areas. 


The CMDT assets to be purchased by the new private cotton company are: 


* The Ouelessebougou ginnery (buildings, installations and equipment). 
The factory is located in the OHVN area. Currently under construction, 
it is nearing completion. It will have a daily ginning capacity of 320 
tonnes of cottonseed. 

* The Bamako ginnery (buildings, installations and equipment). The 
factory is located in the OHVN area. It has a daily ginning capacity of 
104 tonnes of cottonseed. 

* The Kita ginnery (buildings, installations and equipment). The factory is 
located in the Kita CMDT area. It has a daily ginning capacity of 320 
tonnes of cottonseed. 

* The building housing the CMDT's Kita regional headquarters. It is 
located in the city of Kita. 

* The other buildings and installations located in the Kita CMDT area 
(stores, ZAER housing facilities, etc.). 


The surface areas exploited for the cultivation of cotton in the factories' 
supply zone are of: 40 254 hectares for a production of 35 553 tonnes of 
cottonseeds in the OHVN area and 34 378 hectares for a production of 
36 042 tonnes of cottonseeds in the Kita area (2001-2002 crop year). 


This call for tenders is addressed in priority to strategic investors with a 
proven experience in agribusiness, outgrowers support and marketing in 
the cotton sector or in other tropical agro-industrial sectors of activity. 


The tender documents will be available as of 30 September 2002. 


The tenderers will have to meet eligibility criteria based on their references 
and experience in the management of similar agro-industrial complexes, 
their financial statements, their business ethics and the absence of conflicts 
of interest. A list of eligibility criteria is available from the contacts mentioned 
below, 


The tenderers will have to visit the assets for sale and will be able to 
participate to the visit organised by the government during the week of 
21 October. 


The tenderers’ eligibility document will have to reach the MRSC at the 
address indicated below at the latest by 31 October 2002 at 10:00 am. The 
tenderers’ representatives will be invited to assist to the opening of the 
eligibility document, which will take place on 31 October at 10:05 am in the 
offices of the MRSC. The tenderers will be informed of their eligibility on 
8 November and eligible candidates will be invited to submit a technical 
proposal for 25 November 2002. 


In order to obtain the tender documents, please contact the persons listed 
below. A non-refundable check of FCFA 600 000 (or EUR 900) to the order 
of the Mission de Restructuration du Secteur Coton and the signature of a 
confidentiality commitment will be required. 


MISSION DE RESTRUCTURATION DU SECTEUR COTON 
-Mr N'Fagnanama Koné / Mr Yaya Coulibaly 
462, Avenue Moussa TRAVELE 
Quartier du Fleuve - Bamako B.P.: E 368 
Tel: (223) 223.86.14/ 223,886.15 
Fax: (223) 223.86.15 
e-mail: mrsc€ datatech.naet.mi 


SOFRECO 
Mr Philippe Thevenoux 
92-98, bd Victor Hugo 
92115 Clichy ~ France 
Tet; (33) 1 41 27 95 95 
Fax: (33) 1 47 37 96 20 
e-mail: pih &sofreco.com 
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M&A ADVISORS 


TO THE SOFTWARE INDUSTRY 
914.674.0220 
sterne@attglobal.net 
HIRE THE MOST EXPERIENCED 
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BECOME A SUCCESSFUL 
CONSULTANT IN YOUR 
OWN FIELD 


For free details contact 
The Consultants Institute, 
245 NE Hh Avenue, Suite 102 Delray Beach, 
FL 33483, USA. FAX 561-278-5929. 


www.americanconsultantsleague.com 
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Readers are Recommended 


lo make appropriate enquines and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 
advertisement, The Economist Newspaper 
| Limited shall not be liable to any person for 
ines or damage incurred or suffered as a 
result of his / her accepting ar offering to 
accept an invitation contained in any 
advertisement published in The Economist, 











" "$ SWITZERLAND 

Lake Geneva & Alps 
Attractive properties, overlooking views, 1 to 
5 bedrooms, from SFr 250000. Sale to Non- 







Swiss citizens authorized. Leading company 
established in 1975. Experience. Discretion. 







REVAC S.A. 


52, Montbrillant, CH-1211 GENEVA 2 
Tel, +441 22/734 15 40, Fax 734 12 20 
WWW.revac.net 









90-100 Sydney St, Chelsea, 
London SW3 GNU. 

Tet: +44 (0) 20 7352 2274 
Fax +44 (B) 20 7795 0016 
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* Protecting your wealth 


Works of art have been manifestations of wealth since ancient times. 
The presumption has been that these holdings were maintained either 
for true love of art or conspicuous consumption, without regard to the 
conservation or enhancement of capital, Nonetheless, in view of artists' 
limited lifetime production. of these works, combined with the 
collector's willingness to "pay up" for quality, a market of generally 
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rising prices has long existed for these objects. This conference 
addresses whether these "beautiful assets" have also been a good 
investment. New research considers whether this asset class can be 
made available to individuals with adequate means that allow 
investment but not at the rate of a million dollars per commitment. And 
there is the question of whether investments in objets d'art improve 
asset diversification and portfolio efficiency. The conference also 
considers the main determinants and predictability of artist reputation 
and fine art prices. This conference brings together a group of the 
world's leading academic experts in this field to address these and other 
questions of interest to both the financial and art communities, 
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Output, demand and jobs 




































































: . . % change on year ago 
Most stockmarkets hit new five- or six-year TEPA itl jie tesnanibeal —— T 
lows before bouncing back briefly. At its low GDP GDP forecasts produco. voine] % rate 
point, Germany's Xetra DAX index showed a iqtr* 1year 2002 2003 latest latest latest year ago 
loss of 66% from its peak in 2000. Australia — — «24 +38 02 +38 +35 +43 0  *63 Q2 6.2 Aug 6.8 
Austria na +04 Q2 +07 +19 *2.2 Ju ^ = 02 Jun 42 Aug 36 
America’s ISM survey of purchasing manag- Belgium — 1 — *0.8 +03 Q2 +06 — «20 +38 Ju — - 42 Jun — 12.0 Sept 11.7 
ers fell to 49.5 in September, from 50.5 in Britain o $24 +13 G2 +16 +27 ^ -25 dul +50 Ag — 52 X 51- 
August. This is the first time since January Canada — — $43 +32 Q +33 +33 +13 Jm  —*63 un — 75Aug 73 
that the index has dipped below 50, and it Denmark ——— *44 +22 Q — *17 +21 ^ = 16 Ju +44 un — »1Ag 51 
suggests that factory outputis contracting D E ee CURE e a SOM. NOM S. 
: : : Germany — t1 O91 MTM VV LES I OIÉLiEk UE LLL EE AU s 9.9 Aug? — 9.3 
again. Motor vehicle sales, previously Italy ERU TUR E 
boosted by zero interest-rate loans, slumped Japan s Y^ i l ; Ur ee SAEC a ae 
by 13% in September. Netherlands — « 0.5 — nil Q2 +06 — «18 —  -30 Jun +32 JW 23 Aug" 20. 
Spain _ 11.3 Aug 10.6 | 
Euro-area manufacturing may be sliding Sweden +24 +21 0 +18 +26 -13 Xn +47 (41 Augt 43 
back into recession. The Reuters/NTC pur- Switzerland +04 -04 Q2 +03 +16 > -20 0  - £17 JO 2. Augt 17 
chasing managers’ index fell from 50.8 to United States — « 1.3 +22 Q2 +24 +28 — ^ * 0.4 Aug —— * 6.1 Aug 5.7 Aug 4.9 
48.9 in September. The European Commis- Euroarea — * 1.4 +06 Q2 +08 +20 705 Ju _ *14 Ju 3— 83Ag $80 
sion's com posite index of business and con- "% change at an annual rate. tNot seasonally adjusted. May-July; claimant count rate 3.1% in Aug. SEU harmonised rate 8.3% in Aug. 
sumer sentiment in the euro area recovered i cia 
slightly in September, but by less than ex- E 
pected. Businessmen remained particularly Prices and wages 
gloomy. The euro area's jobless rate re- du M LL eroon 
mainedat 8.3% in August, but recent lay-offs Consumer prices consumer prices forecast Producer prices Wages/earnings 
suggest that it may soon rise. Despite slug- “latest yearago 2002 2003 | latest — yearago latest yearago 
gish demand, the EuropeanCentralBankwill ^ Australia — «2.8 Q2 +60 ^ «28 +25 ^ -11 Q +56 +37 02 +44 
beinnohurrytocutinterestrates:inflation Austria £1.99 Aug  *25 *17  *17 -0.6 Ag +17 +23 Aug +29 
rose to 2.2% in September—above the ECB Belgium — — - * 13 Sep +23 +16 _ +15  , *08 Ag -140 +26 02 +26. 
target. Britain tag +21 +19 +24 + 0.3 Aug +02 +40 Ju +46. 
Canada 26 Aug +28 +20 +25 ,. * 0.4 Aug +08  * 30 Ju +16. 
; 1 : Denmark + 2.3 Au + 2.5 * 2.3 + 2.0 ~ 0.3 Au * 1.5 +37 Q2 +47 
Ind ustrial production rose by 1.9% in Japan Pane o eem ae 54 719 vice FEE [MD MNA Boe os TERIS n a T 
in the yearto August. Butthe Bank of Ja- Germany — «11 Sep +21 #2414 «1l “06 Au 159 «21 ue 
pan's September Jankan survey of companies Italy +26 Sp +26 +24 +19 +02 Mg +12  *2.5 Mg *25 
suggested that Japan’s recovery may be fal- Japan — - 0.9 Aug -07 ^. -09  -06  .-13 Aug nml  -34 Ag -13 
tering. Among businessmen, pessimists still Netherlands — — *33 Mg *47 — *37 +24 + 0.2 Aug +18 +31 Aug * 5.0 
outnumber optimists by a wide margin. Spain — — 3.6 Ag *37 — *33 — *26 — *0.8 Mg — *16  *40 Q +34, 
Sweden — Lot 20 Aug * 333 € 23 /— * 20 — 03 Aug *15 +23 Ju — «2.6 
—————— Switzerland == * 0.5 Sep +07 — *07 +10  — -14 Aug  -02 42.5200 41.3 
Data on more countries are available to United States + 1.8 Augg + 2.7 + 1.6 + 2.2 ~ 16 Aug + 2.0 + 3.1 Aug + 4.1 


subscribers on www.economist.com Euro area — — * 2.2 Sep +22 +22 +16 -02 Ag * 1.7 +33 + 28 
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Economic and financial indicators 























Money and interest rates | The Economist commodity price index 





19954100 
Money supply" Interest rates % p.a. (Oct 2nd 2002) . % change on 
% change on yearago  3-mth money market 2-year 10-year gov'tbonds ^ corporate Sep 24th — Oct 1st ied pe | 
marrow broad ^ latest — yearago gov't bonds latest — yearago — bonds airig ^ 7777777000000 — 
Australia —  - 4.2 + 8.8 Aug pola eat en 4.92 NEN ees 4.88 ^ 3.46 5.42 ONT STRNEER 6. 68 All items 74.8 74.3 + 0.7 +16.7 
Britain — — + 8.60 — * 5.8 Aug 388  — 444 — 354 | 4455 LLL OMNE DD po DEM" a ae Ay 
Canada — — «162 — * 7.3 Aug — 2.77 &— 2.99 — 331 — 496 — *' C ET ME CE rete aaa aie 
Denmark + 6.3 — *70 Aug — 345 3.90 356 — 5. 456 — 4.86 — 686 M 
Japan 3315 = + 3.5 Aug 001  — 001 0.00 113 138 120 y ——— nn ee a 
Sweden «22 +62 Jun 4.01 3.65 4.19 4.86 5.10 Ur PU ec flanc ul a 2D 
Switzerland «120 +58 Aq 0J5 222 115 25] 3145 37g sMO . — $845 «à 6045 — -i2 *18 
United States + 32 +83 Aug 1.70 245 175 370 448 620 Sterlingindex "P 
hmaul 78 1104 3H 38 344 es SH Mim 758. 76 04 90. 


i ~ ees | —  Euroindex 
*Narrow: Mi except Britain and Sweden MO, broad: M2 or M3 except Britain M4. Germany for bonds. Benchmarks: US 30-year 4.72%, Japan 


No.242 1,14%, Central bank rates: US fed funds 1.75%, ECB refinancing 3.25%, BOJ overnight call 0.002%, BOE repo 4.00%. Sources: All items — — 100.3 &— 99.33 ^— *20 «*86 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Warburg, DRI-WEFA, Westpac, Thomson Yen index : 





Datastream, Rates cannot be construed as banks' offers. All items 98.2 97.0 +54 — BA 
Gold aU 
Stockmarkets PED ioa Le 0D o EM unte a 
Market indices West Texas Intermediate : 
% change on $ per barrel — 30.8& — 3077 — +10.8 1380 — 
2002 nA record Dec 31st 2001 * Provisional. T Non-food agriculturats. ; 
Oct 2nd high low week high in local in $ 


OMS NUN OA E RUNI HD DICIS 11,115 DINI LL 
3,440.0 — 2,928.3 + 0.2 -142 -121  - 6.6 


Australia (All Ordinaries) 2,951.8 





Austria (ATX) — — — 1,078.0 1,3572 1049.2 ^  * 15 ^  -359 ^ - 55 +45 
Belgium (Bel200 1,949.9 — 2,899.8 1,8375 + 32 ^  - “47.0 -29.9  -225 — 
Britain (FTSE 100) — — 3,9052 5,3238 — 3,6713 ^ ^: a cg -43.6 —  -25.2  -195 — 
Canada (Toronto Composite) — 6,100.7 — 7,958.1 6,068.9 ^—— z 10 464 -20.)  -200 d 
Denmark (KBX) — — — 162.4 233.44 ^ 1583 - 0.22 ^  -462 -278  -201- 
France (SBF250) — — —— 1,964.5 3,0819 1,8670 -41 -55.3  -341 7271 
,..NM40) o 2,940.8 — 4,688.0 27428 +536 — -57.5 7364  -297 
Germany (Xetra DAX)  — 2,926.7 — 5,462.6 — 2,7609.0 0 - 1.2  . 63.7 ^— -433  -375.3 
Italy (BC) —— —— 10265 — 1,5130 — 1,0044p5 ^ — nit —  -530 ^  -28.44 - 20.8 
Japan (Nikkei 225) 9,049.3 11,979.9 9,049.33 — - 1.33 ^ -76 ^ -1&42  - 86 - 





Netherlands (AEX) — — — 317.4  — 5312 ^ 2938 ^ « 5.8 -548 -374  -30] 
Spain (Madrid SE) — — 593-4 848.1 570.5 + 28 ^  -48.2 -280  -204 
Sweden (Affarsvarlden Gen) 133.9 — 236.8 —— 130.3 —  * 0.1 — | ~66.6  — -42.22  -341 
Switzerland (Swiss Market) 4,848.7 6,694.1 — 4,5614 +44 -424 ^ -244 -154 
United States (DJIA) — — — 7,755.6 10,635.3 — 7,5919 —  - 11 -3318 -226 - 22.6 
.... .(S&P500) ^ 8259 11725 ^ 1971] ^ - 14 ^ -498 ^ -2719 - 27.9 
(Nasdaq Comp) 1,187.3 2,0594 1,1721 ^ - 29 ^ -765 ^ -391  -391- 
Europe (FTSE Eurotop 300)" ^ 856.9 1,279.7 ^ 8086 ^ * 44 ^ -4927 ^  -320  -249 
Euro area (FTSE Ebloc 100)" — — 699.3 — 1,125.1 — 657.1 — + 43 —  -549 ^ -371 -30.5 
World(MSC! O 750.2 — 1,0244 7348 +04 —— -482 na  -252 
World bond market (Salomon)? 497.9 504.2 ^ 4303 ^  * 03 - 12 ^ na +133 — 


Trade, exchange rates and budgets 








Trade balance*, $bn Current account — < , Exchange rate Currency units Budget 
latest 12 $bn The Economist poli trade-weighted! per per per per balance .. 
months latest 12 mths % of GDP, forecast Oct 2nd year ago $ £ euro Y100 % of GDP 
a ee cdc nse te hi naan OOS AN... ee sa Otad yearago 2 a gt (ooa 
Australia —— — - 17 ug - 116 RB 73.1 68.7 — 184 201 — 2.88 181 149 ^ ^^ 01 
Austria —— — — - 14 imn o — - 0.9 Ju — - 16 — -17  — na 1004 — 102 ^ 109 . 159 ^ - 082 ^ 08 
Belgium £147 Jul — —  * 118 Ma +50 — *51 — — 1 na — 994 102 109 159 ^ - 0.82 ^ ^. ml 
Britain —  —  — - 449 Ju — - 25,8 Q2 — -2.31 ^ -2.0 ^ 106.9 1064 ^ 0.64 0.68 ^  - 0.63 052 ^ 08. 
Canada +343 X —  — *121 Q +20 +22 754 764 — 1458 1457 2.48 1.56 129 ^ : 10 
Denmark — —— * 7.1 Xi — — * 33 X +22  ^*20 ^ 1029 1013 — 7.54 — 8.08 — 11.8 7.43 613 ^. 22 — 
Frame — + 10.2 X — — £273 A — *17 +16 | na — 102.0 — 102 — 109 159 ^ - 082 20 
Germany . #104.5 Ju — — * 302 X — «14 — «11 ^ na 991 ^ : 102 109 ^ 159 ^  - 082  -28 
Kay — — — * 9,8 un — — - 32 Àn — ni —— -0.  — à na — 728 — 1402 — 109 — 159 — - 0.82 Iá 
Japan — — *838 Xi — — *1109 Ju — 428 — «28 1313 1382 — 123 121 — 193 121 — -— ~ 78. 
Netherlands + 25.0 Ju — — — : t 27 Q2 +35 +36 ne 984 .—  . 1.00 — 1.00 — 1.59 BOWEN, s 1,1082 . . 01. 
Spain — — -367 3t — — -153 Jm — -19 ^ -16 nma 2745 102 ^ 109 159 ^ - 082 «X -03. 
Sweden — — — * 146 Ag — + Bi Ji — «33 +34 ^ 78B1 — 718 ^ 9.1 106 1&4 9.07 7.48 ^ 21. - 
Switzerland + 3.5 Aug —  *227 Q2 — 103 «103 — 1148 1119 Z ç 148 — 1.61 — 2.32 146 120 «^ — na 
United States -438.5 Jul -428.8 Q —-47  Z-49 | 114.6 173 —^ ^ - - 157 098 081 ^ 4/^ 10 
Euro area + 81,3 Jul + 27.5 dul + 0.5 + 0.6 81.8 79.8 1.02 1.09 1.59 - 0.82 -1.5 


IMMANE or e emm etr E RAT ttem id ovre meos Nolo E NR WINS ARA aU rt nA Imm DotA SA Ad der een t a a aaa a i a aas RÀ P&P NN Pea RU RO rr e rà Pr m er e fee Mere rrr e her i e i e a yt SP Mt a tA lL AAA LUAU Heart ettet ote ote mnes ra UU Trey rne ms e Ab de de ri f Aa BA at — 


* Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. 11990-100, Bank of England. OECD forecast. SNew series. 








Üverview 


Argentina's trade surplus roseto $14.1 bil- 
lionintheyearto August. But this was driven 
by collapsing imports, which fell by a huge 
58% from their level of a year ago, rather 
than by rising exports. Exports actually fell 
by 15% over the same period. 


BrazilUs trade surplus is also breaking re- 
cords. In the year to September, the trade 
surplus reached $9.2 billion, compared with 
a deficit of $0.2 billion a year earlier. 


Emerging-market indicators 












































Economy 
% change on yearago  ć  ž Latest 12 months, $bn - Foreign 
GDP Industrial Consumer Trade Current reserves” 
production prices balance account $bn, latest 
China 480 @ ^. +12.7 Ng /—  - 0.7 Aug — | +29.1 Aug — *17.4 2000 246.8 Jun 
HongKong — . «05 wc —— -1i2 02 ^ ^—-33 Aug — - B. Aug — *15.7 Q2 — 112.3 Aug 
Inda — — £60 q 6; £64 3 — * 39 Aug — — - 5.1 Aug +20 @ — 58.3 Aug 
Indonesia — ^— +3.53 q —  -138 m — 410.1 Sep +26.6 Aug — * 6.1 Qi — à 29.3 Aug 
Malaysia — — +38 a — | *6.9 Ji — *2.1 Aug —— — *12.8 Aug +69 Q 5 33.0 Aug 
Philippines — — +45 Q2 2. +64 Ju — *29 Ag — +28 Ju + 63 Jun — — 13.6 Aug 
Singapore — — * 39 02 ^ .*158 Ag — - 0.4 Ag — — * 05.9 Aug +17.5 02 — 809 Aug 
South Korea +63 02 | + 8.5 Aug — , * 3.1 Sep ——  * 9.9 Sep — * 5.5 Aug — 116.5 Aug. 
Taiwan — —  $s30 à —— *5.8 Aug — — - 0.3 Aug — *18.6 Aug +24.8 Q2 — 156.4 Aug 
Thailand *5.1 02 +11.4 Aug + 0.4 Sep + 3.6 Aug + 6.3. Aug 37.7 Aug _ 
Argentina -13.6 @ — — - 9.2 Mg #3605 Au — — *14.1 Aug +39 029.2 Aug 
Brazil +10 ee £33 gut *75 Ag /—— *9.2 Sep — -15.2 Aug — 37.6 Aug 
Chile —— . A 0 — — à -10 Mg — +22 Mug — +24 Aug — - 0.6 2 7 15.0 3 
Colombia — ^ «2.2 Q2» ^ - 1.2 Jun — — * 6.0 Aug ——  * 0.5 Ju — - 14 @ — 10.6 Aug. 
Mexico — +21 2 o +19 » 9: *5.8 Aug — 79.0 Aug — -16.3 Qo o o 46.1 Sut 
Peni NRI *38 m  —d68 J 0*0 Sp — +02 Ji - 10 @ ^ 9.5 ^g 
Venezuela — — - 9.9 de —  -17.1 Jun  — *282 Sep —— * 85 qd» — * 19 a — 7.6 3m. 
Egypt — — 1 *49 2011. * 7.8 2001} * 2.6 Ji — — - 7.9 Jum — | nil a2 —— 12.6 May. 
Israet o ooo Li] o o -18 Jt +62 Ag ` ~ 6.1 Aug -23 Q0 24.5 Aug. 
South Africa +22 Q2  — t78 Mo - +11.6 Aug + 3.4 Awg 703 2 6.0 ^g 
Turkey +82 ü2 +12.3 Jul +40.2 Aug -10.9 Ju +15 Jul 25.1 Aug 
Czech Republic — * 2.5 o — 1 +10.8 Jt — *0.66 Aug /— 53-23 Aug /—-23 @ —5 21.6 Aug 
mungaly ood o SC pod mu - 090. 960 NE. 6s Md - Iu A. 
Poland — |. +08 uq —í- Lii Ag + 12 ^ $8 —10.3 Aug — ~ 6.4 Aug — 28.3 Aug 
Russia +41 Q0 * 3.4 Aug +15.2 Aug +42.4 jul +28.3 Q2 40.6 Aug 
*Excluding gold, except Singapore; IMF definition. fear ending June. 
Financial markets 
u Currency units Interest rates — Stockmarkets — “fo changeon - 
per $ per£ short-term Oct 2nd | Dec31st2001 — 
“Oct 2nd year ago Oct2nd. % p.a. one “in local ing 
week currency terms 
China 8.28 8.28 13.0 na 1,650.5 - 1.0 - 3.6 - 3.6 
HongKong 7.80 7.80 12.2 £42187 910946 NT MET TTA 
ag ee ae os aaa E MM ae NM MS m CIE IS 
Indonesia 9,007 9,905 14103 1415 . 409.5 = +02 + 45 +206 
Malaysia — — 3.80 —— 3.80 — 5.95 — 320 ^ ^ 6465 ^ *15 = 71  - 71 
Philippines 52.7 51.6 82.5 6.88 1,114.7 -1.1 - 46 - 6.5 
Singapore —— 179 178 280  — . 1.138 .— 135.4 — «10 -165  -138 
South Korea —— 1,225 1,304 1919 486 648.1 -15 - 66 + Ol 
Taiwan | 349 346 547 240 4148 -03 = 248 26] 
— ce MUT NEN E EE ae ee MEC T E T MEM CC E 
Argentina 3.75 1.00 5,86 26.70 392.1 +3.1 + 32.7 ~ 64.6 
Brazil — 3.60 — 2.73 5.663 1790 88195 -45 -350  -583 
Chile 742 698 1161 2.64 4,697.1 -O7 -130  -224 
Colombia 2,890 2,337 4,524 7.93 12559 | #15 — O +173 = 6 
ao nA == ae pues eee d e V RM T METTE 
Peu tit 3.62 3.48 568 | 7.58 i 11548  - +04 = LB © 67. 
Venezuela — 1,472 743 2,304 . 29.31 74879 +16 +140 -413 











Russia — — — 317 295 49.6 2100 34145 —-05 +365 +313 
EMF(MSCI)* — 100 — 100 157  — na  — 2696 1 nml ona  -150 
EMBI+ 1.06 1.00 1.57 na 203.9 +0,7 na 4 1.8 


*Emerging Mkts Free. T3.P. Morgan Chase's Emerging Mkts Bond Index Plus. * In $ terms. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; UBS War- 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes: Bank Leumi Le-Israel; 
Standard Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 
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Data on more countries are available to subscribers on www.economist.com 
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Bon t be left in the dark 


All executives are under pressure to cut costs. But in challenging times, can you afford 
to be left in the dark? These Roundtables are designed to shed light on Asia Pacific's 


ever-changing operating environment. 


China Supply Chain and 
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Seventh Roundtable on the 
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November 11th - 12th 2002, Shanghai 
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China in 2003: global involvement and 
domestic market expansion 
December 4th - 5th 2002, Beijing 
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President George Bush laid 

out his case for war against 

Saddam Hussein on televi- 

ion. He called for urgent mea- 

-sures against Iraq, which 

-could help terrorists to strike 

. Western targets “on any given 

_ day", although Mr Bush said 

.. military action was not “im- 

- ' minent or inevitable”. Con- 

-~ gress was expected to pass a 

resolution supporting such ac- 

|. tion. But George Tenet, the 

_. head of the c1a, meanwhile 

— -told Congress that the likeli- 

hood of an Iraqi attack on 
America was small at present. 





Cos On America S West coast 

-~ ports reopened after a man- 
_ agement lockout since Sep- 
-tember 29th caused by a 

| dispute with the dockers' un- 
|. ion. Mr Bush invoked the Taft- 
_ Hartley Act to impose an 80-. 
__ day cooling-off period. 


|. Americans are getting fatter: 
| .. anew survey says that almost 
|. two-thirds of them are either 
*J overweight or obese. 


At least six people were killed 
|». and two wounded by an 
unidentified sniper in Mary- 
land, Virginia and Washing- 
ton, DC. One of the wounded 
was a 13-year-old boy on his 
way to school. 













Left in Brazil 
Brazil's presidential election 
will go to a run-off ballot, in- 
volving Luiz Inacio Lula da 






Party and Jose Serra, the gov- 








Silva is the strong favourite: he 
won 46.4% of the vote, twice 
as much as Mr Serra, and two 
- defeated candidates gave him 
< their backing. 


Venezuela’ s a Hugo ] 
Chavez, claimed to haveun- 





covered another coup plot 
against him. The opposition 
went ahead with plans for a 
mass demonstration, followed 
perhaps by a general strike, 
aimed at forcing Mr Chavez to 
resign. 





The third general election in 
two years broke a political 
deadlock between Trinidad's 
two main parties. Patrick Man- 
ning, the acting prime minis- 
ter, and his mainly Afro-Trini- 
dadian Peoples' National 
Movement, won a parliamen- 
tary majority. 


Canada's deputy prime min- 
ister, John Manley, chose the 
start of a 12-day visit by Brit- 
ain's Queen Elizabeth to say 
that his country should be- 
come a republic. 


Eastern approachers 

The European Commission 
gave its blessing to ten coun- 
tries joining the Eu (if negoti- 
ations go smoothly) in 2004. 
Two more-Bulgaria and Ro- 
mania—might be able to join 
in 2007, it said. But it offered 
no date for negotiations with 
Turkey, a long-time would-be 
candidate, even to start. 


France insisted that it would 
stick to spending plans that 
threatened to undermine the 
EU’s stability and growth pact. 
The other 11 euro-area coun- 
tries agreed that those with 
the heaviest deficits (France, 
Germany, Italy and Portugal) 
should cut these by half a 
percentage point a year start- 
ing in 2003. France refused to 
comply. 


The peace process in North- 
ern Ireland faced a crisis, after 
a police raid found that an offi- 
cial of Sinn Fein—part of the 


multi-pa | 
` there--had secretly photocop- 


government 


ied documents holding details 
both of potential terrorist tar- 
gets and of communications 
between the province's 
Unionist first minister and 
British and Irish ministers, in- 
cluding Tony Blair. 


Germany named Wolfgang 
Clement, premier of North- 
Rhine-Westphalia, to head a 
new super-ministry of econ- 
omy and employment. 


In Rome, before an estimated 
300,000 people, Pope John 
Paul II made a saint of Jose- 
maria Escriva de Balaguer, 
Spanish founder of Opus Dei, 
a mainly lay order of Catho- 
lics. The organisation is still 
suspect to Spanish anti-cleri- 
cals for the way several mem- 
bers served in the 1950s and 
1960s cabinets of the dictator 
Francisco Franco. 


General's election? 

Pakistan held its first general 
election since a military coup 
in 1999. Although critics 
claimed General Pervez 
Musharraf’s constitutional 
changes and electoral restric- 
tions would ensure the mili- - 
tary's continued grip on 
power, a tight race was pre- 
dicted. The general is staying 
on as president. 





Elections in Indian-adminis- 
tered Kashmir ended. Interna- 
tional observers deemed the 
poll fair, but not free, because 
of widespread violence. More 
than 800 people died during 
the election. 


Australia announced that it 
will create the world's largest 
marine park between its 
south-west coast and the 
northern coast of Antarctica in 
order to protect one of the 





eres most managed envi- 
ronments from ‘exploitation. 





Sri Lanki a's peace process 
looked threatened after para- 
military police in the eastern 
Ampara district killed four 
people and injured 15 others 
in what they claimed was a 
Tamil Tiger attack. It followed 
an alleged attack on a rebel 
leader earlier in the day. 


An American Islamist arrested 
in Malaysia lost his attempt to 
fight deportation to the United 
States. He faces charges of be- 
longing to a terrorist cell in 
Portland, Oregon, and of con- 
spiring to contribute services 
to the Taliban and al-Qaeda. 


Peace in sight 

Rwanda pulled all its troops 
out of Congo. Though ban- 
ditry and rebel fighting con- 
tinue, the departure of nearly 
all foreign armies allows hope 
that Congo's four-year war is 
at an end. 


Talks in Cóte d'Ivoire, organ- 
ised by other West African 
countries, failed to bring 
about a ceasefire. The rebels, 
who still control Bouaké, the 
second city, rejected a call by 
President Laurent Gbagbo to 
disarm ahead of negotiations. 


The Israeli army, pursuing 
Hamas militants, raided Khan 
Yunis, a town in southern 
Gaza, killing 16 people. In sep- 
arate incidents in Gaza, three 
Palestinian children were 
killed. A suicide bomber killed 
himself and an Israeli woman 
in central Israel. 


A French oil tanker, the Lim- 
burg, was crippled by an ex- 
plosion off the south-east 
coast of Yemen. One member 
of the crew was killed. His col- 
leagues claim that the tanker 
was rammed by a small craft 
packed with explosives. The 
French and the Yemenis are in- 
vestigating. Meanwhile, an 
American marine was shot 
dead in Kuwait in what was 
thought to be a terrorist attack. 


Driss Jettou, Morocco's inte- 
rior minister and a technocrat, 
was appointed prime minister 
by the king. 














Europe's banks had a torrid 
week. Commerzbank re- 
jected allegations of a liquid- 
ity crisis after heavy 
derivatives losses. Even so, 
worries about bad loans and a 
slump in the value of its equ- 
ity holdings caused Standard 
& Poor's to cut the German 
bank's credit rating (as well as 
those of HypoVereinsbank 
and Dresdner). Commerz- 
bank's shares crumbled, and 
other European banks suffered 
similarly. 


Shares in Credit Suisse con- 
tinued to fall. Rumours circu- 
lated that Martin Ebner, a 
Swiss financier with troubles 
of his own, was offloading his 
stake of some 5%. The Swiss 
bank's recent profit warning, 
prompted partly by problems 
at CSFB, its investment-bank- 
ing arm, led CsrFB to announce 
more lay-offs; 1,750 this time, 
some 7% of its workforce. 


Wall Street also faces tough 
times. J.P. Morgan Chase was 
said to have plans to get rid of 
up to 4,000 investment bank- 
ers; Merrill Lynch was said to 
be close to axing more em- 
ployees, on top of 15,000 that 
it has let go already this year. 


Bank of Ireland's merger ap- 
proach to Abbey National 
boosted the British bank's 
shares but met a swift rebuff. 
Not in the interests of share- 
holders, said Abbey National. 
They may not agree. The 
bank's shares have fallen by 
half since the start of the year. 
The Irish bank said it would 
pursue its planned merger 
anyway. 


Deutsche Bank said that it 
would sell a quarter of its 40% 
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stake in Axel Springer. The 
German bank has gained con- 
trol of the shares because of 
the bankruptcy of Kirch 
Group; the stake in the Ger- 
man publisher had been secu- 
rity for a €720m ($710m) loan. 


The Italian jobless 

Fiat unveiled plans to cope 
with hefty losses at its car- 
making arm. It said that 8,100 
jobs would go, mainly on a 
temporary but long-term ba- 
sis, with the government foot- 
ing most of the bill. Workers 
feared that this means perma- 
nent losses. The embattled car 
maker tried to quash specula- 
tion that it was preparing for a 
takeover by General Motors 
even before 2004, when Fiat 
can exercise a put option. 


The Italian government an- 
nounced a scheme to certify 
Italian restaurants around 
the world, ensuring genuine 
Italian menus served by Ital- 
ians—-complete, presumably, 
with oversized pepper mills 
and checked table cloths. 
Counterfeit Italian restaurants 
are thought to make profits of 
some €27 billion ($26.6 bil- 
lion) a year. A pilot scheme 
will be launched in Belgium 
next year. 


European antitrust investiga- 
tors have raided the oil giant 


ExxonMobil and Bayer, a 
German chemicals group, in 
pursuit of evidence of price- 
fixing. The commission has 
been stepping up its fight 
against cartels. 


Pitt’s oversight 

Harvey Pitt, chairman of the 
Securities and Exchange 
Commission, ran into more 
trouble. He and his fellow 
commissioners are at odds 
over the selection of five 
members to run a public ac- 
counting oversight board, due 
to start work at the end of the 
month. Mr Pitt also appeared 
to soften an insistence that all 
foreign companies listed in 
America would be bound by 
the stricter corporate-gover- 
nance rules of the recent Sar- 
banes-Oxley Act. 


Buford Yates, an executive at 
WorldCom, pleaded guilty to 
cooking the books in a mas- 
sive accounting scandal that 
inflated the company's profits 
by some $7 billion. Only fol- 
lowing orders, insisted Mr 
Yates, the second underling to 
admit his involvement. More 
guilty pleas are expected as 
lawyers prosecute their way 
up the chain of command- 
but to what level? 


Deutsche Telekom’s search 
for a chief executive, a va- 





cancy caused by the departure. 
of Ron Sommer in July, hita |. 
snag. Klaus Zumwinkel, boss 
of Deutsche Post and long 
considered a likely front-run- 
ner for the post, said neinto 
the move, perhaps unwilling. 
to try his hand at tackling DT's- 
massive debts and burgeoning 
losses. 





Mine, all mine 

South Africa's government 
released a black-empower- 
ment charter for the mining 
industry, setting a target of 
1596 black ownership within 
five years, rising to 26% in a P 
decade. The industry wasre- == 
lieved that earlier, higher, tarr- — 
gets had been abandoned. The 


government also said it would D 


part-privatise the state tele- E 
coms company by Marchand o 
would educate and encourage 
black South Africans to buy 
discounted shares. 


Tim Byrne, chief executiveof 
MyTravel, got an unexpected — 
long holiday after sharehold- <- 

ers forced his exit from the | 
British travel company. Are- 
cent profit warning and divi- —— 
dend cut were enough to ut 
ensure his place in the depar: 
ture lounge. E 





Other economic data and news 
can be found on pages 100-102 | 
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the home of the great Chivas Regal 
blend. Indeed, it was here over 200 
years ago in 1801 that Chivas Brothers 


opened its exclusive store in Aberdeen. 
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It was this store that unashamedly 


catered for discerning customers like 
the Royal Household at Balmoral Castle 
and to Queen Victoria herself. By the 
mid-19th Century, Chivas Bros had 
established a reputation of unparalleled 
excellence. A hundred years later, 
Chivas Regal had become the undisputed 
whisky of choice on both sides of the 
Atlantic, not the least because of its 
eminently smooth taste and its appealing 
association with the good life. It’s a 
reputation that Chivas Bros works hard 
to maintain, which is why wherever you 
order Chivas anywhere in the world, you're 
sure to enjoy the very same exquisite 
triple-blended experience. An experience 
that makes Chivas Regal quite simply the 
smoothest Scotch Whisky in the world. 
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The war about the war 


Charges of eh rs are unfounded 


HEN nations go to war, 
: they prefer to do so united, 
3 QU with their consciences clean. 
RA» That is why, in Ohio this week, 







er 


| George Bush delivered his scari- 
+ est speech to date about Sad- 
dam Hussein, a *murderous ty- 
- | rant" who “on any given day” 
fish Fay an attack on America, like the one al-Qaeda 
launched on the twin towers just over a year ago. Given the 
new atmosphere created in America by the atrocities of Sep- 
tember 11th, there has never been much doubt that Mr Bush 
could collect the support of Congress for action to avert a 
threat described in these terms. From the United Nations, too, 
have come hints that America might shortly get most of what 
it wants: a fresh resolution or resolutions from the Security 
Council, ordering Iraq to yield up its forbidden missiles and 
weapons of mass destruction (WMD), or face a risk of war. 
These are useful steps. Should a war be necessary, one that 
has the blessing of Congress and a mandate from the Security 
Council stands a better chance of rallying the support of ordin- 
ary people. But Mr Bush should not let himself be beguiled by 
such institutional successes into believing that he has now 
won his battle in the wider court of world opinion. He hasn't. 


Two kinds of doubt 

Millions of people, not only in the Islamic world butin Europe 
and America as well, look upon the prospect of a second 
American-led onslaught on Iraq with deep misgivings. To 
some extent, this arises from a proper fear of the unintended 
consequences any war might bring. What if a cornered Mr 
Hussein uses his ghastly poisons? Orif thereis slaughterin the 
streets of Baghdad? Or if Iraq, or the whole Arab world, 
should simply collapse into chaos—and then turn on America 
in its humiliation and rage? But many people are equally trou- 
bled by something rather different: a feeling, despite all the 
speechifying from on high, that the whole American case for 
war is somehow bogus or hypocritical. 

One such complaint stems, paradoxically enough, from Mr 
Bush's decision to seek a fresh mandate from the Security 
Council instead of acting against Iraq on his own, in accor- 
dance with the doctrine of pre-emption sketched out in his 
new national-security policy. The complaint goes like this. 
Since you have plainly decided to topple Mr Hussein any way, 
no matter what the Security Council decides, why are you 
bothering to pretend that the war will be fought in order to up- 
hold the uw's authority? Isn't this hypocrisy? And this com- 
plaint is frequently fastened by a loose logic to a second one. 
You accuse Iraq of defying the uN and seeking weapons of 
mass destruction. But in the meantime you allow Israel, a 
pampered ally, to ignore the UN and hold on to the nuclear 
weaponsit already has. Isn't this a case of double standards? 

Good questions, on the face of it. Butthey can be answered. 
Take first the point about the authority of the UN. 

Mr Bush does argue that the authority of the Security 
Councilis at stake in Iraq. But he cannot be accused of pretend- 


ing that this is why he might go to war. In Ohio this week, but 
also in virtually all his previous speeches, he has said bluntly 
that his main reason for being willing to do that is the mortal 
threat that a wMD-armed Saddam poses to American inter- 
ests, and in the worst circumstances to America itself. He also 
says—and where is the inconsistency?—that what has allowed 
MrHussein to pose this threat to Americais the Security Coun- 
cil's leniency in having permitted the Iraqi leader to run circles 
around the disarmament regime it clamped on him after his 
invasion of his Kuwait. If the council (backed now by a credi- 
ble American threat of armed action) succeeds in making Mr 
Hussein hand over his destructive paraphernalia, so much the 
better; he would no longer pose the same threat. War, says Mr 
Bush, is neither imminent nor inevitable. But if the Security 
Council fails, the threat will remain and America will feel ob- 
liged in the interests of its own security to deal with it. 

Can such an argument satisfy the war's doubters? Not in a 
month of Sundays. Many doubters take strong exception to 
the idea that any nation has the right to go to war alone, except 
under a UN mandate or in strict self-defence. Applying this 
principle to Iraq, they would rather allow a dangerous dictator 
to acquire nuclear weapons, and with them the power to kill 
millions of people, than allow the Security Council's preroga- 
tives to be sullied or cirrumvented by the superpower. But 
those who think this way (The Economist, you may have 
guessed, doesn't) must accuse Mr Bush of error, not hypocrisy. 
His administration could not have done more to make it clear 
that it takes precisely the opposite view. 

Turn now to Palestine. Isn't it obvious that by occupying the 
West Bank and Gaza for 35 years, Israel is in no less flagrant vi- 
olation of the Security Council than Iraq? In point of fact, 
when you look at the record (see pages 22-24), it is not obvious 
at all. After the Gulf war of 1991, the Security Council gave Iraq 
a set of simple instructions to disarm, pay reparations and so 
forth. It has not complied. Nothing like that has happened in 
the Arab-Israeli conflict. After the war of 1967, the Security 
Council instructed Israel and its neighbours to negotiate a 
peace. But it offered no detailed blueprint. This process has 
limped forward in slow and often bloody fits and starts, with 
both sides making mistakes and disregarding the pleas of the 
UN. But only a supreme partisan, surveying this century-long 
conflict, could pile the blame on only one side. 


Honest differences, and dishonest ones 

None of thisisto imply that Mr Bush should not work more ur- 
gently to putthe missing flesh on his June "vision" of a free Pal- 
estine living alongside Israel in borders based on those of 1967. 
But this is something to do for its own sake, because the well- 
being of Israelis and Palestinians, plus America's own re- 
gional interests, demand it, not in order to evade an unsub- 
stantiated charge of hypocrisy. It is easy when hard choices 
arise to impugn the motives of those you disagree with. But 
this is a game two can play. Might some of those in the Arab 
world who complain about *double standards" care rather 
more about preventing action against Iraq than about seeing 
justice for the Palestinians? Perish the thought. m 





"Holding back China's private firms holds back China too 


FFICIALLY, it has long 

been glorious to get rich in 
China, but both politics and red 
tape still make it a lot harder 
than it should be. If you own or 
run a private firm, it helps to be 
on good terms with the local 
| Communist Party bosses. The 
arrest on October 4th of Yang Bin, who is Chinese by birth but 
"Dutch by citizenship and was recently nominated to run a 
fledgling enterprise zone in North Korea (see page 27), shows 
_ what can happen to those who lack official protection in 
_ China. Meanwhile the rise and rise of Zhou Furen, a party- 
|. man turned businessman who has been doing his bit to turn 
_ around the fortunes of depressed Liaoning province (see page 

66), shows what you can do with the right party credentials. 

It is evident, even without prejudging the case of the col- 
ourful Mr Yang or questioning the business skills of Mr Zhou, 
that China will find the best managers for its companies only 

_. when it chooses them from the widest possible pool. One way 
-= to achieve this would be to throw the party open to all—at 
__ present, private businessmen, deemed exploiters still, are sup- 
-.. posedly excluded. Jiang Zemin, China's outgoing president, 
. . has been trying to rewrite party rules to let them in, against 
__. stiff resistance from conservatives. But party connections are 
_ only one market distortion in China. What the government 
... really has to do is to end an entire culture of discrimination 
that favours state-owned companies over private ones. 

= < This discrimination cuts all sorts of ways. For example, 
- some 1,216 companies in China are listed on either the Shang- 
-hai or the Shenzhen stock exchanges. But of these, just 82 are 
__ privately owned. Another 100 or so are run like private com- 









Debt and deflation 


Till debt us do part 


The deadly cocktail of high borrowing and falling prices 


€€TNFLATION rescues firms 
from the errors of opti- 
mism and stupidity." John Ken- 
neth Galbraith's words apply 
equally to households. Over the 
past three decades over-in- 
debted companies and individ- 
uals have often been bailed out 
by inflation, which has ero ded the real burden of their debt. In 
the late 1990s, though, optimism and stupidity reached new 
heights. In America and Europe private-sector debts rose more 
sharply than ever before in relation to Gpr. Too much of this 
borrowing assumed unrealistic growth in future profits, share 
. prices or incomes. But for the first time in decades, inflation 
can no longer rescue bosses and consumers from their folly. 







panies, but are collectives in name: so-called "red hats". The 
rest are state-owned enterprises (SOES), listing only c a minority 
of their shares. 

Why so few private firms? Because the regulators who 
grant new listings discriminate against them. Provincial gov- 
ernments, saddled with responsibility for their local soEs, do 
all they can to make sure that the regulators, who are wary of 
allowing too many new issues on to the market at once, give 
the precious slots to ailing state dinosaurs, rather than to nim- 
bler and fitter private firms. Hence the red hats: smart business 
types know that by dressing themselves up in collective cloth- 
ing, they have a better chance of a listing. But for most private 
firms, the delay can be interminable. Even Mr Zhou's firm, for 
all his party connections, is still waiting. 


Exploit savings instead 

There are signs that this is changing. Provincial offices of the 
China Securities Regulatory Commission are losing powers to 
the head office in Beijing. Increasingly, firms are finding ways 
to tap into foreign markets—or the Hong Kong stockmarket. Yet 
limits on foreign stakes in Chinese firms get in the way. This 
week it was announced that some limits are to go, butin China 
there is always plenty of room for backsliding between an- 
nouncement and execution. A proposal for a new exchange 
for smaller-sized firms, many of them private ones, is also wel- 
come. But the plan is plagued by bureaucratic in-fighting. 

Yet without more changes, China’s enormous pool of sav- 
ings (a whopping 40% of Gp») will remain an under-used re- 
source. For now, China's stockmarkets have an unfortunate 
tendency to allocate capital to the least efficient users of it, 
quite the reverse of what a market is supposed to do, and of 
what China needs. m 


High inflation harms growth. But it can sometimes be use- 
ful, especially for debtors. It also makes it easier for asset prices 
to adjust back to sensible values. If the prices of property or 
shares, against which people have borrowed, rise to un- 
sustainable levels in relation to incomes or profits, their return 
to equilibrium is less painful if inflation pushes up incomes, 
rather than house prices, say, having to drop in absolute terms. 
In a world of near-zero inflation or even deflation there is a far 
bigger risk that house prices will fall. 

Consider Britain's overheating housing market. House- 
price booms in the 1970s and 1980s turned to bust, with house 
prices falling by 2596 or more in real terms. This was achieved 
in the high-inflation 1970s with no fall at all in nominal prices. 
But in the early 1990s average prices fell for four years, albeit 
bya modes 8% X overall. Today, with Avene even Towe afall » 








» innominal house r prices could b lo | 

Even more worrying, some economies may yet follow Ja- 
pan's into deflation, a state in which the average price level is 
falling. If growth in America stays below trend, increasing 
over-capacity will continue to reduce inflation, pushing the 
economy towards modest deflation. In Germany, where inter- 
est rates set by the European Central Bank are too high for its 
feeble economy, deeper deflation is possible (see page 71). De- 
. flation and debt do not mix well. 

Mortgage debt has been rising particularly rapidly. Indeed, 
the housing market has helped to support the world economy 
over the past year. Most dramatic has been the 24% surge in 
British house prices in the year to September. As house prices 
have risen, many countries, including America and Britain, 
have seen record levels of mortgage-equity withdrawal, as 
owners borrow more against the rising value of their prop- 
erty. This allows consumers to spend more of their apparent 
wealth on cars, furniture and so on. Through new mortgages 
as well as refinancing, some home-owners are now borrow- 
ing up to 100% of the value of homes. So rapid has been the 
surge in household debt that despite low interest rates, total 
mortgage payments are already close to record levels as a 
share of disposable income in both America and Britain. 


Home economics 

It is often argued that neither the level of household debt nor 
the lofty level of house prices need be a problem, so long as in- 
terest rates do not rise significantly. With inflation low, any 
rise looks unlikely in the near future. Typical home-buyers will 


also find that, for any given real rate of interest, it makes sense 






to borrow more when inflation is low than when inflation is 
high. This is because low inflation flattens the time profile of 
real debt repayments, making a mortgage more affordable in 
its early years. This, in turn, could, in theory, justify higher 
house prices relative to income. 

But the ability to repay debt depends not only on the level 
of interest rates, but also, crucially, on the rate of growth in fu- 
ture incomes. The surge in mortgage debt suggests that con- 
sumers are assuming that incomes will continue to rise as fast © 
as in the past, and that house prices too will keep going up. Yet 
in America and Britain, among other countries, house prices 
are already close to record levels in relation to average in- 
comes. Ina period of deflation, incomes would be likely to fall, 
and a fall in house prices would then surely follow. But the 
nominal value of mortgage debts would remain fixed. Home- 
buyers who have borrowed up to 100% of the value of the 
properties would then be in trouble, with properties worth 
less than their mortgages. 

Some argue that wage-cuts could not happen, so that in- - 
comes would not fall in nominal terms. But companies are up 
to their neck in debts, and will be under huge pressure to cut: 
costs in a deflationary environment. If firms cannot cut wages, _ 
then as falling prices squeeze profits, they will cut jobs. Debt 
deflation is an especially big risk in Germany, where cor- 
porate debts are dangerously large. How long will it be before | 
even Germans wonder if inflation, their old foe, was really so 
bad? Yet thatisthe wrong lesson. The correct one is that, if you E 
borrow recklessly, do not expect any bail-out. s& 





The European Union 


Ever droopier union 


Creeping economy, chaotic foreign policy, loth to reform or democratise: who'd join the EU? 


ALL in love, start a courtship, 
watch the loved one dither, 
| pop the question just the same— 
and eventually get the answer 
yes. This should be a time of re- 
joicing for the ten applicant 
countries told this week that 
their long dalliance with the 
European Union will be over come December (see page 48). 
Instead, they could be forgiven for having second thoughts 
themselves. The union they are making would be more allur- 
ing if the Union they are joining were not in such a mess. 

The most eye-catching part of that mess concerns the mis- 
named stability and growth pact, which forbids members of 
the euro-zone to run budget deficits of over 3% of GDP, and un- 
der which all have agreed to balance their budgets by 2004. Yet 
Portugal has already breached the 3% limit, France and Ger- 
many are close to it, Italy will be pushed to meet the 2004 
deadline and France is heading for an official rebuke from the 
pact's enforcer, the European Commission. In fact, the pact 
would be better broken, for it could worsen a threat more seri- 
ous than fiscal laxity: slow growth, or even none at all. 

For this, atleast some of the blame lies with the Union’s last 
great leap forward, the single currency. One merit of the euro, 
. itwashoped, was that by making price comparisons easy and 





cutting transaction costs it would serve to energise the Euro- 
pean economy and promote structural reform. Instead, it 
seems to have lumbered the biggest, most sluggish and per 
haps least reformed part of that economy, Germany, within- 
terest rates higher than it needs, and also higher than those in - 
America and Japan. With the European Central Bank still fix 
ated on inflation, no interest-rate cut is likely soon. : 
The drive for political reform is no perkier. A constitutiona 
convention is under way, which could help to connect t 
EU’s Citizens to its institutions by defining and delimiting 
club’s purpose, but may end up by imposing unpopular int 
gration (see pages 57-58 for the views of Britain’s foreign sec 
tary, Jack Straw). And the European Commission's rathei 
modest proposals for reforming the biggest item in the EU’: 
budget, the scandalous common agricultural policy, seem to 
be foundering, or atleast postponed till 2006, thanks to the op 
position of the biggest beneficiaries, led by France. t 
Unrelated to all this, but of some interest to the applicants, - 
is the uncertainty about regional aid (another big expense) 
the problem of admitting a divided Cyprus, and a referendum 
in Ireland on October 19th. If the Irish defy their government. 
in this vote—their second chance to approve the Nice treaty: 
that paves the way for EU enlargement—all plans to expand. 
the club will be thrown into confusion: the treaty must be rati- 
fied by all 15 existing members before the new, undemocratic ! 
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> and absurdly complicated voting system comes into effect. in the final days of the election campaign: the German elector- 


To solve problems such as these, leadership is needed. Un- 
der Romano Prodi, though, the commission is weak and, more 
seriously, the two states that have traditionally driven the 
European venture in tandem are now out of step. This is par- 
ticularly evident in foreign and security policy, which is 
meant to be the EU's next big undertaking after enlargement. 
France remains a warrior nation, ever critical of America but 
likely in the end to be won around to joint military action in, 
say, Iraq. Germany, always nervous these days of armed en- 
counters, is now unambiguously opposed to any such Ameri- 
can-led “adventure” (Chancellor Gerhard Schróder's word), 
UN-approved or not. To complicate matters further, Britain, 
Spain and Italy are openly backing the United States. 


The soft centre 
No matter, you may say; all this just shows the difficulty, or 
even impossibility, of forging a common foreign and security 
policy. Yet more is at stake than that. By re-electing Mr Schró- 
der last month, the Germans have ensured that the Franco- 
German motor will not be driving the EU smoothly and easily 
over the next four years: France's President Jacques Chirac, 
also recently re-elected, simply does not get on with Mr Schró- 
der as he did with Chancellor Helmut Kohl or as he would 
have done had Edmund Stoiber become chancellor instead. 
Moreover, Germany has changed, as Mr Schróder recog- 
nised when he turned hostility to war in Iraq to his advantage 


ate, which for over half a century has in most big decisions fol- 
lowed the advice of its leaders against its own preferences, is 
nolonger so willing to do so. The euro may be thelastunpopu- 
lar policy it will swallow. The Germans are now inclined to do 
what they want, and elect leaders who reflect their wishes. In 
foreign policy, that means not too much belligerence. In econ- 
omic policy, it means not too much disruption in the name of 
reform. After decades of post-war hard work, Germany is 
prosperous. Why go to alot of bother just to make it more so? 
The implication of all this for the Eu is that Germany will 
have to be galvanised by its popular foreign minister, Joschka 
Fischer, if itis to mobilise the Union. Yet in foreign policy he is 
unlikely to want the Eu to do the sorts of things that others will 
want it to. And in other policies even he may find the going 
hard. Most Europeans have given little thought to the expan- 
sion of their club. They are already worried about jobs and im- 
migration, and may become more so when they realise that 
75m poorer newcomers are about to join. The good news is 
that most of those newcomers are likely to be Atlanticist, 
democratic and benignly nationalist: they have not thrown 
off the Soviet harness in order to be reshackled by Brussels. 
The constitution-makers would be wise to recognise that. 
To a large extent the EU's current troubles derive from the dis- 
dain its leaders have shown for their voters-look at the Nice 
treaty and the euro. The enterprise needs both leadership and 
democracy if itis to sort itself out, let alone move forward. m 





Congo 


At last, a sort of peace to keep 


Anendinsightto the world's biggest war 


HEN hyenas stop chew- 
ing on a stricken elephant, 
the beast rarely gets up again. 
But Congo is hoping for just 
, such a miraculous resurrection. 
| For the past four years, this vast 
$€ country has been torn and evis- 
cerated by its smaller neigh- 
Bons. but has e {00 ik to beat them off. At various 
times, no fewer than eight African states have sent their ar- 
mies to take part in Congo's civil war. But this week, as the last 
of Rwanda's 20,000-or-so troops pulled out, Congo found it- 
self almost free of foreign invaders (see page 41). For the first 
time since 1998, the sick elephant of central Africa has a 
chance to stand up and take control of its own destiny. 

Congo's fighting has claimed an estimated 3m lives, mostly 
through war-induced disease and starvation. Peace in Congo 
would be the best news Africa could hope for, short of an 
AIDS vaccine. Although the Rwandan pull-out does not of it- 
self guarantee an end to the war, it does atleast make this more 
likely. Outsiders now need to do all they can to push the peace 
process along. 

Previously, there was little point in sending many uN- 
backed peacekeepers to Congo, as there was no peace to keep. 
Now, although myriad militia groups still sporadically slaugh- 
ter peasants, the big national armies appear to have stopped 
shooting. Credit is due to Thabo Mbeki, South Africa's presi- 





dent, who sees Congo's troubles as a huge obstacle to his plan 
to set Africa on the path to peace and prosperity. 

Mr Mbeki has worked hard to bring the combatants to the 
negotiating table, with surprising success. He has also offered to 
send 1,500 peacekeepers. When he does (he has not yet given a 
date), they will be welcomed by many. South Africa's is the 
most effective army south of the Sahara, and is seen to be neu- 
tral by most Congolese. So if there is to be an African solution to 
this African problem, South Africans should be part of it. 


Other ways foreigners are helping 

Western donors have also played a role. Rwanda pulled out at 
least partly because the rich nations that bankroll its govern- 
ment made it plain that they were disgusted at what its troops 
were doing in eastern Congo. The Rwandans first went in to se- 
cure their own borders. Thousands of the killers who had 
committed genocide in Rwanda in 1994 subsequently fled into 
Congo, where the then Congolese government armed and 
succoured them. Rwanda was perhaps justified in invading to 
try to extinguish this threat. But it had no excuse for in effect 
annexing most of eastern Congo, killing many of its inhabit- 
ants, and stealing their property. When the Rwandans left, the 
locals rejoiced. 

Whether they will still be rejoicing next month remains to 
be seen. There is a danger that the departure of foreign forces 
will allow local warlords to run amok, as some minor ones al- 
ready have. To prevent this, Congo needs a proper govern- ^ 
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> ment, something it has never had. 

The South Africans are helping here, too. Mr Mbeki has 
pushed Congo's unelected president, Joseph Kabila, to talk to 
local rebel groups and non-violent political opponents, to 
thrash out the ground rules for a transitional *government of 
national unity" which could, in a year or two, hold elections. 
In the meantime, Mr Kabila has brought a measure of stability 
to the parts of Congo he controls by ditching some of his unla- 
mented father's dafter economic policies, such as printing 
money with abandon, arresting potential foreign investors 


and demanding ransoms to release them, and so on. 

Congo has such an unbroken history of failure that it 
would be easy to despair of the place. But it would also be 
wrong. It is too early for massive infusions of aid, which 
would doubtless be stolen by the crooks who still hang 
around Mr Kabila. But donors can help by paying for peace- 
keepers, and finding ways to encourage the government's fal- 
tering steps towards democracy. This is Congo's best chance 
for years to become a tolerable place to live. Squander it, and 
Congo may collapse, creating the world’s largest failed state. m 





Northern Ireland 


The peace deal crumbles 


Only full decommissioning by the IRA will save the peace process now 


N ITS four and a half years of 

existence, the Good Friday 
Agreement has sustained many 
blows. Yet somehow this fragile 
pact, which established a de- 
volved government in Northern 
Ireland and set a peace process 
in motion, has always managed 
to pick itself up and carry on. Its resilience has owed much to 
the British government's determination not to let it fail, some- 
thing to the lack of any viable alternative and a great deal to 
the fact that, although deeply flawed, peace of a kind, with all 
its attendant benefits for the people of Northern Ireland, has 
prevailed. At the height of the Troubles, nearly 500 people a 
year were dying from sectarian violence. Last year, there were 
19 deaths and this year the figure is expected to be lower still. 
That is why the crisis that now faces the Agreement and the in- 
stitutions it set up—Northern Ireland’s Executive and its As- 
sembly—matters so much (see page 53). 

Keeping the peace between the Americans and the Europe- 
ans over Iraq, which has preoccupied Tony Blair for the past 
few months, is beginning to look easy compared with the task 
he faces in Northern Ireland. The characteristic mix of charm 
and bullying he used to put the Good Friday Agreement in 
place is not enough to put it back together again. Even before 
the police raid last week on Sinn Fein's offices in the Assembly 
in Stormont and elsewhere in Belfast, the Agreement was 
clearly in deep trouble. Last month David Trimble, the leader 
of both the Ulster Unionist Party and the power-sharing Exec- 
utive, joined with the hardliners on his party's council in pass- 
ing an intentionally impossibilist motion that committed him 
to quitting the Executive in January, thus bringing it down, if 
the IRA had not by then disarmed and disbanded. It was a 
measure of Mr Trimble's despair that the man who has been 
through so much to preserve the Agreement should have 
taken such a step. 

Now, instead of appearing suicidal, Mr Trimble merely 
seems prescient. Last week's arrests and the charging of two 
people, including Sinn Fein's head of administration at Stor- 
mont, with possessing documents "likely to be of help to ter- 
rorists", including the names and addresses of 2,000 prison 
officers, are as damning as they are sinister. Not only does it 
seem, as Mr Trimble said, that Sinn Fein/IRA has been engaged 
in “political espionage on a massive scale”—it is believed to 





have a mole in the office of John Reid, the Northern Ireland 
secretary—but it was compiling lists of potential targets. The 
evidence powerfully suggests that the rRA has been busily ex- 
ploiting Sinn Fein's membership of the Executive to gather in- 
formation to assist future acts of violence. 

Mr Trimble's demands now look more like a statement of 
the obvious than the declaration of destructive intent they 
seemed a few weeks ago. No Unionist leader could persuade 
his party to continue to participate in an Executive in which 
the IRA is alurking presence. Mr Trimble may bear some of the 
blame for the failure of power-sharing—he has frequently ap- 
peared to find much of the process odious and he failed to sell 
the Good Friday Agreement with sufficient gusto to the 
increasingly sceptical Protestant community—but Sinn Fein, 
by its actions, never gave him sufficient help. Power-sharing 
was intended to breed trust, but, tragically, it has achieved 
only the opposite. 


The least bad option 

What then should Mr Blair do to salvage something from this 
wreckage? In truth, he has no good options, only less bad ones. 
In terms of simple justice, there is much to be said for throwing 
Sinn Fein out of the Executive, as the Unionists have long 
wanted. But without the support of the moderate nationalist 
sDLP, which seems unlikely, such a move would anyway lead 
the Executive to collapse and give encouragement to extrem- 
ists on both sides. The least bad option, therefore, is to suspend 
the institutions of government in Stormont and revert to direct 
rule from London, as has happened during previous crises. 
That would freeze the Executive and the Assembly instead of 
destroying them. 

Mr Blair and Mr Reid are right to want to preserve at least 
the architecture of the Agreement for as long as possible. But 
they must also stand by their prior declarations that the peace 
process cannot tolerate double standards. Last week at the La- 
bour Party conference, Mr Reid warned Sinn Fein that it could 
not continue to ride two horses at once, “especially if the two 
horses are as far apart as violence and democracy". There 
would be little point in lifting the suspension until the leaders 
of Sinn Fein have demonstrated by word and deed that they 
no longer have any use for the Ira. And the test of that is 
whether or not the IRA at last completes decommissioning 
and begins to disband. The point has been reached at which 
nothing else will do. m 


Letters 





a bound? B 


IR - The brightest talents 
rom developing countries 
tay abroad not only for 
gher salaries but also to 
d nepotism, maladminis- 
ration, pot-holed roads and, 
-quite often, criminal govern- 
ments (“Outward bound", 
"September 28th). It is not so 
-much a question of whether 
the skilled can be convinced to 
keep their home ties through 
dual citizenship as whether 
they could ever become 
|. prosperous or truly effective 
v by returning. 
JOHN WILSON 
-~ Bangkok 


|. SIR - If emigration hurts de- 
-veloping countries, perhaps 
...; developed countries should 
.... give preference and encour- 
_ agement to the best and 
«brightest trying to leave the 
|» world's worst regimes. For ex- 
. .. ample, could sponsoring a 
- Systematic exodus from Iraq 
|. bea better alternative to an 
-~ eventual invasion? 
STEVEN SALAMON 

|... Toronto 


b : Patents and the poor 


-SIR - There has been wide- 
* spread applause for the find- 
. . ings of the British govern- 
|. ments Commission on 
_ Intellectual Property Rights 
|. CImitation v inspiration", Sep- 
«| tember 14th). This argues that 
|... patents block access to essen- 
'... tial drugs and that intellectual- 
property rights offer few ad- 

- -vantages to developing 
- countries. However, the real 
victims of poverty and dis- 
ease are already finding them- 
selves in a worse position 
because of previous attacks on 
intellectual property. 
. The CIPR report favours 
weakening the patent protec- 
tion of anti-Arps drugs in de- 
veloping countries, recom- 
mends the increase of generic 
competition for life-saving 
medicines and argues that 
technology transfer will not 
Occur quickly in countries 
with a western-style patent 
system. Although the argu- 
ments about access to drugs 
hrough parallel imports and 






















compulsory-licensing agree- 
ments may have some theo- 
retical validity, the dis- 
incentive to investment 
provided by such measures is 
massive. This report sends the 
wrong signals to an industry 
that is already moving away 
from the development of 
AIDS drugs and into more 
profitable areas such as erec- 
tile dysfunction, baldness and 
hypertension. 

Indeed, according to one 
study, over 30% fewer AIDS 
drugs are in development 
than was the case a few years 
ago. Criticism and threats of 
action may be pushing 
pharmaceutical companies to- 
wards less controversial areas 
of interest. If the commis- 
sion's recommendations be- 
come policy, Africans may 
well have perfect access to 
drugs in a few years only to 
find there are few drugs for 
the diseases they face. 

ROGER BATE 
Africa Fighting Malaria 
Johannesburg 


A double dose 


SIR - Your article about the 
dangers associated with acet- 
aminophen, the active ingredi- 
ent of Tylenol, should have 
mentioned that it is also 
known as paracetamol (“Pain 
killer”, September 28th). 

HUGH ANDERSON 

Haslemere, Surrey 





Theoretical argument 


SIR - You do not understand 
the difference between scien- 
tific theory and fact (“On the 
sixth day, post-modernism”, 
October 5th). While the theory 
of evolution is widely be- 
lieved and taught, it is not and 
never has been a “fact”. Fur- 
thermore, like all scientific the- 
ories, it is subject to revision 
or replacement as better theo- 
ries are devised. 

It was once accepted as fact 
that the sun and stars revolved 
around the earth. This was 
disproved by a better theory, 
although not without strong 


opposition from those firmly 


holding the earlier, and incor- 
rect, belief. I do not believe the 


The Economist October 12th 2002 


world was created in six days 
but this Biblical dogma is not 
the only alternative to Dar- 
win's theory. 

JOHN HERRIS 

Cupertino, California 


Free choice for 3G 


SIR - The assertion that wire- 
less operators in Britain, or in- 
deed anywhere else in the Eu, 
were forced into choosing one 
type of technology over an- 
other to run a third-generation 
mobile-phone network is not 
true ("Let Europe's operators 
be free", September 28th). Brit- 
ish companies that expressed 
an interest in bidding for a 3G 
licence were asked in advance 
of the auction to specify 
which technology they pre- 
ferred to use. They all chose 
W-CDMA from the range of 
technologies available. The li- 
cences were drawn up to re- 
flect this choice. I have met all 
the 3G operators with British 
licences in the past three 
months and none has ex- 
pressed a wish to change its 
technology. 

Britain remains at the fore- 
front of developing next-gen- 
eration mobile technology. All 
indications are that operators 
are on course to roll out their 
3G services, with one operator 
expecting to have handsets in 
the shops by Christmas and 
70% coverage of the popula- 
tion by the end of next year. A 
3G service has just been 
launched in Austria with wide 
geographical coverage. 

STEPHEN TIMMS 

Minister for e-commerce and 
competitiveness 
Department of Trade and 
Industry 

London 





Scent the wrong way 


SIR - Sadly, you repeat the old 
fallacy that l-limonene has a 
lemon odour (“Telling right 
from left", September 21st). 
Orange and lemon both con- 
tain d-limonene; neither con- 
tain lHlimonene. The best 
example for demonstrating 
chirality is spearmint and car- 
away/dill. The major constitu- 
ent of both odi is carvone. In 





spearmint it is laevo-carvone 
and in caraway/dill it is d-car- 
vone (dextro). It is the particu- 
lar isomer of carvone which 
gives each plant its specific 
odour. 

HUGO BOVILL 

Bury St Edmunds, Suffolk 





Sex... 


SIR - While sexual scandals 
make interesting copy, par- 
ticularly those involving 
blonde bombshells, they do 
not constitute intelligent or 
useful political debate. By 
headlining Lexington (Sep- 
tember 21st) "Jennifer flow- 
ers”, with an invocation of the 
scandalous but politically in- 
significant blonde, Gennifer 
Flowers, you preclude any 
possibility of treating Jennifer 
Granholm as a legitimate can- 
didate for the governorship of 
Michigan. If America is ever to 
take female political candi- 
dates seriously, this type of 
journalism has to stop. 

MARIE DRENNAN 

San Francisco 


...and drugs 


SIR - You estimate that three 
ounces of cannabis-proposed 
as the legal limit for posses- 
sion in Nevada—would be 
enough for a "nice evening in" 
(“One puff at a time", Septem- 
ber 28th). Most users would 
find the resulting 200 or so 
joints that three ounces would 
provide to be sufficient for 
several months of evenings in. 
Perhaps your writer had been 
sampling the product prior to 
doing his sums. 

DOUG MCCLELLAND 

Vancouver 


Clever dick 


SIR - "The meaning of Lula" 
(October 5th) in Urdu is penis. 
ASIF NIAZI 

Canada m 








full expatriate package 


— haka/Chittagon 
Banglatesh 


—— (d 


_ Finance Director — — | 


Karnaphuli Fertilizer Company Limited (KAFCO) is a 10096 export-oriented multinational fertilizer company and at $550 million, is the 
largest ever foreign investment in the country. In addition to the Bangladesh Government, the project attracted blue-chip multinationals 
~ Marubeni, Chiyoda, Haldor Topsee A/S and Stamicarbon and premier Government agencies including JBIC, IFU and CDC. The Board 
now seeks to appoint a seasoned finance professional to lead the substantial finance functions and to provide commercial inputs to the 
Managing Director on a range of business issues. This is an outstanding career opportunity within a truly unique operation, which offers 
a three year renewable contract and a first-class expatriate package (including furnished housing, leave passages, schooling etc.) 


THE ROLE 

MK Reporting to the MD with full responsibility for financial 
management and control, information technology and 
purchasing, advising on operational and strategic issues 
supported by a substantial, established team. 


Driving the budgetary and planning process and providing 
prompt and accurate management information to a complex 
and sophisticated investor group. 


Responsible for overseeing the Company's various funding 
requirements, including reviewing hedging and refinancing 
opportunities where appropriate, as well as supervising the 
development and implementation of the Company's IT strategy. 


Wei DER QN EON ERA RSH EURO DK DN ERNE ENTE TORE HTT 
Tel: +44 (0) 20 7298 3333 

Email: London @SpencerStuart.com 

To find out more about this opportunity, 

and us, visit www.spencerstuart.com 


DEPUTY CHAIR, 


COMPETITION COMMISSION 


The Competition Commission is seeking a third Deputy Chair to work on and chair 
competition inquiries. This is a particularly interesting time for the Commission as 
its functions and responsibilities will be considerably enhanced by the Enterprise 
Bill, which is expected to come into force next year. The new Deputy Chair will be 
closely involved in implementing those changes. 


The Competition Commission (CC) is a statutory body, independent of 
Government, which conducts inquiries in response to references made to it under 
general competition and fair trading legislation or under privatised utility 
legislation. CC reports are delivered to deadlines and are published. Each inquiry 
is entrusted to a group of five or so part-time members of the CC (from an 
available pool of around 50), and is chaired by the Chair of the CC or one of the 
Deputy Chairs. Each inquiry group is independent. Support is drawn from the 
CC's staff, administrators, lawyers, economists, accountants and business 
advisers, supplemented by outside consultants with expertise appropriate to the 
inquiry in hand. 


The role of an inquiry chair is to lead the group's analysis and discussion of 
complex economic and legal issues, to ensure fair and full consideration of 
submissions from all interested parties and to ensure the quality and timeliness of 


THE QUALIFICATIONS 

M@ Graduate calibre, computer literate accountant (preferably ACA 
or CPA) with several years’ broad financial managernent 
experience at a senior level, preferably in the petrochemical or 
other major process industries. Prior developing country 
experience is essential and previous Project Finance experience 
will be an advantage. 


Tenacious and robust analyst. Flexible and resourceful in approach 
with the stature to establish credibility in a dernanding role. 


Strong commercial acumen, proven managerial capability 
and effective in a highly international environment. Strong 
leadership and interpersonal skills. 


Please reply with full details to: 
Spencer Stuart, Ref. 25262-004, 
16 Connaught Place 

London W2 2ED 


international 


Central London | 


the CC's reports and findings, including, where they are made, the practicality of 
the remedies determined. 


He/she must also have the personal presence to run hearings and interface with 
the parties involved, which will include top businesspeople and their legal advisers. - 
Deputy Chairs are also usually appointed to the CC Council. 


Candidates are sought with expertise in competition economics, competition law or 

accountancy applied to regulation. The appointment would be for 4 days per week, - 
though there is flexibility to vary this between 3 and S days per week, subject fo. 
agreement with the CC. 


Remuneration is currently £110,000 for a 5 day week. Appointments are normally 
made for a four-year term, renewable once, and are pensionable. The appointment: 
is likely to take effect from about early May 2003. 


The DTI, who will make the appointment, is committed to the principle of public - 


appointments based on merit with independent assessment, openness and. 
transparency of process. The Department is committed to equal opportunities and - 


would especially welcome applications from women, members of ethnic minorities - 
and disabled people with the appropriate skills and experience. "i 


For an information pack containing further details on the Competition Commission, a description of the role of the 
Deputy Chair and response instructions, please contact David Binney at kme international, the DTI’s recruitment 
consultants, at david.binney @kmcinternational.co.uk , by post at 7 Old Park Lane, London WIK 1QR, or download at 
www.kmcinternational.co.uk. The closing date for full applications is Friday, November 15th. Please quote reference 5712/3. 





The United Nations Development Programme (UNDP) 

is the UN's global development network, advocating 

for change and connecting countries to knowledge, 

experience and resources to help people build a 

better life. We are on the ground in 166 countries, 

working with them on their own solutions to global 
| and national development challenges. As they 
| develop local capacity, they draw on the people of 
UNDP and our wide range of partners. 









The European Union Pillar (EU Pillar) of the United Nations Mission in Kosovo (UNMIK?) is 
thé primary agent for economic change and restructuring in the Province, Within the EU Pillar 
the Kosovo Trust Agency (KTA) will take action to preserve or enhance the value, viability, 
and corporate governance of Socially and Publicly Owned Enterprises. 













In. the Socially Owned Enterprises Division the KTA is responsible for the overall 
management of the The Trepca Lead and Zinc Complex, with assets (properties) throughout 





UNDP invites you to join the team. 


Motivated and talented young people who are 
interested in an international career in development 
are invited to submit their application to the 
Leadership Development Programme (LEAD). LEAD 
provides qualified individuals exciting opportunities 
to develop the experience, knowledge and skills, to 
serve as development practitioners and leaders in 
UNDP, while contributing to UNDP's development 
< work. UNDP works through over 130 country offices 

to provide development advocacy, advice and 
assistance to 180 countries and territories in Africa, 


i - Asia and the Pacific, Arab States, Eastern Europe and 
_ | the CIS, Latin America and the Caribbean. 


We are looking for young professionals with a 
strong commitment to development who are able to 
listen and understand the ideas and concerns of the 
people we serve, who can mobilize and share 


I knowledge and resources that inspire and catalyze 


. development, and can communicate and work 
strategically and effectively with others to achieve 
results. 


The qualification and background that we seek are: 


* A master's degree (or equivalent) in 
development related studies, economics, 
politics/public administration/governance, 


international relations, business administration, 
environmental management, law, conflict 
resolution; 


* Proficiency in English and at least one of the 
other UNDP working languages: Arabic, French, 
Russian, Spanish; 


e 2-3 years relevant work experience, normally 
post-masters, in development, crisis/post- 
conflict management, consultancy work 
(particularly in the public sector), work in 
developing countries, management in a 
multicultural context; 






Application deadline - 1 November 2002 | 





LE AD please visit: 





Leadership Development Programme 
. | Develop a career with us.... 





the province, it has management offices in the northern part of Kosovo. The complex consists 
of eight lead-zinc mines, exploration areas, three concentrators, a lead smelter and refinery, 
and the Mitrovica Industrial Park, which includes zinc refinery, battery factory chemical 
plants and a fertilizer plant. The Public Owned Enterprises Division administers and 
oversights 65 enterprises ranging from publie utility providers to transport and 
telecommunications, 




















The operational context is fast moving and creative. Jt provides unique opportunity to 
experience immediate results in practical. policy and strategy related work. 





In this cantext the SOEs Divisions of the KTA are currently seeking 
to fill the following posts: 


Finance Officer. Trepca Team 
Project Officer. Trepca Team 









Detailed job descriptions for all vacancies are found at www.euinkosovo.org 
The selection criteria and background for all positions are: 
* Relevant advanced academic qualification in the respective professional area; 
* As the operational culture is collegial and informal, self-starters motivated to.excellence 
and wanting to contribute to the task of fostering peace and economic development; 
* Excellent speaking and writing ability in English. Experience working in Central 
and Eastern Europe or in the Balkans is an added advantage; 
* Sufficient prior international experience, which enables candidates to provide 
the knowledge frameworks and transitional modalities in the respective job areas. 
* Strong managerial and communication skills. Energetic, culturally sensitive 
and politically astute team player. 















An internationally competitive compensation package, inclusive of local living 
conditions allowance, is offered for afl posts. 





CV and cover letter in English is to be submitted to eupillar-recruitment € eurmik org. 
Closing date for applications is October 27th, 
Only candidates selected for interview will be contacted. 







The Kosovo Trust Agency ís an equal opportunity employer and encourages 
application from female candidates. 










International Lawyers and Economists Against 
Poverty (ILEAP) Initiative 


is looking for a full time 


Executive Director 


based in Toronto, Canada, to be hired for a two-year term. 











ILEAP is a non-governmental, non-profit organization, formed with the 
objective of providing timely, responsive and practical legal and economic 
expertise to developing countries that will assist them in achieving trade 
related development. ILEAP is currently based at the Faculty of Law, 
University of Toronto, Canada. For more information about ILEAP. and the 
job description, please visit our web site at http //Awww,.ileapinitiative.com. 









Position Summary 

Reporting to the Board of Directors of ILEAP the Executive Director will 
provide strategic leadership and administrative support in managing ILEAP's 
activities. Specific responsibilities will include: developing long term plans 
and strategies for ILEAP; coordinating ILEAP operational activities; 
establishing international networks of expertise; creating and developing: 
resources of trade information; developing and implementing fund raising 
strategies, and liaising with and representing ILEAP to various stakeholder 
groups. 









Qualifications and Experience Requirements 

The incumbent will have an advanced university degree; law and/or o- 
economics preferred. The candidate should have: a demonstrated 
commitment to addressing the challenges of the developing world; 
significant trade law/development experience; managerial experience; and 
extensive fundraising experience. | 









Salary will be competitive. 






Interested candidates are invited to send their applications, including CV, - 
cover letter, and names and contacts for references to Ivana Kadic, LEAP 78 -. 
Queen's Park Crescent, Toronto, ON M5S 2C5, Canada, or by e-mail at | 
ileap@ileapinitiative.com E 









Application deadline: October 31, 2002 
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Then lead this unique organisation. 


Non Executive Chairman - Financial Ombudsman Service 


Based South Quay, Docklands 


The Financial Ombudsman Service was set up to 
provide impartial and accessible dispute 
resolution between consumers and financial 
services firms, and to be fiercely passionate 
about raising standards of customer care and 
consumer protection. 


Operationally independent from the FSA yet 
strongly linked to it, its decisions are legally 
binding on the organisations within the 
Service's remit. Since its launch, it has 
successfully resolved tens of thousands of 
complaints made against firms in insurance, 
mortgages, investments, banking and pensions. 


In February 2003 the first Chairman will be 
stepping down. An equally authoritative and 
credible individual is now sought to lead the 


non-executive board of this unique organisation. 


In a high profile and influential role, you will 
both challenge and champion the Service, 
driving it forward in line with changing markets 
and expectations. Working closely with 
specialist ombudsmen, and liaising regularly 
with the FSA and its Board, you will ensure the 
Service extends its reputation as a trusted 
point of reference for consumers and financial 
firms. Prepared to act as the public face of the 
Service, you will also help protect its 
independence against vested interests. 


Exceptional credentials are required, including 
main Board experience ideally complemented by 
experience of consumer or regulatory affairs, 
law or public service. Whatever your 
background, you must be able to grasp complex 
legal and consumer issues quickly and 






Passionate about customer care and consumer protection? 


communicate your ideas clearly and concisely. 
Politically astute, confident and a proven 
leader, you must also thrive under pressure, 
expect and handle criticism and be committed 
to the efficient delivery of service to the 
organisation's customers. The appointment is 
initially for three years, with a minimum 
commitment of one day a week. 


To apply, send your CV and cover letter, to 
arrive no later than 1st November 2002, to 
Kelly Peterson, Human Resources, Financial 
Services Authority, 25 The North Colonnade, 
Canary Wharf, London E14 5HS. For more 
information about the organisations please 
refer to the websites below or email 

Kelly. Peterson@fsa.gov.uk 
www.financial-ombudsman.org.uk 
www.fsa.gov.uk 







Financial Services Authority 


The Oil, Gas, Mining and Chemicals Department of The World Bank Group catalyzes 
private investment by structuring innovative transactions and providing project finance, 
corporate loans, and equity to private companies for investments in oil, gas and chemical 
projects. The Department also advises government on policies that are designed to create a 
positive investment climate and achieve other important policy objectives. The World Bank 
believes that Oil, Gas, Mining and Chemicals are significant drivers of economic recovery 
and growth. As such, their development and efficient management are critical to meeting 
core objectives of the World Bank in the areas of poverty alleviation, health, education and 
social welfare. 


Senior Mining Engineer/industry Specialist 

The successful candidate will participate in multi-disciplinary task teams to develop and 
implement the WBG's mining activities concerning sector reform and restructuring. She/he 
will stay on the forefront of sector issues and contribute to the work of the Mining 
Thernatic Group through the preparation and dissemination of innovative approaches on 
mining industry issues, actively mainstreaming these activities through participation in joint 
work and/or collaboration with intemational organizations and mining companies. 


Experience will be required in the policy/fiscal/regulatory aspects preferably in public or 
possibly private sectors (at least ten years’ experience). Understanding of how the 
extractive industry fits into the macro-economy and the development process and a keen 
sense of potential impacts on communities in developing countries are essential. 


Revenue Management Specialist 

Work on issues concemed with the monitoring, management and disbursernent of 
upstream oil and gas and mining revenues, to support the Bank's policies to increase 
transparency and good governance, and to help govemments better plan for the use of 
extractive industry resources. The successful candidate will also work on regional and local 
aspects of revenue. 





Experience in upstream petroleum contractual, tax, accounting and audit procedures; 
petroleum contractual and tax design issues; and contract and tax administration is 
required, including at least five years 
within an oil or gas or mining company, 
The - Familiarity with a range of emerging 


wg markets and issues of sustainable 
S74 World Ba 


economic development is essential. 
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OIL, GAS AND MINING SPECIALISIS 














FSA. 


Senior Downstream Oil Specialist 

Provide operational support, technical and commercial advice, and policy guidance 
across a broad range of downstream oil sector issues including: sector reform, pricing, 
restructuring and regulation, and the environmental aspects of fuels use, including 
product specifications. 


Experience working in the downstream oil sector in a number of developing countries for... 2 
several years is required. 


Senior Downstream Gas Specialist d 
Provide operational support, technical and commercial advice, and policy guidance forthe — 
downstream gas sector covering across a broad range of issues including: sector reform, 
restructuring and regulation; pricing and tariffs for gas transmission and distribution; the 
development of local gas markets; and environmental and social issues relating to gas 

development. S 
Experience working in the downstream gas sector in a number of developing countries for - 
several years is required. wu 


Selection Criteria for the Above Positions 

e Experience with and a passion for extractive industry operations in developing countries. 
in-depth understanding of issues associated with the extractive industry and current 
trends. Vision concerning sector's contribution to sustainable development. 

e Excellent industry contacts, both with private investors and officials in developing country 
governments. 

« Outstanding communications skills and the ability to present complicated issues with 
clarity and objectivity. 

* Experience working in multi-disciplinary teams, and managing people; the ability to 
achieve a common purpose within teams by persuasion. 

e Masters degree or higher economic and/or technical/financial qualifications 
(both would be a plus). French/Spanish a plus. 


The World Bank offers an internationally competitive compensation package. Interested .- 
candidates can access detailed job descriptions and apply on-line through the World Bank |. 
career website at www .worldbank.org. The closing deadline is October 28, 2002. : 
Women and nationals of developing countries are encouraged to apply. Due to the 

expected volume of applications, only short-listed candidates will receive responses. 





International Labour Office 
New Delhi - india 


National Child Labour Experts, India 


he International Programme on the Elimination of Child Labour (IPEC), a 
rogramme of the International Labour Organization, is operational in India 
ince 1992 and has activities in over thirty countries worldwide supported by 
more than twenty donors. Its long-term objective i is the effective abolition of 
child labour. In the short and medium term, the programme aims at assisting 
LO member States in designing and implementing policies and programmes 
¿which would help them deal with the worst forms of child labour. 


: Within the framework of a joint initiative between the Ministry of Labour, 
Government of India and the Department of Labor of the United States, the 
ILO, as the executing agency, is to launch a large scale project for the 
‘elimination of child labour in selected hazardous sectors in identified districts 


n -in the following four States in India: Madhya Pradesh, Maharashtra, Tamil 
[|| Nadu and Uttar Pradesh. 


The ILO is inviting applications from Indian nationals for the following 
positions to be based in New Delhi: 


Project Manager (National Officer ~ D) 

Project Officer, Child Labour and Education (National Officer ~ B) 
Project Officer, Research and Monitoring (National Officer ~ B) 
Project Officer, Vocational Training (National Officer — B) 


For further details and application procedure please visit the ILO's India web 
site aC www.ilo.org/india Applications should be sent to the address 


= | indicated in the Vacancy Announcements no later than 15 November 2002. 


International Labour Office, New Delhi, India 
India Habitat Centre, Core 4B. 3rd Floor 
Lodi Road, New Delhi ~110003, India 
Tel: +4+91-11-460 21 01 


Pacific Northwest National Laboratory 
Operated by Battelle for the U.S. Department of Energy 


Director, Defense Nuclear Nonproliferation Programs 


Within the Laboratory's National Security Directorate, defense nuclear 
nonproliferation activities are primarily focused on the reduction and elimination 
of weapons of mass destruction, exceeding $100M per year in sponsored activities 
in the specific areas of research and engineering, international nuclear safety, 


- | nonproliferation and arms control policy, international material protection and 
Sf cooperation, and plutonium elimination and disposition. 


| The successful candidate will lead all strategic and program implementation 


activities and serve as the primary sponsor point of contact in these areas. He/she 
“must have a good understanding and well developed relationships and networks in 
the U. S. Government national security establishment, the Department of Energy 
and the National Nuclear Security Administration, as well as a broad familiarity 
with the non-governmental global security community, demonstrated by a record 
of leadership (10-15 yrs) in nuclear arms control and nonproliferation or a related 
area. 

The ideal candidate will have several years of experience at the nexus of science 
and technology implementation in support of U.S. Government national security 
goals. An advanced technical or international policy degree at the doctorate level 
is desirable. 


The ability to obtain and retain a DOE "Q" security clearance is required. Located 
in Richland, in southeast Washington State on the banks of the Columbia River and 
the Hanford Reach National Monument, PNNL offers a competitive salary and 
benefit package. 


For consideration, please submit resume to: 
http: ff jobs. ES vicus ries 104131 


or Frances Podratz, MSIN-K8-15, | PO. Pers Richland, WA 99352 


PNNL is an EEO/AA employer and values diversity in the workplace. 
F/M/D/V are encouraged to apply. 





THE FORD FOUNDATION 


Program Officer, Human Rights (#770) 
Moscow, Russia 


Based in Moscow, the Program Officer works with the Moscow Representative and 
other Ford Foundation staff to develop and manage a grant portfolio related to human 
rights and justice in the Russian Federation, Builds on Foundation work in Russia to 
review and refine key priorities for grantmaking, which currently include: 
strengthening the community of national and local human rights organizations in 
Russia, particularly organizations protecting the rights of vulnerable groups like 
prisoners, conscripts, refugees, and victims of domestic violence; enhancing access to 
the justice system by creating mechanisms of effective legal aid to serve vulnerable or 
indigent populations; and promoting change within the justice system through support 
for democratic reform of policing, pre-trial detention, courts, and prisons, Develops 
new human rights and justice initiatives; identifies prospective grantees; solicits, 
reviews, and responds to grant proposals; monitors human rights grants and 
developments; and prepares recommendations for Foundation funding. Collaborates 
with Foundation colleagues to refine and promote the Foundation's human rights goals. 
Contributes to the Foundation’s overall strategic direction for grantmaking in Russia 
and the post-Soviet region. 


Qualifications: Substantial professional experience in human rights issues: 
understanding of program development and ability to conceptualize programmatic 
strategies; strong managerial, organizational and interpersonal skills; excellent 
analytical and English-writing skills; and a strong command of Russian language are 
required, Legal background or international legal experience is especially desirable. 
Experience working or living in the former Soviet Union, grant-making experience, 
and an advanced degree in law, public policy, or another relevant field are highly 
desirable, 


To apply send resume, substantive cover letter and writing sample (5-20 pages of 
original work in English) preferably by email to: resumes@fordfound.org or mail 
Janet Graber, 320 East 43rd St., New York, NY 10017, USA, by November 25, 
2002. Please note “Position #770" in subject line. 


For more information on the Ford Foundation, visit www.fordfound.org. 


The Ford Foundation is an EEO employer. 


En 
World Bank 
TRANSPORT PROFESSIONALS 


The World Bank's primary objective is poverty reduction in developing countries. 
Qur borrowers must take steps to promote economic growth, while directly 
addressing the needs of the poor. Specifically, the transport activities of the Bank 
provide finance and advice to support the development, and improved operation, of 
economic infrastructure as well as helping our clients provide services and 
infrastructure which directly meet the needs of their poorer communities. To assist 
with the design and management of these programs, we are currently seeking highly 
qualified specialists to fill positions, at various levels of seniority, for: 


* Highway/Road Engineers 
e Transport Economists 
* Transport Specialists 


Preference will be given to candidates with some solid work experience in developing 
countries (a. minimum of 5 years for the most junior positions and 10 years for more 
senior positions). Ability to speak and write French fluently would be highly 
desirable. in addition, the ability to work in one or more of the other major 
languages of our borrowers would be an advantage (including, Arabic, Chinese, 
Russian, Portuguese, or Spanish}. 


The World Bank offers an internationally competitive compensation package. 
Initially successful candidates would be based in Washington, DC but they should 
expect to travel worldwide and may be asked to live in one of our client countries 
for extended periods. Interested candidates can access detailed job descriptions 
and apply on-line through the World Bank's career web-site at ——— 
www.worldbank.org/careers or may fax their application to (202) 522-0198 (but 
not both). The deadline is October 25th, 2002. However, this is an ongoing 
strategic recruitment process and late applications may be considered. 


Due to the expected volume of applications, only short-listed candidates can expect 
to receive a written response. Candidates who have recently responded to 
advertisements they have seen in other journals or on the Web need not reapply. 
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GENERAL MANAGER 
FALKLAND ISLANDS DEVELOPMENT CORPORATION 
c.£52-£58,000 plus PRP plus 25% gratuity 


. The Falklands have been in the news a lot lately. We're proud of 
our beautiful natural environment and our rapidly expanding 
business economy, The Corporation is the economic development 
arm of the Falkland Islands Government. The Falklands’ key 
economic areas are; 


commercial fishery and developing aquaculture 
tourism and craft 

agriculture, wool and meat 

small businesses 


We are now looking for someone with a strong track record in 
business development to lead our Development Corporation. You 
should have public and/or private sector experience in some of our 
key sectors, have worked with SMEs, be qualified to degree level, and 
above all want to help in shaping the Falklands' tremendous future. 


This is a three year appointment, renewable. 


Send for an information pack now and return your application 
by 15 November. Interviews will be held in London on Saturday 
30 November. 


Contact: Recruitment Officer, Falkland House, 14 Broadway, 
London SWiH OBH (tel 020 7222 2542; e-mail 
recruitment&figo.u-net.com). 


South East England 


senior transport economist 


Mott MacDonald is looking for a transport economist to join the 
economics and finance team of our integrated transport division 
in the South East of England. The division is a rapidly expanding 
unit of 200 specialist staff with a varied and interesting world-wide 
portfolio of projects. 


With a good degree in economics and possibly a postgraduate 
qualification, you will have a minimum of eight years experience 
in consultancy. You will have strong numeracy skills, experience 
in economic and financial appraisal plus econometrics. Good 
management skills coupled with a positive attitude and a flexible, 
responsive approach to problem solving are also highly desirable 
qualities for this position. 


The successful candidate will be based in the UK and expected 
to travel and work overseas. This role will provide a varied and 
challenging workload, with good opportunities for career 
development as the business expands. 


We offer a competitive salary package and benefits in keeping 
with our status as a large international company. 


To apply, please write giving details of your qualifications and 
experience to Andy Clarke at: 


Mott MacDonald Mott MacDonald is an equal 
St Anne House opportunities employer 
Wellesley Road 

Croydon CRY ZUL 

T 020 8774 2000 

E aci@mm-croy. mottmac.com 


m MacDonald 
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DIRECTOR HEALTH, 


POPULATION 


The World Bank is locking for a Director of Health, Nutrition and 
Population, who would serve as an intellectual leader and senior 
spokesperson on issues of health, nutrition, and population across the Bank 


The Bank faces the challenge of making a major contribution in improving. t 
Health and Nutrition of millions of people living in paverty worldwide. This: j 
means reducing maternal and child deaths, improving nutrition in children: = 
and fighting HIV/AIDS and other diseases. px 


The successful candidate will provide Leadership in designing and n 
implementing the strategic response to issues such as these across the Bank, 
and be a key actor in furthering the international agenda for achieving broad = 
progress towards the Millennium Development Goals-—six of the eight goals = 
relate to the Health, Nutrition, and Population (HNP) sector-—and other 
health-related priorities. An essential dimension of this work would require 
close relationships with a wide-ranging alliance of developing countries, UN- 
agencies, civil society, the private sector, and other leading stakeholders. 


Other key dimensions of this role would include providing the vision and 
leadership in areas such as: 


e Sector Strategy — with a results-based approach along MDGs lines, 
including support to the Bank's six operational regions-—in devising sector 
assistance strategies and marshaling priorities into a Bank-wide sector 
strategy, 


e Knowledge-Building, including building the Bank's global knowledge in the 
sector; 


e Quality Assurance, including the development of new approaches to 
continually improve the quality of Bank products; 


e Strategic Staffing, including developing and implementing sector strategies 
for recruitment, and optimum deployment of key staff and staff training. 


The World Bank's work in health, nutrition, and population/reproductive : 
health - supported by approximately 230 staff - includes an active portfolio of. 
over 140 projects in more than 80 countries. The Bank is also engaged in à 
considerable policy analysis in HNP, as well as promoting and conducting. 
relevant research. 


SPECIFIC CRITERIA 


e An outstanding reputation for intellectual leadership and recognized as an i 
international authority in the sector, based on strong technical capabilities: 
and academic credentials (Ph.D. preferred). 


e Extensive experience in leading policy dialogue and complex design and 
implementation of HNP sector reform, preferably in both developing and” 
developed countries. Hands-on experience with management and 
financing of health service delivery is a strong plus. 

* Role model as a leader of cultural change in the workplace. E 

e Strong strategic focus and analytical thinking and decisiveness. Ability to = 
integrate ideas from diverse views, create partnerships in order to 
advocate and influence, and resolve conflicts constructively. At the same 
time, ability to take principled and balanced positions on critical issues a 
make difficult judgments. 

e Outstanding communications and presentation skills. 

For more information, submit a detailed curriculum vitae (in English) to ^ 

opportunities worldbank.org (Please add DIrHNP in the subject line). 

Closing date for applications is October 25, 2002. 

‘Women and developing country nationals are encouraged to apply. Only 
shortlisted candidates will be notified. 





























































Our Dream is a World Free of Poverty... 
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Israel ignores the United Nations and has weapons of mass destruction. So why all 


the fuss about Iraq? 


OON after invading Kuwait in 1990, 

Saddam Hussein realised that he had 
made a mistake. Contrary to his expecta- 
tions, the world would not after all allow 
his land-grab to stand. The United States 
was girding for war. He therefore began to 
cast around for a face-saving exit. One of 
the first ideas he came up with was “link- 
age". Why not trade a withdrawal from Ku- 
wait for Israel's withdrawal from the terri- 
tories it had occupied in 1967? 

Linkage got nowhere. But as the world 
debates the merits of another American- 
led war against Mr Hussein, the idea has 
returned in a new form. Israel has violated 
countless UN resolutions and amassed 
weapons of mass destruction, say those 
who oppose this war. Why then is Iraq sin- 
gled out for yet more punishment while 
the Israelis get off scot-free? 

This question is no longer being asked 
by Arabs alone. *No war against Iraq, Free 
Palestine" has become the slogan of anti- 
war demonstrators in Europe and Amer- 
ica. The two conflicts have become en- 
twined in the public mind in a way thatthe 
West’s politicians cannot ignore. When he 
sought last week to talk his sceptical La- 
bour Party into supporting action against 
Iraq, Tony Blair, Britain’s prime minister, 
got his biggest cheer for the bit of his 
speech that said UN resolutions should ap- 
ply in Palestine as much as Iraq. 


To many of those disturbed by the con- 
trast between the world's treatment of Is- 
rael andits treatment of Iraq, itis rights and 
wrongs, not details of law, that matter 
here. Israel's occupation of the West Bank 
and Gaza has endured for 35 years, against 
the will of the Palestinian inhabitants, 
who dearly want, and in the eyes of the 
world have long deserved, a state of their 
own. But whereas Israel is supported eco- 
nomically and diplomatically by America, 
America is the prime mover against Iraq. 
Simple justice, or so the argument goes, re- 
quires even-handed behaviour by the su- 
perpower in the two conflicts. 

That may be so. But a quite distinct sort 
of claim is also made in the *double stan- 
dards" debate. This holds that Israel stands 
in breach of Security Council resolutions 
in just the way Iraq does, and therefore de- 
serves to be treated by the UN with equal 
severity. Not so. 


What the law says 

The UN distinguishes between two sorts 
of Security Council resolution. Those 
passed under Chapter Six deal with the 
peaceful resolution of disputes and entitle 
the council to make non-binding recom- 
mendations. Those under Chapter Seven 
give the council broad powers to take ac- 
tion, including warlike action, to deal with 
“threats to the peace, breaches of the 
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peace, or acts of aggression”. Such resolu- 
tions, binding on all UN members, were 
rare during the cold war. But they were 
used against Iraq after its invasion of Ku- 
wait. None of the resolutions relating to 
the Israeli-Arab conflict comes under 
Chapter Seven. By imposing sanctions—in- 
cluding military ones—against Iraq but not 
against Israel, the UNis merely acting in ac- 
cordance with its own rules. 

The distinctiveness of Chapter Seven 
resolutions, and the fact that none has 
been passed in relation to Israel, is ac- 
knowledged by Palestinian diplomats. Itis, 
indeed, one of their main complaints. A 
Palestine Liberation Organisation report, 
entitled “Double Standards” and pub- 
lished at the end of September, pointed 
out that, over the years, the UN has upheld 
the Palestinians’ right to statehood, con- 
demned Israel’s settlements and called for 
Israel to withdraw. But “no enforcement 
action or any other action to implement 
UN resolutions and international law has 
been ordered by the Security Council.” 

But what if, for the sake of argument, 
the main Security Council resolutions on 
the Arab-Israeli conflict had been Chapter 
Seven resolutions? The problem would 
then arise that Resolution 242 of 1967, 
passed after the six-day war and fre- 
quently cited in the double-standards ar- 
gument, does not say whata lot of the peo- 
ple who quote it think it says (see box on 
next page). It does not instruct Israel to 
withdraw unilaterally from the territories 
occupied in 1967. It does not condemn Is- 
rael’s conquest, for the good reason that 
most western powers at that time thought 
it the result of a justifiable pre-emptive 
war. It calls for a negotiated settlement, 
based on the principle of exchanging land 
for peace. This is a very different matter. 
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Resolution 242 (1967) 


The Security Council, 

e Emphasising the inadmissibility of the 
acquisition of territory by war and the 
need to work for a just and lasting peace 
in which every State in the area can live 
in security... 

e Affirms that the fulfillment of Charter 
principles requires the establishment of 
a just and lasting peace in the Middle 
East which should include the applica- 
tion of both the following principles: 


e Withdrawal of Israeli armed forces 
from territories occupied in the recent 
conflict; 


e Termination of all claims or states of 
belligerency and respect for and ac- 
knowledgement of the sovereignty, ter- 
ritorial integrity and political 
independence of every State in the area 
and their right to live in peace within se- 


In the case of Iraq, the Security Council 
has instructed Mr Hussein to take various 
unilateral actions that he is perfectly capa- 
ble of taking. Resolution 242 cannot be im- 
plemented unilaterally, even if Israel 
wanted to do so. 

Why? First is the question of borders. 
Some of the diplomats who drafted Reso- 
lution 242 said afterwards that they in- 
tended to allow for some changes in the ar- 
mistice lines that separated Israel and its 
Arab neighbours before the war of 1967. 
There has been a dreary argument for 
three decades over the meaning of the ab- 
sence of a definite article (in the English 
text) before the phrase "territories occu- 
pied in the recent conflict". The Arabs 
maintain that the resolution requires a 
complete withdrawal from every inch. But 
even if this were so, the resolution cannot 
be implemented without arriving at a ne- 
gotiated agreement. 

For example, the resolution calls for a 
"just" settlement of the Palestinian refugee 
issue. Meaning what? The Palestinians say 
that a UN General Assembly resolution, 
194 of 1948, gives all the Palestinian refu- 
gees of 1948 the right to return, or to get 
compensation. Israel, denying responsibil- 
ity for their flight, says that the same reso- 
lution stipulates that these refugees had to 
be willing to “live at peace with their 
neighbours" and that the Palestinians, 
having rejected the uN-sanctioned parti- 
tion of Palestine, were not prepared to live 
in peace with the new Jewish state. More 
than half a century later, the refugee popu- 
lation has grown from about 700,000 to at 
least 3.8m, making the return of all of them 
an impossibility, says Israel. It may be pos- 
sible to negotiate a compromise on this is- 
sue, as Yasser Arafat and Ehud Barak at- 
tempted without success at Camp David 


cure and recognised boundaries free 
from threats or acts of force; 

Affirms further the necessity 

e For guaranteeing freedom of navigation 
through international waterways in the 
area; 

e For achieving a just settlement of the 
refugee problem; 

e For guaranteeing the territorial inviola- 
bility and political independence of ev- 
ery State in the area, through measures 
including ...demilitarised zones; 

e Requests the Secretary-General to des- 
ignate a Special Representative to pro- 
ceed to the Middle East to establish and 
maintain contacts with the States con- 
cerned in order to promote agreement 
and assist efforts to achieve a peaceful 
and accepted settlement in accordance 
with the provisions and principles in 
this resolution. 


in 2000. But there exists no Security Coun- 
cil blueprint to solve it. 

Israel says that it has already imple- 
mented much of 242, and that it stands 
ready to implement the rest of it. It re- 
turned land to Egypt and Jordan in return 
for peace. Two years ago, when he was 
prime minister, Mr Barak offered the bulk 
of the Golan Heights in return for peace 
with Syria. All the agreements made be- 
tween Israel and the Palestinians under 
the Oslo peace process were predicated on 
Resolution 242. Israel subsequently with- 
drew from the main Palestinian popula- 
tion centres (although it has returned to 
them since the intifada) pending negotia- 
tion of a final settlement. And though 


In contravention of lots of resolutions 


there are strong grounds to question his 
sincerity, Israel's new prime minister, Ari- 
el Sharon, claims to accept George Bush's 
peace "vision", set out in June, of an Israeli 
withdrawal and a free Palestine based on 
the borders of 1967. 

It is commonly asserted that Israel's 
occupation is "illegal". This is question- 
able. In March, for the first time ever, Kofi 
Annan, the UN's secretary-general, called 
Israel's occupation illegal, but it is no acci- 
dent that he has not repeated this claim. In 
the view of Sir Adam Roberts, professor of 
international relations at the University of 
Oxford, it was a "serious mistake" to de- 
scribe the occupation itself, as opposed to 
some of Israel's actions as an occupier, in 
this way. In a subsequent letter to the New 
York Times, Mr Annan's spokesman ad- 
mitted as much. The secretary-general, he 
said, had not intended to refer to the legal- 
ity of Israel's occupation of the territories 
during the war of 1967, only to breaches of 
its obligations as an occupying power. 

This is where Israel has put itself 
squarely on the wrong side of the Security 
Council. Since 1967, the UN has rejected all 
Israel's attempts to change the legal and 
demographic status of the captured territo- 
ries, by annexing Jerusalem, applying Is- 
raeli law to the Golan Heights and plan- 
ting Jewish settlements in the West Bank 
and Gaza (see box on next page). How can 
vigorous attempts to colonise the occupied 
territories be reconciled with Israel's claim 
to accept 242 and the principle of land for 
peace that underlies it? 

They can't. The plain fact is that Israel, 
citing history ancient and modern (Jerusa- 
lem has had a Jewish majority since the 
19th century), decided after conquering its 
Jordanian half in 1967 to make the city its 


eternal *unified" capital. The Labour gov- »» 








. > ernments of that period also began to dot 
the Jordan valley and Golan Heights with 
Jewish settlements, ostensibly in order to 
guard the new borders against a still hos- 
tile Arab world. After 1977, the Likud gov- 
ernments of Menahem Begin and Yitzhak 
Shamir set out frankly, for religious-ideo- 
logical reasons, to make the occupied terri- 
tories part of a Greater Israel, in defiance of 
the UN and of the logic of 242. Here Israel 
cannot plead innocence. Allit can enterisa 
plea of mitigation. 

Legalor not, the occupation haslasted a 
terribly long time. But this is not solely Is- 
rael’s fault. In 1967,it was the Arabs who re- 
jected Resolution 242. They certainly did 
not accept Israel's new post-war borders, 
but nor did they recognise its pre-war bor- 
ders. They did not, in fact, acknowledge Is- 
rael's right to exist at all. This posture per- 
sisted for a dozen years after 1967, until 
Egypt alone made peace. The Palestinians, 
pledging still to "liberate" all Palestine and 
dissolve the Jewish state, waited longer. 
Not until the late 1980s, some 40 years 
after Israel's birth and 20 years after the 
1967 war, did Mr Arafat's PLO indicate an 
interest in a two-state solution. Under the 
rules of "belligerent occupation", Israel 
should not have mucked about during 
those 20 years with the status of the cap- 
tured lands. But itis not wholly surprising, 
given the continuing rejection and siege, 
that it did. 

When the Palestinians decided that 
they were no longer bent on its extirpa- 
tion, Israel responded. In 1993 it signed an 
agreement with the PLO under which the 
two sides undertook to implement Reso- 
lution 242 by negotiation, thus putting all 
the contentious issues-Jerusalem, the 
settlements and the refugees—on the bar- 
gaining table. Two years ago the talks 
failed, to be followed by a new Palestinian 
intifada and the election of the unyielding 
Mr Sharon. The Israelis claim that their 
agreement to negotiate the thorny issues 
with the Palestinians supersedes the rele- 
vant UN resolutions on settlements and 
the rest, a view which the Security Coun- 
cil might accept if the negotiations got 
back on track. In the meantime, the coun- 
cil’s rulings on Jerusalem and the settle- 
ments stand. 


The nuclear shadow 

Over the past two years, the intifada has 
given rise to a new batch of resolutions. 
Some rebuke the Israelis for using “exces- 
sive” force, others make specific demands. 
Resolution 1435, for example, calls on Is- 
rael to pull out of the Palestinian cities it 
has recently reoccupied and back to the 
positions it held before the violence 
started in September 2000. It has been ig- 
nored. But like most recent resolutions, this 
one cuts both ways. It makes demands of 
the Palestinians, too, which have also been 
ignored. In this case, the Palestinian Au- 


thority is instructed to cease all violence 
and incitement, and to bring “those 
responsible for terrorist acts” to justice. 

In the long and intractable conflict over 
Palestine, both sides consider themselves 
victims. The Palestinians say that their na- 
tional rights were usurped by an intruder; 
the Israelis that the Palestinians never ac- 
cepted the Jewish right to self-determina- 
tion. The UN’s approach has been to recog- 
nise the complexity of these respective 
claims, lay down broad principles, and 
urge a negotiated peace. The case of Iraq 
could hardly be more different. That coun- 
try is in conflict with the UN itself, having 
refused to comply with the clear instruc- 
tions, under Chapter Seven, to give up its 
weapons of mass destruction. 

What, though, about Israel’s nukes? 
Does its status as an undeclared nuclear 
power put it on a par with Iraq, which has 
tried to become one? No. In 1981, Resolu- 
tion 487 scolded Israel for sending its air- 
craft to destroy Iraq's Osiraq reactor, which 
Israel said was being used to manufacture 





a nuclear weapon, despite having been 
given a clean bill of health by inspectors 
from the International Atomic Energy 
Agency. Noting that Israel had not signed 
the nuclear non-proliferation treaty (NPT), 
as Iraq had, the UN called on Israel to put 
its own nuclear facilities under the IAEA 
safeguards, as the NPT requires. 

Two decades on, Israel has still not 
signed the NPT. This infuriates the treaty’s 
supporters, who have been striving to 
make it “universal”. But, as with any other 
treaty, governments are free not to sign. 
What they are not free to do is sign, receive 
the foreign (civilian) nuclear help to which 
signing entitles them, and then try to build 
a bomb secretly. This, it is now ruefully ac- 
cepted, is what Iraq tried to do, and may 
still be trying to do. Israel is thought to pos- 
sess a large nuclear arsenal, about which it 
is not being open and honest, and this is 
provoking to its neighbours. But it is not 
evidence of “double standards”. Being a 
nuclear-armed power is not, by itself, a 
breach of international law. m 
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A new workshop of the world 


HONG KONG 


Knitting together the world’s most dynamic industrial region 


T 46m people living in the delta of 
southern China's Pearl river have of 
late been entertained by some noisy spar- 
ring between two majestic tycoons from 
Hong Kong, just east of the estuary. In one 
corner is Gordon Wu, an entrepreneur 
who got rich from mighty infrastructure 
projects across Asia before the 1997 crash. 
Mr Wu nowadays dreams about building 
an 18-mile (29km) bridge to connect Hong 
Kong to Macau and Zhuhai on the estu- 
ary's western side. 

In the other corner ís Li Ka-shing, a leg- 
endary investor who runs, among many 
other things, most of Hong Kong's con- 
tainer port and the river-barge trade that 
feeds it, as well as a younger and faster- 
growing port in the eastern delta. A road 
link across the delta would damage these 
interests, and Mr Li would be happiest 
without it, even though he claims to op- 
pose not the bridge as such, but only gov- 
ernment incentives that favour his rivals. 

Almost lost in the noise of the debate 
are two much larger points. One is the 
steady emergence of an industrial region 
so huge as to transform global trading pat- 
terns and investment flows. Even without 
counting rich and autonomous Hong 
Kong, the delta draws in one-quarter of 
China's foreign direct investment and gen- 
erates one-third of its exports. It has be- 
come the contemporary equivalent of 
19th-century Manchester-a workshop of 
the world. From motherboards to watches 


or television screens, chances are that 
most of the gadgets in western homes 
were made in the delta by companies from 
Taiwan or Hong Kong. 

The other big point, though, is the diffi- 
culty of knitting together this macro-re- 
gion to allow it to achieve its full potential. 
This involves both physical and bureau- 
cratic challenges. Mr Wu's bridge, for in- 
stance, addresses the first of these, but 
might easily yet founder on the second. 
Crossing the waters in question requires 
approval from the governments of two 
“special administrative regions" (SARs), 
Hong Kong and Macau; from a "special 
economic zone" (sez), Zhuhai; from 
Guangdong province; and from the central 
government in Beijing. "It's like having five 
mothers-in-law,” sighs Mr Wu. 

Both the delta's economic dynamism 
and its administrative nightmares stem 
from its convoluted recent history. In 1978, 
when China began opening its economy, 
Hong Kong was a foreign colony and an 
Asian manufacturing "tiger". Guangdong 
was close but separate~a poor and back- 
ward acreage of farmland, intentionally ig- 
nored by Beijing’s central planners, who 
considered it dangerously close in culture 
and geography to capitalism. Shenzhen 
was nothing but a sleepy village of 20,000 
fishermen alongside a clean river. Cities 
such as Dongguan, which now boasts a 
population of 1.3m, did not even exist. 

This changed slowly during the 1980s. 
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Hong Kong surrendered its factories tò 
cheaper locations in South-East Asia and. __ 
became an offshore financing centre for. — 
the new tigers. In Guangdong, the areas __ 
next to Hong Kong and Macau became the 
SEZS of, respectively, Shenzhen and Zhu- 
hai, with looser regulation and taxation; 
these attracted investors from Hong Kong. __ 
and Taiwan. But the region's dynamism 
was still centred on South-East Asia, while 
the delta remained a limited communist . 
experiment in market reform. Ve 

In 1992, however, while touring the _ 
southern provinces, Deng Xiaoping, then 
China's paramount leader, gave his bless- __ 
ing to their economic transformation. __ 
Within a few years, says Christine Loh, 
who runs a Hong Kong think-tank, busi-- 
nessmen from Taiwan and Hong Kong in 
effect “colonised” the delta. Cities such as 
Dongguan exploded-endless, depress- 
ingly grey sprawls of small factories, mas- 
sage parlours and karaoke bars, staffed 
largely by millions of cheap and illegal mi- 
grant workers from China's inland prov- 
inces. Downtown Shenzhen, now home to 
4m, looks like the cityscapes in “Bladerun- 
ner”, while its western suburbs look like 































container ports, airports and highways has 
grown at a staggering rate (see map). : 

Much of the delta today resembles Tai- 
wan a generation ago, says Arthur 
Kroeber, an editor of the China Economic 
Quarterly, a research publication. Its in- 
dustrial structure is best understood not as 
part of China's continental economy (still 
mostly state-owned and with little econ- 
omic contact with the outside world), but 
as a link in the global supply chains of 
multinational corporations. It is a tiger, in 
other words. And an optimistic one at that. : 
Increasingly, Hong Kong's movers and 
shakers believe they are less tied to Asia's- 
broad future than tightly to the delta's. 
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That, however, requires better integra- 
tion. Itis already happening in some areas. 
Atypical Hong Kong business now does its 
marketing, managing and accounting at 
home, where the lawyers and bankers are 
clean and good, and its manufacturing up- 
stream on the mainland, where the work- 
ers are cheap. At weekends, golfers take 
boats up the delta to a dozen new golf 
courses. Hong Kong's shoppers go to 
Shenzhen for fake Gucci bags, while 
Shenzhen's new rich come to Hong Kong 
for real ones. 

Elsewhere, integration is working less 
well. Almost 100m people a year cross the 
border between Hong Kong and Shenz- 
hen, making it the busiest in the world. 
Most of them are funnelled through a 
checkpoint at Lo Wu in a process that is un- 
pleasant at best and dangerous at 
worst—in August alone, 19 people were in- 


Kashmir and Pakistan 
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bs in the human stampedes. Trucks car- 
rying containers to and from Hong Kong's 
port cross the border at another check- 
point, Lok Ma Chau, and often have to 
queue for as long as eight hours before get- 
ting customs clearance. 

Canning Fok, managing director of Li 
Ka-shing's flagship company Hutchison 
Whampoa, says such bottlenecks are big- 
ger problems than the travel times of con- 
tainers by land or water. So, he implies, 
why talk about bridges? Many in Hong 
Kong and Guangdong agree and want to 
make the delta's borders more porous. But 
whether the Wu or the Li view prevails, 
and whether or not the bridge is built, 
fewer and fewer sympathise with dissent- 
ers like Anson Chan, a retired chief of 
Hong Kong's civil service, who sees Hong 
Kong's separateness as an advantage, and 
urges caution in its dismantling. 8 


One election that wasn't rigged 


DELHI 


With polls out of the way, is it now time for India and Pakistan to talk? 


ECTION rigging got India into trouble 
in Jammu & Kashmir, its only Muslim 
majority state, but it will take more than 
one relatively fair election to get India out. 
Kashmiris took up arms against the Indian 
government after the state's 1987 elections, 
widely regarded as a stitch-up by the Na- 
tional Conference, the current ruling 
party. Pakistan, which claims Kashmir as 
its own, has been fomenting violent oppo- 
sition to Indian rule there ever since. 

Against this history, the state elections 
that ended this week are a breakthrough. 
Turnout was a respectable 4496, even 
though anti-Indian militants assassinated 
candidates and threatened voters. Inde- 
pendent observers judged the voting the 
fairest in a quarter-century. The results 
change the state's political complexion. 

As The Economist went to press, the Na- 
tional Conference, led by Kashmir's main 
political dynasty, the Abdullah family, 
seemed to have lost power, though it may 
remain the largest party. Omar Abdullah, 
the young scion who had recently as- 
sumed leadership of the party, could not 
even win his seat. The gainers are Con- 
gress, India's main opposition party, 
which did well mainly i in the Hindu-ma- 
jority Jammu region, and the People's 
Democratic Party (PDP), whose base is the 
Muslim-dominated Kashmir Valley. They 
are now expected to try to form a coalition 
government. India can congratulate itself 
on having held an election capable of 
evicting an unpopular party. 


But it is not certain that the results will 
quell discontent among Kashmiri Mus- 
lims, still less that they will ease tensions 
between India and Pakistan, whose ar- 
mies have been mobilised for war since 
December. The mood will depend on 
whether the new government can better 
Kashmir's dismal human-rights record, cut 
corruption and spur development. 

The central government in Delhi now 


2 ix d 
ER 
* " 


Your ballot please 


meer ERU corpo wem 


X 


it 2 M 
nan x. "ho 
> > uw 3» 





faces weighty decisions. Does it treat the 
election as proof that Kashmir is a normal 
part of India, apart from violence spon- 
sored by Pakistan? That is what hardliners 
in India's ruling Bharatiya Janata Party 
(ByP) would like to do. Or will it open seri- 
ous talks on conferring more autonomy on 
Kashmir, and if so, with whom? The 
newly elected government may speak for 
the state's people, but the ppp will argue 
for involving atleast some members of the 
All Party Hurriyat Conference, the main 
grouping of separatist parties, which boy- 
cotted the vote. A number of candidates 
linked to one of the Hurriyat's moderate 
members won seats, bringing pro-inde- 
pendence voices into the assembly. 

The second big issue is how to deal 
with Pakistan. India accuses Pakistan of 
trying to derail the election through vio- 
lence, thus failing the test India set for re- 
suming dialogue. Atal Behari Vajpayee, the 
Indian prime minister, this week mocked 
Pakistan's president, Pervez Musharraf, as 
a "self-annointed king". 

Yet Pakistan was holding elections of its 
own on October 10th. Three years after 
staging a coup, General Musharraf is to 
hand most of his power to an elected gov- 
ernment—though probably only in theory. 
With both elections out of the way, India 
will now face much greater international 
pressure to talk. There is speculation that it 
will soon scale down its military mobilisa- 
tion. But further progress may have to 
await yet another election, in the state of 
Gujarat, where Hindu mobs killed more 
than 1,000 Muslims earlier this year. The 
governing Hindu-nationalist BjP hopes its 
record in a state it controls will help it win 
the election, due by early next year. Until 
then, it may not pay to be too soft on Mus- 
lims, whether Kashmiris or Pakistanis. B 
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China and North Korea 
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Don't get too capitalist, comrade 


SHENYANG 


A mysterious arrest in north-east China threatens to poison relations between two 


of the world’s last communist states 


p THE public parlance of China’s Com- 
munist leaders, North Korea and China 
are “as close as lips and teeth”. But in the 
past week China has come as close as com- 
munist etiquette allows to a row with its 
maverick neighbour. Just as North Korea 
was embarking on a venture to create a 
capitalist enclave on its border with China, 
the Chinese police detained the business- 
man appointed to run the new zone on 
suspicion of economic crimes. The epi- 
sode has exposed an enormous communi- 
cations gap between the two countries. 
What vexes China is the decision by 
North Korea’s leader, Kim Jong Il, to choose 


America and North Korea 


Parting ways 


An undiplomatic opening 


AUD three days with one of the foun- 
der-members of President George 
Bush's “axis of evil", James Kelly, the 
State Department's top East Asia official, 
left North Korea on October sth tight- 
lipped. Frank, but useful, was all he 
would say of his talks, the first at such a 
high level since Mr Bush's election. 
*High-handed and arrogant" was how a 
North Korean spokesman later summed 
up Mr Kelly's approach. There could be 
more plain-speaking when Mr Bush 
meets Japan's Junichiro Koizumi and 
South Korea's Kim Dae-jung at the Asia- 
Pacific Economic Co-operation summit 
in Mexico later this month. Both men 
have lately been warming up to North 
Korea, but know this cannot go far if 
America won't go along. 

North Korea is miffed at being kept on 
America's list of evil-doers. Mr Kelly 
made clear that it would have to satisfy 
America's concerns on a wide range of 
issues, especially its suspected develop- 
ment of nuclear, chemical and biological 
weapons, and sales of ballistic missiles, 
but also its conventional military threat 
to South Korea and its poor human- 
rights record, if it wanted an improve- 
ment in relations. Any hopes that the re- 
sumption of ministerial contacts with 
South Korea and talk of eventual Japa- 
nese aid and diplomatic relations in the 
wake of Mr Koizumi's surprise visit to 
Pyongyang last month might soften 


Yang Bin, a Chinese-born horticulturalist 
turned property magnate with Dutch citi- 
zenship, as governor of the Sinuiju Special 
Administrative Region. Mr Yang is suspect 
partly because he acquired his Dutch citi- 
zenship by taking advantage of rules that 
were relaxed in the Netherlands after the 
1989 Tiananmen Square massacre in Beij- 
ing. Just as bad in China's eyes, though, 
was North Korea's failure to seek Chinese 
approval of the appointment before sud- 
denly announcing it on September 23rd. 
Mr Yang says he had known about the Sin- 
uiju project since January and had briefed 
officials in the north-eastern Chinese prov- 


America's demands were dashed. North 
Korea was this week lambasting Amer- 
ica’s “unilateral hardline policy”—a clear 
attempt to drive wedges between Amer- 
ica and its two best allies in the region. 

But Mr Kelly also had other audi- 
ences, one of them watching sceptically 
from home. Though no date for more 
talks was agreed, he insists the adminis- 
tration is committed to dialogue with 
the North. But he could offer little more 
than a list of America’s known demands 
because the administration is divided on 
where to go from here. Pressure on 
North Korea to cut back its troops, for ex- 
ample, could add to pressure for Amer- 
ica to trim its Korea-based forces too. 

Similarly, some senior American offi- 
cials think America should reconsider a 
1994 deal, which would provide North 
Korea with two western-designed nu- 
clear-power reactors in return for a veri- 
fied end to its suspected plutonium 
production. Mr Koizumi had returned 
from his trip to Pyongyang with a pro- 
mise that North Korea would keep to its 
side of the bargain, yet the International 
Atomic Energy Agency, whose job it 
would be to check that no secret bomb- 
building had been going on, has not 
heard a peep out of the regime there. 
The deal’s critics would anyway rather 
terminate it than see even civilian nu- 
clear technology and expertise trans- 
ferred to such a hostile regime. 
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Yang banged up 


ince of Liaoning, where his business is 
based. Remarkably, it seems, North Korean 
leaders did not discuss it with their coun- 
terparts in Beijing, or ignored their advice. 

The idea of a capitalist zone in Sinuiju 
appeared to be a leaf from China’s own 
book-indeed, even bolder than China's 
decision in 1980 to establish what it called 
“special economic zones", in which cap- 
italist-style economic policies were intro- 
duced. Unlike the Chinese zones, the Sin- 
uiju region would be run by a foreigner, 
use foreign currencies (American and Chi- 
nese), pay no tax to the central govern- 
ment, and have a separate legal system. Mr 
Yang calls it a *daring" decision by North 
Korea's Mr Kim aimed at demonstrating 
that the hitherto sealed-off nation "accepts 
capitalism" and wants to integrate itself 
with the rest of the world. 

The 39-year-old Mr Yang might have 
appeared well qualified for the Sinuiju job. 
The North Koreans desperately need entre- 
preneurial skill, and Mr Yang seemed to 
have plenty. Forbes magazine listed him 
last November as the richest man in China, 
with an estimated wealth of $900m. 

But for weeks before Mr Yang's ap- 
pointment it was clear that something was 
amiss. The share price of one of his main 
assets, a Hong Kong-listed company, Euro- 
Asia Agricultural Holdings, in which he 
holds a majority stake, fell from HK$1.82 in 
November to HK$0.38 at the end of Sep- 
tember, when trading was suspended. In- 
vestors were unsettled by reports in China 
that Mr Yang was suspected of tax and 
land-use violations. They also feared 
money from the company might be si- 
phoned into Mr Yang's other main asset, 
Holland Village—a sprawl of windmills 
and residential and commercial buildings 
in Dutch style under construction on the 
edge of Shenyang, Liaoning’s capital. 

This investment, they thought, might 
suffer the fate of many a Chinese theme 
park and become a colossal folly. Now the 
fate of the park, the zone and Mr Yang him- 
self are all equally unclear. m 


Afghanistan's opium 


A bumper crop 


KABUL 


The fall of the Taliban has seen a big 
increase in poppy planting 


T A seminar on drugs held recently in 
Nangarhar province, in south-eastern 
Afghanistan, 55-year old Khan Zaman, a 
farmer, puts it in a nutshell. "All our life de- 
pends on income from poppy, it is the best 
cash crop. If there are alternatives we will 
leave poppy. We accept the orders of the 
government, but there are problems for 
us.” When asked about plans for this sea- 
son’s planting he says, “I will grow what- 
ever the people cultivate; if itis poppy, if it 
is wheat.” 

This week, the United Nations Office 
for Drug Control and Crime Prevention 
(opccpr) was due to release figures on this 
year’s harvest. According to projections re- 
cently issued by Drug Scope, a British char- 
ity, output for 2002 is expected to be be- 
tween 1,900 to 2,700 tonnes of opium 
resin, a huge rise on the 185 tonnes pro- 
duced in 2001 during the Taliban regime’s 
final year in power (though some may 
have been quietly hoarded). 

In the future, the poppy problem will 
be a good indicator of President Hamid 
Karzai’s hold over the country. At the 
height of their powers, the Taliban boasted 
a 94% reduction in output between their 
July 2000 decree banning poppy cultiva- 
tion and last year’s tiny harvest. It won 
them praise from the West, but that was 
swept away after September 11th. 

With Afghan poppies accounting for 
around 80% of the supply of heroin in Eu- 
rope, western leaders consider their reduc- 
tion a priority. Under an agreement 
worked out by the G8 (the seven richest in- 
dustrialised countries, plus Russia), efforts 
to improve drug control in Afghanistan are 
being led by Britain. It is working with 
both the Afghan government, which has 
just set up a National Security Council 





(NsC), and the ODCCP. 

Part of the Nsc’s remit is to tackle the 
production and trafficking of heroin. But 
mechanisms are not yet in place at provin- 
ciallevelto achieve this. Even if they were, 
regional leaders, many of whom have 
benefited from opium trafficking in the 
past, are likely to objectto any interference. 

The opcceP aims to bring drug control 
into the mainstream of development assis- 
tance, focusing on law reform, the creation 
of an effective police force and, most im- 
portant but most difficult of all, the de- 
velopment of alternative sources of in- 
come for Afghanistan's poppy farmers. 

Finding money for all this is a problem. 
By last month, less than half of the $1.8 bil- 
lion committed to the reconstruction of Af- 
ghanistan for 2002 had been disbursed, 
and most of that has been used to pay for 
emergency projects such as resettling refu- 
gees, rather than reconstruction. Little has 
been left for longer-term programmes, and 
nor are there institutions available to ab- 
sorb it even if it were. 

According to UN officials, there are ob- 
vious flaws in the existing schemes. A kilo- 





gram of opium is at today's prices worth 
around $300 to a farmer, so that with an 
average harvest of 50 kilos per hectare, he 
can expect to bring in around $15,000 per 
hectare, or $6,250 per acre. The cash 
scheme now in place offers a tenth of that. 

The disincentives to growing alterna- 
tive crops are formidable. Roads and irriga- 
tion channels need rebuilding, and Af- 
ghanistan's drought, now in its fourth 
year, makes the cultivation of crops need- 
ing more than minimal water, such as 
wheat, near-impossible. Wheat is also ex- 
pensive to transport and to store. Poppies 
require little water to grow, and the har- 
vested resin can be kept for years before 
being processed into heroin. Besides, the 
returns for wheat, at around $60 per hect- 
are, are minuscule compared with poppy. 
That is a problem that is getting worse: as 
refugees return to their homes, there are 
growing pressures on land. So when plan- 
ting is due to proceed in a few days, Khan 
Zaman, still concerned about putting food 
on the table for his children, may look to 
see what his neighbours are doing, and 
join them in planting poppies. & 


America against Iraq 


The gathering storm 


WASHINGTON, DC 


The Bush administration continues its relentless push to oust Saddam Hussein 


HE writing is not yet on the wall for 
Saddam Hussein. But hardly a day goes 
by without the Bush administration add- 
ing another gigantic letter. On Monday, 
George Bush took the unusual step of talk- 
ing to the nation on television about the 
case for dealing with Mr Hussein and his 
“arsenal of terror". Congress this week 
came closer to passing a resolution grant- 
ing Mr Bush war powers. A month ago it 
looked as if the doves might be winning 
the argument. Now the only question is 
how biga majority the president will get. 
Mr Bush's decision to address the na- 
tion was prompted in part by.a slight soft- 
ening of public support for the war. A new 
USA Today/CNN/Gallup poll shows that 
the proportion of people who favour in- 
vading lraq with American troops has 
fallen from 57% on September 20th-22nd to 
53% on October 3rd-6th. A New York Times 
poll shows that the proportion who favour 
delaying military action to give the United 
Nations more time to get weapons inspec- 
tors back into Iraq increased from 57% on 
September 22nd-23rd to 63% on October 
3rd-5th. 
This ambivalence is not surprising. War 
is easy to justify when it is a matter of re- 
- sponding to a direct attack or dealing with 
"| an imminent threat. A pre-emptive strike 
. against a “grave and gathering threat" re- 
| quires more explanation. Mr Bush should 
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of this new kind of war. Instead, his ad- 
ministration wasted time on an internal ar- 
gument between the unilateralists at the 
Pentagon and the vice-president's office, 
and the internationalists at the State De- 
partment. It was only when the adminis- 
tration produced a compromise which 
tries to force the UN really, genuinely to 
live up to itsobligations, that all sides were 
able to unite behind a common message. 
Mr Bush is now trying to squeeze several 
months worth of opinion-moulding into 
what is probably just a few weeks. 

His difficulties have been increased by 


the fact that he has to address so many dif- 


ferent audiences: the American people as 
well as international diplomats (particu- 
larly the members of the UN Security 
Council), and sceptical Democrats as well 
as hard-line conservatives who think that 
he made a mistake by having any truck 


with the un. The Lone Ranger style that 


goes down well with many Americans is 
anathema to international ears. 

How well did Mr Bush succeed in 
squaring all these circles? He talked in a 
moderate and subdued tone. There were a 
few crowd-pleasing touches, butin general 
Mr Bush was a model of careful delibera- 
tion. He spoke more in sorrow than in an- 
ger, more like a lawyer than a commander- 
in-chief. "This was Mr Bush as the anti- 
cowboy," says Marshall Wittmann of the 
Hudson Institute, “the product of Andover 
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and Yale rather than Midland, Texas.” : 

The president took pains to address the | 
questions that most trouble Americans. 
Why Iraq, rather than any of the other 
ghastly regimes that litter the earth? Mr 
Bush argued that Iraq is unique in combin- 
ing a murderous tyrant with weapons of. 
mass destruction and a belligerently anti- 
American ideology. Why not finish th 
war on al-Qaeda before dealing with Sad 
dam, as Al Gore wants? Mr Bush retorte 
that "terror cells and outlaw regimes build 
ing weapons of mass destruction are dif 
ferent faces of the same evil." 

Perhaps the trickiest question of all i i 
"Why now?" Mr Bush argued that the ter- 
rorist attacks on September 11th last year: 
woke America up to threats it had previ 
ously been tempted to ignore. He added. 
that continuing to do nothing is "the riski- 
est of all options". America cannot afford 
to wait for a "smoking gun" that could 
come in the form of a “mushroom cloud". - 

He was at pains to point out that deal 
ing with Mr Hussein will not be easy. H 
avoided cheap tricks: he did not flourish 
pictures (though the White House released. 
satellite photographs, reminiscent of the. 
pictures produced during the Cuban mis- 
sile crisis, which showed the extensive 
building of a nuclear plant). He did not 
gue that Mr Hussein and Osama bin Lac 
are close friends (though he did produc 
anecdotal evidence of links between al 
Qaeda and Mr Hussein's regime), Th 
tue of the speech lay in its relentless 
mulation of detail and argument. 

But, for all its judiciousness, it nevert 
less had a spine of steel. Mr Bush mad 
clear that America demands more tł 
unfettered access for weapons inspecti 
it demands a change in the nature of 
Iraqi regime. He also argued that, given 
Hussein's past trickery, the only sure 
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> to neutralise the threat will be to get ridof The president and the dockers 


Mr Hussein himself. Mr Bush is clearly 
gambling that a mixture of presidential 
firmness and an overwhelming victory in 
Congress will make the UN come down on 
the side of more resolute action. 

Mr Bush’s speech—and subsequent 
stump appearances in which he reiterated 
the message—certainly added to his al- 
ready considerable momentum on Capi- 
tol Hill. The Senate debate went almost en- 
tirely in his direction. Three Democrats 
facing tough re-election races added their 
names to the war resolutions. Joseph Lie- 
berman and Evan Bayh, two other spon- 
sors of the resolution, dismissed liberal 
complaints that Mr Bush had not made the 
case against Mr Hussein. Tom Daschle, the 
Senate majority leader, indicated that he 
plans to vote for the resolution. 

What about public opinion? The im- 
pact of the president's speech was blunted 
by the fact that only the Fox network aired 
it. Americans continue to be barraged with 
contradictory information. The Pentagon 
released details of Iraq's efforts to conceal 
its weapons programmes, reiterating its 
scepticism about any sort of inspection re- 
gime. At the same time, a letter from 
George Tenet, head of the cIa, published 
at the behest of Congress, argued awk- 
wardly that military action could provoke 
Mr Hussein into unleashing a chemical or 
biological attack on the United States—but 
that, short of such provocation, no attack 
seemed imminent. 

Beyond his words, the best measure of 
Mr Bush's seriousness about Iraq is the 
continuing military build-up in the Gulf. 
America has maintained a sizeable mili- 
tary presence there since the last Gulf war, 
in 1991. But, according to the National Jour- 
nal, that presence has been substantially 
strengthened since September 2001: so 
much so that some defence analysts specu- 
late thatthe forces could be ready for a full- 
scale invasion in as little as eight weeks. 

Some estimates say America already 
has some 40,000 soldiers in the area, and 
enough equipment for 50,000 marines. 
The army has doubled its stockpile of ma- 
teriel in the region since September 11th 
last year-and is well on the way to tripling 
its stockpile near the Iraqi border with Ku- 
wait. American bases have been ex- 
panded and modernised. The aircraft that 
patrol the two no-fly zones over Iraq have 
taken to inflicting heavier damage, particu- 
larly on Iraq's command-and-control sys- 
tems. Some 600 staff from the army's Cen- 
tral Command headquarters in Tampa, 
Florida, will move to Qatar in November 
as an exercise. 

With Mr Bush determined to change 
the nature of the Iraqi regime, Congress 
willing to give him the powers he wants, 
and the Democrats’ peaceniks divided and 
confused, the likelihood that the “exercise” 
will turn real grows by the day. m 


George Bush, union-basher? 


WASHINGTON, DC 


By ending the west-coast port shutdown, the president has helped the economy. 


He may pay a political price 


TE week George Bush waded into the 
labour dispute that has paralysed 29 
ports on the west coast. He invoked the 
1947 Taft-Hartley Act, a law unused since 
the 1970s, which lets the president force 
people back to work if a strike or a man- 
agement lock-out “imperils national 
health or safety”. Arguing that the blocked 
ports threatened both America’s economy 
and its national security, Mr Bush got a 
court injunction which ordered the ports 
to reopen, at first until October 16th but 
then, most likely, for the full 80-day cool- 
ing-off period the Taft-Hartley law allows. 

Businessmen were delighted. Many 
had been urging the White House to inter- 
vene in a dispute that was starting to hurt. 
With 200 ships idling off the west coast, 
and scores more heading across the Pacific, 
manufacturers were missing parts, retail- 
ers could not plan their Christmas shelves 
and farmers could not sell food to Asia. 


Peace protests 


The National Association of Manufactur- 
ers claimed that 5% of its members had al- 
ready closed plants or cut production. Mr 
Bush said that farms were losing “a thou- 
sand jobs a day” and, in all, the economy 
was losing “up to $1 billion a day”. 

In fact, by opening the ports after 11 
days, Mr Bush has ensured that the macro- 
economic consequences of the dispute 
will be minimal. Though it will take weeks 
to work through the backlog of cargo, and 
though specific industries will be tempo- 
rarily hit, overall economic growth is un- 
likely to suffer much. After all, this dispute 
has been simmering for months. Many 
firms had stocked up on inventories or ar- 
ranged other means of transport. 

The problem for the White House was 
that the costs of a port shutdown would 
have snowballed if the dispute had contin- 
ued. Exports and imports together are 


worth around 25% of Gpp, and the west- >> 


Thank goodness for war 


NEW YORK 


At last, something to get really worked up about 


ERHAPS 20,000 protesters turned out 

in Central Park on October 6th. Here 
waved a Palestinian flag, there bobbed a 
placard connecting George Bush to En- 
ron. At one point, members of the crowd 
took out their wallets in memory of 
Amadou Diallo, an immigrant killed by 
New York cops as he reached for his wal- 
let. A casual observer could be forgiven 
for being confused. Exactly what was 
everybody protesting about? 

The theme, as it happened, was Iraq, 
and the centrepiece of the protest was a 
“Pledge of Resistance”, passed around 
on fliers, which included the solemn 
pledge of “no more transfusions of 
blood for oil”. But demonstrators and 
speakers, which included several Holly- 
wood stars, also decried the war in Af- 
ghanistan, police brutality, poor farmers 
in Latin America, the drug war, patriar- 
chy, Halliburton and the need for sus- 
tainable energy. Some saw an American 
“war on the world”, with the mmr, the 
World Bank, the World Trade Organisa- 
tion, the Bush administration and large 
corporations as different incarnations of 
the same unspeakable evil. In the face of 





A relatively simple sentiment 


so many overwhelming enemies, protest 
gets a bit diluted. 

Polls repeatedly show high support 
for a pre-emptive strike on Iraq. And the 
motley crowd has no hope of changing 
the president's mind. At the very least, 
more letters may get written to Congress 
and a few doveish members in liberal 
districts may be emboldened to join in. 
But in the current climate they will have 
to be very bold, and their districts very 
safe indeed. 






Surfin' Taft-Hartley 


> coast ports carry over half of the cargo that 
is shipped in and out of America in con- 
tainers. Since many goods cannot effi- 
ciently be moved by air, a long stoppage 
would have meant a huge supply shock. 
The risks of such a shock, given America's 
already weak economy, were chiefly what 
tipped the White House towards action. 
Mr Bush is also accused of concentrating 
too much on Iraq and not enough on the 
economy. Opening the ports is a dramatic 
way of denying that. 

But it has a political price. Mr Bush has 
infuriated the unions, a core Democratic 
constituency—and one that he himself has 
been courting heavily—just weeks before 
the mid-term elections. The AFL-CIO, 
America’s main union federation, was out- 
raged at the use of Taft-Hartley. Ron Black- 
well, one of its top men, called the White 
House action “unprecedented, unneces- 
sary, unfortunate and unjustified”. This 
was, he argued, the first time Taft-Hartley 
had been used when management was 
locking out workers from the ports. The 
port operators locked out workers on Sep- 
tember 27th, accusing them of a deliberate 
work slowdown, a “strike with pay”. 

Irritating the unions so close to the mid- 
term elections is a risky business for Mr 
Bush. Outraged, they may work all the 
harder to get out Democratic votes in tight 
races. But the bigger risk is that this dispute 
undermines the White House’s long-term 
efforts to woo selected unions away from 
the Democrats. 

Mr Bush won only a third of union- 
household votes in the 2000 election. 
Since then his top strategist, Karl Rove, has 
been waging a quiet campaign to win 
more union support. Mr Bush’s decision to 
impose steel tariffs in March 2002 was de- 
signed, in part, to curry favour with steel 
workers. He is doing well with the Team- 
sters (who favour drilling for oil in Alaska) 
and the half-a-million-member carpen- 
ters’ union (who have doubled their con- 
tributions to Republican congressional 
candidates in 2002). If Mr Bush comes to 
look like a politician who is against collec- 
tive bargaining and intervenes on behalf 


of bosses, all this could turn very sour. 

Anyway, Taft-Hartley may not actually 
solve the port problem. The 10,500 long- 
shoremen who control the west coast 
ports, furious about the Taft-Hartley deci- 
sion, are now all the more determined to 
hold out for union control over jobs 
created by new technology at the ports (a 
key issue in the dispute). Quite possibly, 
no compromise will be reached in the 80- 
day cooling-off period. And the history of 
Taft-Hartley is not promising. On eight of 
the 11 occasions when the act has been in- 
voked in cases involving dock workers, the 
dispute re-emerged after 80 days. Still, by 
then the mid-term elections will be safely 
out of the way. m 


Policing America 


Bratton's back 


LOS ANGELES AND NEW YORK 
Los Angeles gets a law-and-order 
saviour, it hopes, from New York 


OME politicians are praised for a string 

of small successes; others get one big 
thing right, for which other lapses are for- 
given.James Hahn, the mayor of Los Ange- 
les, after 15 months of lacklustre leader- 
ship, has boldly appointed Bill Bratton as 
head of the Los Angeles Police Depart- 
ment. The LAPD has had a dismal decade 
since four of its officers were videotaped 
beating Rodney King in 1991. The riots that 
erupted after their trial were followed by a 
steady drip of abuse lawsuits and corrup- 
tion scandals. Mr Bratton, the man now 
charged with sorting things out, did won- 
ders in fighting crime as chief of police 
both in his native Boston and in New York. 

During his 27 months in charge in New 
York, the city's police force was trans- 
formed. Murders dropped by 45% and 
other serious crimes such as rape and as- 
sault by 36%. A sense of fear and anarchy 
was replaced by one of hope and order. Mr 


Bratton was helped by the then mayor, Ru- 
dolph Giuliani, who hired and fired him, 
and by huge budget increases, as well as 
by at least a temporary fall in the number 
of teenagers, which helped to cut crime ev- 
erywhere in America. But Mr Bratton 
broughtto thejob an extraordinary energy 
and imagination, which had the effect of 
convincing most people that law-enforce- 
ment was a problem that could be solved. 

His managerial skills are badly needed 
in Los Angeles, where the trouble is as 
much within the police force as in the 
city's crime figures. In picking an outsider, 
Mr Hahn has pandered neither to the va- 
rious ethnic lobbies that vie for control of 
the city's top political posts nor to the po- 
lice department itself. He had already in- 
furiated many blacks by announcing that 
he did not intend to reappoint Bernard 
Parks, the previous police chief, to a sec- 
ond term. And he resisted the opportunity 
to bid for the loyalty of Latinos, the rising 
force in Los Angeles politics, by appointing 
Art Lopez, the only former LAPD officer 
among the three finalists for the job. 

The risk is that an outsider may be un- 
able to crack the wall of collegiate loyalty 
that has hitherto protected policemen 
who abuse their position, and so pre- 
vented change. But Mr Bratton has several 
advantages over Willie Williams, the for- 
mer chief of the Philadelphia police who 
was brought in after the 1992 riots but 
lasted only one term in office. First, he is 
more familiar with the LAPD, having spent 
much of the past year helping to monitor it 
under a federal decree that detected a “pat- 
tern or practice" of civil-rights violations. 
Second, changes in the force's charter give 
the chief more freedom to reorganise the 
department, which Mr Bratton has said he 
intends to do. 

His year on the monitoring team has 
helped him see how he might do it. Special 
units, such as the teams dealing with rob- 
bery-murders, drugs and gangs, have be- 
come pockets of complacency, bad at co- 
operating with each other, and cushy 
homes for the old-boy network. Mr Brat- 
ton has already pointed out the absurdity 
of a drugs squad that works only a nine-to- 
five day from Monday to Friday. A second 
priority is wrapping up the investigation 
of a corruption scandal set off by the arrest 
of Rafael Perez, an officer in the gangs unit 
who claims that he and his fellow officers 
planted evidence, framed suspects and 
even shot them. So far the investigation 
has been no more than half-hearted. Mr 
Bratton wants it over and done with. 

A swift reorganisation—promoting ca- 
pable junior officers and demoting, trans- 
ferring or sacking tired bureaucrats—was 
one of three measures that helped Mr Brat- 
ton succeed in New York, says Fred Siegel 
of the Progressive Policy Institute, a Wash- 
ington think-tank. The second, which he 
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> daily computerised tracking of crimes to 
make sure something was being done 
about them. The LAPD once led the coun- 
try in its use of advanced technology, such 
as radios in the 1950s, but now it has fallen 
badly behind. After the 1992 riots it was 
urged to set up a department-wide com- 
puter system, but nothing happened. 

Mr Bratton’s third New York measure— 
drawing on academic theories about the 
consequences of "broken windows"—was 
to focus on small infractions of the law, 
which can lead to greater crimes. Soon 
after he became police commissioner, Mr 
Bratton made a target of the city's infa- 
mous "squeegee men", who demanded 
money from frightened drivers in ex- 
change for smearing filthy rags across their 
cars. He has graffitists in his sights in Los 
Angeles, too. He will need to be more care- 
ful there, though, reckons Joe Domanick, a 
lecturer at the University of Southern Cali- 
fornia. Part of the LAPD's difficulties stem 
from its long history of hassling young 
blacks and Latinos. 

But the problem that eventually undid 
Mr Bratton in New York will not trouble 
him in LA. Mr Bratton loves the spotlight, 
and for Mr Giuliani, whose ego was 
equally large, this proved intolerable. 
Mayor Hahn of Los Angelesis a retiring fel- 
low, happy to stay in the wings while his 
new star makes his entrance. Angelenos 
may well end up applauding him as 
loudly as New Yorkers did. m 





Gun control 


A sniper in the 
suburbs 


WASHINGTON, DC 
Yet more reason to deplore guns, even 
as Democrats have started to like them 


I: HAS been eerily bloody. Starting on the 
evening of October 2nd, a series of long- 
range snipings has claimed seven victims 
in the workaday Maryland and Virginia 
suburbs of America's capital, and one in 
the District of Columbia itself. Schoolchil- 
dren, a man mowing grass, women sitting 
on benches or loading packages into mini- 
vans have been shot by a marksman with 
a rifle. Six of them died. Police have 
matched six of the bullets, and are said to 
have found a tarot card at one site that 
read: "Dear policeman, I am God." On the 
evening of October oth, another man was 
shot dead in Manassas, Virginia, as he 
filled his car with petrol. He may well be a 
ninth victim. 

The killings will doubtless strengthen 
suburban voters in their already vigorous 
support for tighter gun-control laws. A na- 
tional opinion poll in 2000 showed 66% of 
suburbanites wanting stronger laws, and 
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only 3% looser ones. John Lott, the author 
of "More Guns, Less Crime", reckons that 
suburbanites have the strongest reaction 
to gun violence. Inner-city-dwellers, sadly, 
have grown more used to it. 

The suburbanite reaction helped to get 
America's six federal gun laws through 
Congress, the first of them in 1934. Now 
there is a move for a new law that would 
require gun-owners to register the unique 
imprint their weapon puts on a bullet, so 
that the owner can be tracked down. At 
present, only Maryland and New York 
have such laws. 

So, since suburbanites vote more 
heavily for Democrats, will the Democrats 
go for tougher gun control? Not necessar- 
ily. After Al Gore had lost gun-loving states 
like West Virginia, Tennessee and Arkan- 
sas in the 2000 presidential election, a lot 
of Democrats concluded that gun control 
hurt them more than it helped them. Mark 
Warner won Virginia's governorship last 
year by being liberal on mostissues but rel- 
atively pro-gun. Jean Carnahan, a Mis- 
souri Democrat, even took up skeet-shoot- 
ing to polish her pro-gun bona fides. Some 
of the closest races in next month's elec- 
tions are in largely rural states such as 
South Dakota and Arizona; and, other 
things being equal, rural voters get angrier 
about anti-gun candidates than suburban 
voters do about pro-gun ones. 

Still, in the long run it will be risky for 
the Democrats to turn their backs on what 
the suburbs feel. Rural populations have 
been declining for the past half-century, 
butthe suburbs have been exploding. Sub- 
urbanites are also likelier to vote: in 2000, 
they were 43% of the total electorate, com- 
pared with rural America's 23%. This year 
has already brought evidence that gun 
control matters in elections. In Pennsylva- 
nia, Ed Rendell is reckoned to have won 
the Democratic nomination partly be- 
cause of a huge turnout of Philadelphia 
suburbanites annoyed by the fact that his 
rival, Bob Casey, had been endorsed by 
the National Rifle Association. m 











The South Dakota Senate race 


Oh no, don't ask 


me to choose 


SIOUX FALLS 
Elections are supposed to reveal voters' 
preferences. Sometimes it's too hard 


OR most Americans, the South Dakota 
Senate race looks like a proxy war be- 
tween two men not on the ticket: the presi- 
dent, George Bush, and the Democratic 
leader of the Senate, Tom Daschle. Mr 
Bush picked the Republican candidate, 


John Thune, who had originally wanted to 


run for governor. He raised money for Mr 
Thune and has often visited the state to 
help him. Mr Daschle, the senior senator 
from South Dakota, has campaigned 
hand-in-hand with his junior colleague, 
Tim Johnson, the Democratic candidate, 
and has called the race vital to the Demo- 
crats' ability to keep control of the Senate. 

The race may well have wider implica- 
tions. But it is not a national referendum, 
and local considerations are paramount. 
One of the biggest issues is a dispute over 
the flow of water in the Missouri river, 
which divides the state in half. Another is 
help for ranchers affected by the driest 
summer the state has endured since the 
Dust Bowl years of the 1930s. 

But the most important local quality of 
the race is the fact that itis an even contest 
between incumbents. MessrsJohnson and 
Thune both represent the whole state. Mr 
Thune is South Dakota's congressman-at- 
large, for the state has so few people scat- 
tered over its vast acreage that it qualifies 
forno more than one man in the House. So 
both men are known to the whole elector- 
ate, and both are popular and respected 
figures. 

About 60% of voters say they like both »» 
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» of them. Mr Thune won his two previous 
elections overwhelmingly, with three- 
quarters of the vote (admittedly against 
weak opponents). Mr Johnson won more 
narrowly, with 51%; but at least a quarter 
of the electorate must have voted for both 
men. Now every other South Dakotan 
seems to hate having to choose between 
them. Polls say the race is even, with each 
man getting a touch under 44%. This has 
been true more or less since it started. 

How are voters to make up their 
minds? Normally television advertising, 
the main medium for reaching the elector- 
ate, would help. In this race, the ad cam- 
paign has been raging for a year, almost 
certainly the longest "air war" any Senate 
race has seen. But the ads are doing more to 
muddle the voters than persuade them. 

Both men simultaneously say they are 
doing everything they can to protect the 
pensions system, even though they are 
both committed to privatising it. (In one of 
the sub-plots of the mid-term elections, 
pensions privatisation has been univer- 
sally deemed a bad thing. The “third rail” 
of American politics has been electrified 
again—something that is particularly evi- 
dent in South Dakota.) And both men are 
responsible for the same new schools, 
bridges and irrigation projects. 

Naturally, each man seeks to demonise 
his opponent by exaggerating his alleged 
weaknesses. You might think this would 
clarify the choice. But it has merely con- 
fused it. Voters seem to have the option of 
Attila the Hun or Trotsky. This is unpersua- 
sive. Although there are differences be- 
tween the candidates, they are nothing 
like as sharp as each of them pretends, Mr 
Thune is a mainstream Republican. Mr 
Johnson is a centrist Democrat who voted 
for Mr Bush’s tax cut. Voters, knowing both 
men well, pay the ads scant attention. 

Just possibly, this may be one of the 
few races where Iraq will make a differ- 
ence. Mr Thune has produced an ad- 
vertisement trying to link Saddam Hus- 
sein, al-Qaeda and an anti-missile defence 
system. Mr Johnson voted against the last 
of these and against the Gulf war in 1991. 
Mr Thune wants to say his rivalis generally 
weak on national-security issues. The 
trouble is that Mr Johnson is the only 
member of Congress with a son who has 
served in Afghanistan and is likely to go to 
Iraq. He also says that, this time, he will co- 
sponsor the Senate’s version of the bill au- 
thorising an attack on Iraq. Mr Thune's crit- 
icism may boomerang. 

With the battle turning into trench war- 
fare, the outcome may be decided by con- 
fused voters falling back on their underly- 
ing attitudes and beliefs. The question is: 
which ones? Mr Thune must hope they re- 
vert to good old party loyalty. In 2000, Mr 
Bush won South Dakota with 60% of the 
vote, one of his larger victories. Republi- 
cans dominate local politics. Good for Mr 


Thune? But since 1945 South Dakotans 
have elected more Democratic senators 
than Republican ones. 

Mr Johnson hopes the voters will re- 
member their liking for pork-barrel spend- 
ing (a universal preference, but under- 
standable in a poor state). Since the 
Democrats took control of the Senate last 
year, South Dakota has had a great time in 
this field: thanks to Mr Daschle’s position 
as majority leader, all sorts of goodies 
have lately been flowing into the state. Mr 
Johnson argues that a vote for Mr Thune 








would be a vote against South Dakotan 
leadership in Washington and thus put the 
pork at risk. Mr Thune replies that this race 
will not be decisive to control of the Senate 
anyway, because of close contests else- 
where, and that South Dakota would be 
better served by a balanced team: Mr 
Daschle plus someone like himself with 
proven influence in the White House. 

In short, the race between two popular 
and respected incumbents is coming 
down to an almost visceral choice: my pol- 
itics or my pork? No wonder it’s close. @ 








HE Senate has no more left-wing member than Paul Well- 
e stone, the senior senator from Minnesota. His voting record 
|... regularly gets zero from conservatives. “I represent”, he boasts 


_ merrily, “the Democratic wing of the Democratic Party." He is 


|. also one of the two or three most vulnerable Democratic incum- 


bents. With the Senate almost tied, the balance of power in 


C 5 Washington hangs partly on his survival. But can he survive? 
|... Some would say yes, just because he represents Minnesota. 
-The state has the longest unbroken record of any state of voting 


_ Democratic in presidential elections. Scandinavian iron-miners 
_ and German farmers created a distinctive political tradition: 
egalitarian, co-operative, not socialist exactly but far from lais- 


ser-faire (the state indulges in a modest industrial policy). Min- 
nesota has higher taxes than most states, resisted 
""Reaganisation" longer, and still seems to regard the public sec- 
_tor as a force for good. That is why the fiery Mr Wellstone, a for- 
mer protesting professor, got elected in the first place. He inherits 
the tradition of Hubert Humphrey, Walter Mondale and Eugene 
McCarthy, all Minnesotan icons of high-minded liberalism. 
- But Minnesota has changed. Farms and mines are being con- 
_creted over for suburbs: 50% of Minnesota's voters now live in 
-the Twin Cities of Minneapolis and St Paul. The state chose Al 
Gore over Mr Bush by the narrowest of margins in 2000. The 
Democratic Party is melting down, and Green candidates are 
winning local seats in the party's old strongholds. 
- An even bigger change is the growth of independents. For 
jears now, more Minnesotans have called themselves indepen- 
lents than Democrats or Republicans. In 1998 the state elected a 
maverick third-party governor, a former wrestler, Jesse Ventura. 
huge number of his backers were first-time voters, registering 
nly on election day. This suggested that Minnesota exceptional- 
sm was not dead. It also confirmed a rightward tilt. Chris Gil- 
ert, a professor at Gustavus Adolphus College, found that 70% 
f first-time voters voted Republican in other races. In the battle 
o succeed Mr Ventura, polls split the electorate into three equal 
arts for the Republican, the Democrat and another centrist In- 
lependent. So two-thirds of voters in that race are backing can- 
idates to Mr Wellstone's right. 
. Thisoughtto bode well for his Republican challenger, Norm 
Coleman. Mr Coleman was once a roadie with a rock band. He 


has been a Democrat, too. As mayor of St Paul he transformed 
the city-known as Moscow on the Mississippi—by attracting 
new companies and (much more important in Minnesota) a na- 
tional hockey team. In other words, he gets things done. Mr 
Wellstone, on the other hand, often uses the Senate to be ob- 
structive. He was one of a handful of senators to vote against Mr 
Bush's education reform bill, and one of only three to vote in 
1999 against national missile defence. He now says he will vote 
against the congressional resolution on Iraq. Larry Jacobs, a pro- 
fessor at the University of Minnesota, says Mr Wellstone risks 
becoming the highest-profile political victim of war talk. 

Yet Mr Wellstone has achieved things, too, sponsoring no 
fewer than 108 laws in the Senate, some in partnership with 
conservatives. He is not just a confrontational lefty. Despite his 
doveish record on foreign policy, he is wildly popular among ex- 
servicemen, having espoused their interests at every opportu- 
nity. A fifth of the state's electorate, he claims, has contacted his 
office at some time during his tenure—an impressive record of 
constituency service. Mr Wellstone also has one of the best get- 
out-the-vote machines in the country. This sort of thing could 
yet make the difference in a race so close that it is, in effect, a tie. 

Mr Wellstone also demonstrates how an old-fashioned pop- 
ulist can still compete in George Bush's America: by turning left- 
wing politics into a metaphor for a buck-the-system appeal to in- 
dependents. Elections are not necessarily about policy, or 
bringing home the pork, or long-term trends. Sometimes they 
are just about personality. So it is turning out in Minnesota. The 
race revolves around which man voters trust. 

Both candidates have an Achilles heel on this point. Mr Well- 
stone broke a pledge to serve only two terms. Mr Coleman 
switched parties. In a state where party identification is collaps- 
ing, that may seem an excusable fault. But Minnesota's conser- 
vative Republicans seem far less prepared to forgive Mr 
Coleman for having been a Democrat than Mr Wellstone's sup- 
porters are prepared to forgive him for clinging to office. 


Pressed shirts against firepower 

This is part of a broader picture. Mr Coleman was a successful 
mayor, a skilled administrator and a thoughtful wonk. But, as is 
the way with mushy centrists, his achievements and policies do 
not produce a compelling biography during a rough-and-tumble 
campaign. With his neatly pressed shirts, he looks out of place 
on a Minnesota dairy farm or down an iron mine. He seems too 
much the consultant's creation. 

Mr Wellstone, in contrast, breathes fire. A 5ft sin bundle of 
muscle (curiously, he too was a wrestler, like Mr Ventura, 
though of a serious kind), he has slowed down a little of late 
from a mild case of multiple sclerosis, and walks with a limp. 
But he can still energise a crowd better than anyone in the busi- 
ness. “You know me,” he shouts, jumping up and down. “You 
may not always agree with me. But you know I will vote my 
conscience—even on Iraq.” The more awkward the political cal- 
culus, the more Mr Wellstone glories in defying it. Despite his. 
left-wing politics, this is an appeal partly independent of ideol- 
ogy, like the appeal John McCain made from the rightin 2000. | 

Mr McCain lost. So may Mr Wellstone. But, if he does, it will 
not be because of Iraq, suburbanisation, or left-wing politics, 
pure and simple. It will be because his personal appeal is no lon- 
ger quite enough to persuade those Minnesotans who disagree 
with him to giveh him their support once more. @ 











Divided in Venezuela 
A tragic and dangerous stalemate 


CARACAS 


Opponents and supporters of Hugo Chavez accuse each other of plotting 
democracy's downfall.Is Venezuela close to civil war? 


NOTHER day, another demonstration 
in Venezuela's capital. As The Econo- 
mist went to press, thousands of oppo- 
nents of Hugo Chavez were to take to the 
streets to demand the president's resigna- 
tion. For a while after a failed coup attempt 
last April against Mr Chavez and his “Boli- 
varian revolution", it had seemed that the 
president and his opponents might seek a 
reconciliation. But the calm proved short- 
lived. Last week, Cesar Gaviria, the secre- 
tary-general of the Organisation of Ameri- 
can States, failed to extract any agreement 
from Mr Chavez to set up talks aimed at 
bringing forward elections. Once again, 
Caracas seethes with talk of conspiracies 
and coups. 

Some in the opposition hope the march 
will be the prelude to a general strike-cum- 
lock-out to topple Mr Chavez. The govern- 
ment has responded with sabre-rattling of 
its own. Last month it issued a decree ban- 
ning demonstrations (and much else, such 
as selling property) in eight large "security 
zones" in the capital without permission 
from the defence ministry. It has harassed 
dissident army officers, and may be be- 
hind a strike this week by some of the op- 
position-controlled metropolitan police. 

Last weekend, Mr Chavez claimed to 
have uncovered another coup, improba- 
bly led by an 83-year-old former foreign 
minister. In turn, General Enrique Medina 


Gomez, seen by many as the army's lead- 
ing dissident, claims that Mr Chavez is try- 
ing to provoke just such a rebellion, confi- 
dent that he can crush it and go on to turn 
the armed forces into *a popular militia". 
On October 9th, General Medina and two 
colleagues, helped by pot-banging protes- 
tors, eluded arrest by intelligence agents. 
Two things make Venezuela's. renewed 
political polarisation dangerous. The first 
is the complete lack of trust between the 
two sides: each denies the other's legiti- 
macy. Mr Chavez, elected in 1998 and then 
again under a new constitution in 2000, 
claims a mandate for change. He tars his 
opponents as “oligarchical” bad losers, 
nostalgic for the cosy two-party system 
that brought Venezuela stability for three 
decades before falling apart amid econ- 
omic decline, corruption and voter disillu- 
sion. “It’s a country where every day the 
opposition wakes up not thinking how to 
improve the situation but how to over- 
throw the government,” says Ali Rodri- 
guez, chairman of the state oil company. 
In the opposition’s view, Mr Chavez is 
using the instruments of democracy to im- 
pose a dictatorship. Not only did the gov- 
ernment manoeuvre to name its friends to 
the Supreme Court, the electoral council 
and the posts of auditor-general and pub- 
lic prosecutor. With his aggressive rhetoric 
against local business, the church, the me- 
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dia and the trade unions, Mr Chavez, it is 
argued, is inciting attacks on property and 
on his opponents. 

"We've never had such division in the 
country," says General Medina. "The vast 
majority realise that Chavez has taken his 
mandate for social change and used it for a 
revolution that takes the country down a 
road it doesn't want to go." A leading busi- 
nessman is blunter. The president is "a 
criminal, with blood on his hands" whose 
project is “Cuban communism”, he says. 

The second reason why Venezuela’s di- 
vide has become so dangerous is that both 
sides are armed. General Medina says that 
“2,000 to 3,000" members of the Bolivar- 
ian Circles, a grassroots organisation set up 
by Mr Chavez, are armed. They include 
men identified as having opened fire on a 
peaceful opposition demonstration in 
April, killing 19, the action which brought 
the president's brief ouster (in all, 70 died 
in these events). Apprehensive opposition 
supporters have set up armed neighbour- 
hood-watch groups in many middle-class 
districts. 


Dragging the army into politics 
Perhaps the most serious of the many mis- 
takes committed by Mr Chavez, who as an 
army lieutenant-colonel himself led a 
failed coup in 1992, is to have dragged the 
armed forces back into politics. This politi- 
cisation showed in April. Now, again, it is 
on open display in Caracas. In July Mr Cha- 
vez put officers he hopes are loyal into key 
commands. Along with General Medina, 
some 70 senior officers considered disloyal 
remain on active service but without a job. 
So they are taking up politics. Half a 
dozen officers in full tropical uniform at- 
tended a recent meeting of the Democratic 
Co-ordinator, an opposition umbrella 
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> group. This being Venezuela, known for its 
beauty queens as well as its oil, the meet- 
ing shared a conference centre with a fash- 
ion show. 

And yet, behind all the alarmism, there 
is equilibrium of a sort in Venezuela. “Both 
sides overestimate their own strength and 
underestimate that of the opposition," 
says Teodoro Petkoff, a minister in the pre- 
vious government and now a newspaper 
editor. But the equilibrium is unstable. 
"Any minor incident could unleash vio- 
lence," says Mr Petkoff. And in the mean- 
time, political tension and government 
mismanagement are aggravating Venezu- 
ela's long, steep economic decline. 


*True love" and its absence 

Like Argentina, with its past agricultural 
glory, Venezuela has long imagined that it 
is rich, in its own case because of oil. That 
has made Venezuelans, like Argentines, 
unusually susceptible to populism. But 
Venezuela's oil is not what it was. A grow- 
ing population, and lower production 
and/or prices, mean that oil-export in- 
come per head is less than a third of its 
1980 level. Poverty has risen steeply. 

Venezuelan voters turned to Mr Chavez 
after the old parties had been obliged, be- 
latedly, to trim the state's largesse. Mr Cha- 
vez is now having to do the same. Despite 
opposition claims that he is a socialist, his 
economic policy has been fairly ortho- 
dox—but ineffective. For three years, it 
pegged the currency, the bolivar, against 
the dollar. That brought down inflation, 
but currency overvaluation wiped out 
many businesses which could not com- 
pete with cheap imports. 

Now a new economic team is trying to 
cope with a sinking currency, rising infla- 
tion and a severe recession. "This is a very 
difficult year," admits Felipe Perez Marti, 
the planning minister. Oil income is down, 
and debt payments are up. The govern- 
ment has cut spending (by 3% of GDP, says 
Mr Perez). Even so, it is raiding the central 
bank: it wants the bank to issue it with bo- 
livares equivalent to the rise in the local- 
currency value of its reserves caused by 
devaluation. That, say critics, will push up 
inflation next year. 

Mr Perez claims to be pursuing the 
"fourth way”, or “the state plus the market 
plus solidarity". Meaning? “We give im- 
portance in the economy to strategic co-op- 
eration and true love" (ie. worker-owned 
companies). Mr Perez has a php from the 
University of Chicago, but is not a typical 
product of its free-market economics fac- 
ulty. “Iam a theorist of altruism,” he says. 

That is not how local businessmen see 
the government. They “are on the defen- 
sive, trying to save what they can,” says 
Oscar Garcia Mendoza, a private banker. 
By some estimates, around $15 billion of 
private capital has fled the country in the 
past two years, though Mr Perez claims the 
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exodus has now stopped. 

Foreign investors have fewer quarrels. 
Though the government has reversed a 
previous policy of allowing majority priv- 
ate stakes in oil production, it has opened 
up refining and the gas industry. Mr Rodri- 
guez, of the state oil company, says he 
hopes soon to sign contracts for foreign in- 
vestments in gas worth $4 billion. 

Relations between Mr Chavez and the 
United States have improved somewhat 
since April, when the Bush administration 
did not condemn the coup until after it had 
failed. The government has made it clear 
that it will remain a reliable oil supplier, 
whatever might happen in Iraq. For its 
part, the United States has publicly 
warned both government and opposition 
against unconstitutional steps. 

Mr Chavez's great folly is to have used 
his enormous early popularity not to 


Trinidad's election 


|. The Economist October 12th 2002 


change Venezuela to benefit his supporters 
among the poor but to perpetuate his own 
power. Now he is backed by only one Ven- 
ezuelan in three (though that is more than 
any single leader of the fractious opposi- 
tion). His current term does not end until 
2006; he talks of remaining president lon- 
ger. That encourages coup-plotting. 

But the constitution allows for a ref- 
erendum on Mr Chavez's rule next August. 
Moderates on both sides now recognise 
that pushing for some sort of vote, be it a 
referendum or fresh election, is the best 
course. To be meaningful, it would require 
a reform of the electoral register, under in- 
ternational supervision. But are there 
enough moderates? Despite its moments 
of comic opera, Venezuela’s political 
stand-off has already been marked by trag- 
edy. Far worse could follow unless its poli- 
ticians learn to talk to each other. m 


A mandate for Manning 


PORT OF SPAIN 
Atriumph for electoral politics 


T LAST the deadlock has been bro- 
ken. On October 7th, in Trinidad's 

third election in two years, Patrick Man- 
ning's People's National Movement 
(PNM) won a narrow but clear majority, 
with 51% of the popular vote and 20 out 
of 36 parliamentary seats. With steel 
bands and waving flags, Mr Manning's 
mainly Afro-Caribbean supporters 
danced until early morning. 

Mr Manning had been prime minis- 
ter since last Christmas. But parliament, 
tied 18-18 between the PNM and the 
mainly Indo-Trinidadian United Na- 
tional Congress (UNC), could not func- 
tion. Now Mr Manning, prime minister 
from 1991-95, again has a mandate. His 
avuncular manner goes down well in a 
country shaken by three years of non- 
stop politicking. One of his first jobs will 
be to nominate a successor to Arthur 
Robinson, Trinidad's shrewd president, 
who retires soon. On past form, Mr Man- 
ning will choose a peacemaker. 

The election marked a perhaps final 
defeat for Basdeo Panday, the country's 
first Indo-Trinidadian prime minister. Re- 
peated allegations of corruption split his 
cabinet a year ago. Mr Panday himself is 
due in court next month, charged with 
failing to declare a London bank account 
to his own government's ethics commis- 
sion. In office, he quarrelled with the 
chief justice, the president, and the me- 
dia. In defeat, the flamboyant, often con- 
frontational Mr Panday struck a 
conciliatory note. “We all have to travel 
in the same taxi,” he said, referring to 
Trinidad’s ethnic political divide. He 
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The premier gets his finger out | 


says he will soon resign; his replacement 
may be more moderate. 

A few influential Trinidadians hoped 
for another hung parliament, to force 
cross-party co-operation and constitu- 
tional reform. In fact, a grand coalition 
would have been lucky to last ten min- 
utes. But there is much for the politicians 
to co-operate about. Rich in oil and gas, 
Trinidad, rather than Jamaica (which has 
its own election next week), is the Eng- 
lish-speaking Caribbean's biggest econ- 
omy. Unlike Guyana, whose racial split 
is often tinged with violence, Trinidad 
has done well to come through the past 
two years in peace. And even Venezuela, 
just seven miles (11km) away across the 
water, might take note that elections can 
heal political deadlock. 
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Brazil's presidential election 
Sweating into a 
second round 


SAO PAULO 
The voters require the presidential 
front-runner to spell out his policies 


OR once, to call an election a celebra- 

tion of democracy would not be an 
overstatement. From remote Amazonian 
forest settlements, where tribesmen in 
elaborate head-dresses queued patiently 
to vote, to the grim favelas of Sao Paulo's 
urban jungle, to the millionaire condos 
along Rio's Barra da Tijuca beach, on Octo- 
ber 6th a hugely diverse, continent-sized 
country of 115m voters came together in 
the world's biggest all-electronic election. 

Despite technical hitches that delayed 
the close of polling by several hours in 
places, and despite isolated reports of po- 
litical violence and vote-buying, it was a 
great success. No endless recounts and 
rows over "pregnant chads" here. Within a 
few hours, the diskettes from almost all 
electronic booths had been scanned and 
the results were out. Belying fears that 
weak economic growth and continuing 
social problems are undermining Latin 
America's faith in democracy, in this the 
region's largest country only 18% of voters 
stayed at home, down from 21% in the 1998 
presidential election. Blank and spoiled 
votes totalled just 10%, down from 19% in 
the last (only partly-electronic) vote. 

The voters stopped just short of elect- 
ing as president Luiz Inacio Lula da Silva, 
the veteran leader of the left-wing Work- 
ers’ Party. In this campaign, Lula has 
donned a business suit, formed an elec- 
toral pact with a small conservative party 
and swapped the fiery radicalism that lost 
him the past three Brazilian elections for 
moderation and an image of “love and 
peace". Final polls had put him close to 
outright victory. But at the last moment 
(perhaps due to his stumbling perfor- 
mance in a televised debate), some voters 
apparently had second thoughts. Having 
won 46.495 of the valid votes, Lula must 
now sweat his way through a run-off bal- 
lot on October 27th against Jose Serra, the 
candidate of the centre-right coalition of 
Fernando Henrique Cardoso, the outgoing 
president (who cannot stand again). 

Though Mr da Silva won almost exactly 
twice as many votes as Mr Serra, the run- 
off is not quite a foregone conclusion. That 
is no bad thing. Mr Serra would perform a 
useful service if he used television debates 
over the next fortnight to force Mr da Silva 
to spell out his economic policies more 
clearly—especially since Lula and his party 
opposed many of the economic reforms 
that they now promise to uphold. Using 
such televised debates to expose Mr da 
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Serra and a market vortex mean Lula must mind his back 


Silva's weak grasp of policy details is prob- 
ably Mr Serra's best hope. 

Both must scrap for the votes of two 
slippery populist candidates, Anthony Ga- 
rotinho, until recently the governor of Rio 
de Janeiro, who got18%, and Ciro Gomes, a 
former governor of the north-eastern state 
of Ceara, who got 12%. Mr da Silva has in- 
vited their small, soft-left parties to join 
him in government. Mr Gomes quickly 
pledged "unlimited" backing for Mr da 
Silva; Mr Garotinho too was reported to be 
about to endorse Lula. 

Since both Mr Gomes and Mr Garo- 
tinho stood as opposition candidates, Mr 
da Silva argues that he will win the back- 
ing of all the “76% of Brazilians who voted 
against the current economic model”. But 
many of Mr Garotinho’s and Mr Gomes's 
voters are quite conservative—especially 
the evangelical Christians who are Mr Ga- 
rotinho’s main support base. They might 
be more attracted to Mr Serra. 

As if to underline that a new election is 
starting, Mr Serra sacked his campaign 
manager. To stand a chance of overturning 
Mr da Silva's huge lead, he must do two 
things, according to Gaudencio Torquato, a 
political scientist at Sao Paulo University. 
First, soften his abrasive image by getting 
out on the streets and mingling with the 
people, as Mr da Silva has done to great ef- 
fect. Second, identify himself more closely 
with Mr Cardoso. Despite Brazilians' de- 
sire for change, the president remains per- 
sonally quite popular. Mr Cardoso's en- 
thusiastic backing at the hustings would 
help Mr Serra. But the president seems re- 
luctant to sour his relations with Mr da 
Silva, his more probable successor. 

The mood for change also showed in 
state and congressional elections. Several 
conservative local political bosses were 
dumped. They included Fernando Collor, 
a former president forced out in 1992 over 


corruption allegations, who failed to make 
a comeback as governor of his home state 
of Alagoas. Paulo Maluf, a former gover- 
nor of Sao Paulo state, failed to make a run- 
off for his old job. 

Leftish candidates gained ground: the 
Workers' Party beat its most optimistic 
forecasts. Although it won only two of 27 
state governorships outright, it made it 
into a run-off in eight more. In Congress, it 
should be the largest party in the lower 
house (despite the electronic vote, the Elec- 
toral Tribunal takes several days to confirm 
the allocation of seats under Brazil's com- 
plicated proportional representation sys- 
tem). But while fortified, Lula's party will 
still be outnumbered in Congress and in 
the governorships by the combined 
strength of Mr Cardoso's coalition parties. 

So if he wins, Mr da Silva would be 
wise to seek a broad alliance including all 
or part of Mr Cardoso's coalition. David 
Fleischer, a political scientist at Brasilia 
University, reckons that a President Lula 
could win over 309 deputies in the 513-seat 
lower house and 48 of 81 senators. That 
would provide a comfortable majority, 
though short, in the Senate, of the three- 
fifths required for constitutional changes. 

Achieving such a coalition, appointing 
a credible finance minister and Central 
Bank president, and pledging to press on 
with some long-delayed economic re- 
forms might persuade nervous investors 
that a President Lula could handle Brazil's 
huge public debts. That would be helpful: 
Lula's big lead prompted further falls in 
Brazil's financial markets this week. But in- 
vestors might note that the next govern- 
ment will be constrained by a centrist Con- 
gress. And two hard-eft presidential 
candidates, preaching a rupture with the 
IMF and financial orthodoxy, scraped 
barely 0.5% of votes between them. Brazil- 
ians voted for change, but nào muito. 8I 
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Rwanda withdraws from Congo 


A long step towards peace 


KIGALI AND KINSHASA 


But more goodwill is needed if Congo is to be put together again 


N RUBBER boots specially polished for 

the occasion, the last Rwandan soldier to 
leave Congo stepped back over the border 
into his home country. Cameras whirred, 
Rwanda’s top general made a gracious 
speech, and Africa-watchers were amazed. 
Last month, when Rwanda’s leaders prom- 
ised to withdraw their troops from eastern 
Congo, few people expected them to 
honour that promise. 

But they did. With a speed and effi- 
ciency rarely seen in these parts, they 
loaded more than 20,000 men and count- 
less tonnes of hardware on to planes and 
trucks and, in a whirl of red dust and rau- 
cous dancing, they were gone. Last month, 
Rwanda controlled an area of Congo 27 
times its own size. This week, nothing. 

Events are moving so fast in Congo that 
observers struggle to follow them. For the 
past four years, the country has endured a 
war of exceptional cruelty. Most of 
Congo’s neighbours sent armies into the 
melée, and bands of tribal gangsters took 
part, murdering, raping and pillaging. 
Ceasefires were signed and promptly ig- 
nored. But the latest pact, signed in Pretoria 
in July, was different. Most of the foreign 
armies in Congo have actually pulled out. 

Among the armies that came to Congo 
to support the government, Namibia with- 
drew last year, and Angola has been qui- 
etly disengaging since its own civil war 
ended in April and it no longer had to 
worry about its rebels using Congo’s jun- 
gles as a rear base. Zimbabwe has pulled 
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out most of its men, leaving enough be- 
hind to protect Joseph Kabila, Congo’s 
president, and the diamond mines that 
Zimbabwe wrung out of Mr Kabila’s father 
in return for saving him from the Rwan- 
dans (he was later assassinated). 

Among the foreigners who fought 
against the Congolese government, the 
Rwandans and Burundians are gone, and 
only one battalion of Ugandans remains, 
at the UN’s request, to keep the peace in Bu- 
nia, a turbulent north-eastern town. 


They’ve gone. What now? 

For Congo’s beleaguered people, this is 
cause for celebration. “We are glad to see 
the back of the Rwandans,” said Antoine, 
an old manin Kongolo, a frontline town, as 
he picked his way across a road strewn 


The Economist October 12th 2002 


Also in this section 
42 Hamas and its aims 

44 Yemen and the war on terrorism 
44 South African politics 


with ripe mangoes, "We were not free so 
long as they were here." That is putting it 
mildly. But Antoine summed up the fears 
of virtually all Congolese when he added: 
"We have no idea what will happen now." 

Much will still depend on Rwanda. The 
Rwandan army first invaded Congo be- 
cause the Congolese government was 
arming and sheltering many of those 
responsible for the 1994 Rwandan geno- 
cide. Until these killers were disarmed or 
killed, Rwanda's leaders argued, there was 
a risk that they might come back and try 
again. Many outsiders sympathised. 

But as Rwanda's occupation of eastern 
Congo dragged on, and reports multiplied 
of atrocities and systematic looting, 
Rwanda lost the world's sympathy. South 
Africa, the regional superpower, together 
with countries giving aid to Rwanda, urged 
it to make peace. Under pressure, it did. 
And now that it has pulled its troops out, it 
has regained the moral high ground. 

The onus is now on the Congolese gov- 
ernment to fulfil its side of the bargain. Un- 
der the terms of the Pretoria pact, it has to 
disarm the "negative forces", as the génoci- 
daires are euphemistically known. It has 
deported some, but many more remain. If 
they threaten Rwanda again, Rwanda 
would have reason to re-invade. 

A more immediate fear is that the sud- 
den withdrawal of foreign troops will 
create a power vacuum, and resultant 
chaos. Some Rwandan officials seem to rel- 
ish the prospect. “We have decided to 
show the world that, far from being the 
cause of [Congo's] problems, our presence 
was a stabilising factor," said one. 

Already, there are ominous signs. In 
Kindu, as the last Rwandan aircraft 
chugged away, the Mai-Mai, a tribal mili- 
tia, came out of the bush and entered the 
town to a warm welcome from the locals. 
Two hours later, bullets were flying and 
the townsfolk were fleeing, as Mai-Mai >) 
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> warriors fought members of a rebel group 
the Rwandans used to prop up. In Bunya- 
kiri, another eastern town, unidentified 
gunmen seized control as soon as the 
Rwandans left. But in other areas, local 
peace initiatives seem to have succeeded. 

That said, eastern Congo is still un- 
speakably violent. The government in Kin- 
shasa has not really been able to control it 
since colonial times. Foreign armies have 
undoubtedly made matters worse, but 
their departure will not necessarily heal 
the region. In Bunia, for example, the eth- 
nic mayhem the Ugandans are staying be- 
hind to police was partly of their own 
making. They strove to divide and rule, 
with awful consequences. 
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Last month, militiamen from the Lendu 
tribe, with painted faces and leaf circlets in 
their hair, broke into a hospital near Bunia, 
where many of the staff and patients were 
from the rival Hemas, a tribe allied to the 
Ugandans. The Lendu warriors went from 
bed to bed, cutting up the occupants. By 
the time they had dragged out the children 
hiding in the roof and torched a nearby vil- 
lage, they had killed 1,000 people. 

South Africa says it will send 1,500 sol- 
diers to Congo to try to keep the peace. It 
has also brokered quiet talks between the 
government, rebels and the non-violent 
opposition. Reassembling Congo is a 
daunting task. But it was a task that had to 
start somewhere. W 





Hamas and its aims 


Thriving in the flames 


KHAN YUNIS 


With every Palestinian death, Hamas grows stronger 


HE goal, as Israeli tanks lumbered into 

Khan Yunis on October 7th, was to 
flush out Hamas leaders and their “terro- 
rist infrastructure” in Gaza as ruthlessly as 
the Israeli army has crushed the Palestin- 
ian Authority (PA) in the West Bank. But 
the prey eluded the hunters. Instead 16 Pal- 
estinians were killed in the densely popu- 
lated town in southern Gaza, including 
eight people slain by a helicopter missile 
while they cowered outside a mosque. 

Ariel Sharon regretted the civilian 
losses but claimed the invasion a success, 
and promised more such operations in 
Gaza. Palestinians too are convinced that 
the carnage in Khan Yunis was a dry run 
for a full-scale Israeli invasion of Gaza, pos- 
sibly when the world is distracted by an 
American attack on Iraq. 

These are not their only fears. There is 
also intra-Palestinian killing. The same 
day, a PA police colonel was abducted and 
killed by 20 Palestinians dressed in police 
uniforms. The officer had been accused of 
authorising police fire that killed three Pal- 
estinians during a Hamas demonstration 
in defence of Afghanistan last year. The 
family of one of the dead demanded then 
that the PA bring the colonel to justice. The 
PA tarried. On October 7th, the anniver- 
sary of the killing, revenge was exacted. 

The PA said the abductors were “affili- 
ated to Hamas”. Hamas denied all involve- 
ment. Over the next two days, PA police 
forces killed four Hamas men, while Ha- 
mas lobbed the occasional grenade at po- 
lice stations. By October 9th the tension 
had calmed but there was no reconcilia- 
tion between the PA and its Islamist adver- 
sary. The PA wants Hamas to “extradite” 


the killers to its custody. Hamas so far has 
refused because “the law must be applied 
to the police and not just to citizens”. 
Hamas's defiance of the PA will almost 
certainly continue. Two years into the inti- 
fada, the Islamic group is now a dominant 
power in the occupied territories, and no- 
where more than in the penurious, be- 
sieged towns and refugee camps of Gaza. 
It owes its ascent to Mr Sharon's em- 
phasis on a military solution, Israel's at- 
tacks on the PA and its subsequent col- 
lapse, the divisions within Yasser Arafat’s 
Fatah movement, and public support for 
Hamas's strategy of armed struggle within 
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So long as the battle lasts 


the West Bank and Gaza, and suicide at- 
tacks inside Israel. The result is less a party 
in opposition to the PA's leadership than a 
movement bent on establishing an alter- 
native to its crumbling order. 

In August, the PA's police forces gin- 
gerly tried to arrange a ceasefire in Gaza 
along the lines of the truce that has more 
or less held in Bethlehem. It was ignored 
by Hamas, which continued with mortar 
attacks against army bases and Jewish set- 
tlements, and suicide bombs in Israel. 
Some of these operations were done sin- 
gly, others in concert with militias belong- 
ing to Fatah, Islamic Jihad or the Popular 
Front for the Liberation of Palestine. 

Also in August, the Palestinians made a 
sustained effort to agree a common policy 
for the intifada. Fatah wanted a clear ac- 
knowledgement that the goal of the na- 
tional struggle was the establishment of a 
Palestinian state in the West Bank and 
Gaza, and that resistance, armed and pop- 
ular, should be confined to these areas. It 
also wanted a national unity government 
to be formed ahead of any new elections. 

Hamas demurred on all three counts, 
but the critical divide was on goals. It 
agreed that the immediate aim was to end 
the occupation, but it refused to relinquish 
national, religious and refugee claims to 
land that was part of the Palestine man- 
date but is now Israel. "The intifada is 
about forcing Israel's withdrawal from the 
1967 territories. But that doesn't mean the 
Israel-Arab conflict will be over," said Aziz 
Rantisi, Hamas's political leader in Gaza. 

"Hamas's struggle in Palestine has be- 
come the flame of the Islamist movements 
everywhere," said a secular leader in- 
volved in the August talks. *So long as the 
flame is kept alive, the Islamists can rally 
the masses to their cause. Our aim is more 


modest. We want to be free." Left un- » 
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' dimmed, it is a fire that would probably 
consume all prospect of a two-state sol- 
ution to the conflict and certainly wipe out 
what remains of the PA. 

Is there any way Hamas can be domes- 

 ticated as a loyal Palestinian opposition 

-rather than a mutinous one? Palestinians 

: are convinced it cannot now be tamed by 
repression, or by ceasefires aimed at rescu- 

ing a Palestinian regime in which Hamas 

- hasno stake, let alone by declarations from 

the battered ruins of Mr Arafat's headquar- 

ters in Ramallah. Any remedy, they say, 

- mustnow come from outside. 

~ Hamas, say other Palestinians, will re- 

main irrepressible until there is pressure 

- on Israel to lift the blockades and curfews 

; that deny Palestinians any semblance of 

- normal life. Also, until there are elections 

and a genuine reform process to convince 

< Palestinians that there are other ways to 

- liberate their country than through its de- 

-struction. Above all, Hamas will retain its 

-power until there is a peace process which 

offers a serious international pledge that 

one day the occupation will end. 

© Hamas is confident that such interna- 

tional rescue will not come. And Mr 

|. Sharon seems set on ending the intifada by 

_ military means. Between them, they have 

made one thing clear. “With every Pal- 

 estinian death, Hamas grows stronger,” 

said a Palestinian in Khan Yunis. m 





| Yemen and the war on terrorism 


"Who dunnit? 


“AMMAN 
_ Aship’s electrical fault, Yemenis hope 


ON AS it merely coincidence that a 
ae French oil tanker exploded off the 
< coast of Yemen within hours of a threat, 
. apparently by Osama bin Laden, to cut off 
the West’s “economic lifeline”? No, say Mr 
bin Laden's followers, relieved at evidence 
suggesting that their cause is not lost. 

Yemen, they had long predicted, would 
be the next front in his war on American 
might. They had noted how Mr bin Laden 
had ordered his 22-year-old Yemeni wife, 
together with a host of his companions, to 
~- flee Afghanistan for his ancestral home- 
=> land. They had mused at video-recordings 
~ displaying Mr bin Laden’s penchant for Ye- 

















meni tribal fashion, replete with a wide Ye- 


~ meni belt and traditional dagger. 

- Yes, just a coincidence, say Yemenis, 
< desperate to avoid an American venture 
| into the Yemeni hinterland where rem- 
~~ nants of al-Qaeda may be hiding. Hapless 
-officials in Sanaa suggested that the cause 
of the blast that crippled the Limburg on 
. the eastern Yemeni coast might perhaps 






have been an electrical short-circuit. But 
Lloyd's List has squashed that view by say- 
ing that the explosion was “more consis- 
tent with that of a terrorist attack". 

Yemeni ministers are past-masters of 
obfuscation. When a Yemeni dinghy 
loaded with explosives rammed an Amer- 
ican destroyer, the uss Cole, two years ago, 
President Ali Abdullah Saleh continued to 
insist five days after the event that it was 
not an attack. When a Yemeni chucked a 
grenade over a fortified American em- 
bassy wall, state radio pronounced him de- 
ranged. And when gunmen opened fire 
outside the British embassy last month, 
killing five people, ministers muttered that 
it was just a brawl at a wedding. 

But in August, Yemeni security forces 
had to reveal that they had uncovered a 
group calling itself Sympathisers of al- 
Qaeda armed with 14 boxes of C4, the ex- 
plosive used to blow up the Cole, and de- 
clared that they had foiled a similar attack. 
Another group pronounced foreign inter- 
ests in Yemen to be legitimate targets, after 
the government failed to honour a dead- 
line for the release of militant suspects. 

Yemen'sreluctance to admit sabotage is 
not surprising: the verdict of the French 
and American bomb-experts now investi- 
gating the limping Limburg could seal the 
country's fate. Mr Saleh is torn between 
the two pillars of his regime: the Ameri- 
cans anxious to pursue their foes, and the 
triballeaders who give these foes refuge. 





To placate the tribes, the president 
promises to resist American pressure to 
hand over captured militants, and to keep 
American troops off Yemeni soil, restrict- 
ing their presence to warships patrolling its 
seas. To placate America, he has sent some 
2,000 Yemeni troops, reportedly accompa- 
nied by American “advisers”, to take on 
the tribesmen said to be providing a haven 
for wanted al-Qaeda suspects. 

He is failing to please either side. Using 
arms from the 1994 civil war, tribal leaders 
rain down missiles on army bases. They 
have also fired Stinger missiles at the heli- 
copter of the president’s son, Colonel Ah- 
med Saleh, the commander of the Republi- 
can Guard. Last month, they shot at the 
president’s own helicopter convoy. 

In an attempt to conceal the news, the 
authorities have slapped a gagging order 
on military operations in the hinterland. 
Fortunately for braver journalists (some 
have been dumped in jail) this is no obsta- 
cle: explosions have now come to the capi- 
tal. In addition to western embassies, the 
homes of Yemen's intelligence chiefs have 
been attacked. 

Some voices in America’s Department 
of Defence are beginning to suggest that 
America might provide the protection for 
Gulf tankers that the Yemenis fail to pro- 
vide. But, as the killing of a marine in Ku- 
wait, America’s closest Gulf ally, showed 
this week, foreign troops and the Arabian 
peninsula do not sit easily together. @ 
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- Poverty, Not Patents, is 
_ the Problem in Africa 
«by Owen Lippert 

: or more than fifty years, intellectual 

property protection has enabled pharma- 

ceutical companies to engage in billions 
of dollars worth of biomedical research. Just as 
te printing press in the Fifteenth Century 
- "created" illiteracy, so, too, has the past half- 
= century of pharmaceutical science led to 
| unequal global access to new medicines. Just as 
_ private and public education led to mass 
< literacy, public and private cooperation can 
today improve access to needed drugs in deve- 
loping countries. Unfortunately, some critics 
| wrongly blame pharmaceutical patents for 
| obstructing this access. As efforts arise to make 
- medicines more widely available, it makes no 
: more sense to hobble the patent engine of 
_ discovery than it would have been to outlaw 
_ Johannes Gutenberg's moveable type 500 years 
ago because some people could not read. 
= > Precisely because scientists have found 
| new drugs to treat HIV/AIDS and other 
_ diseases, today countries face the challenge of 
ensuring that these medicines reach as many 
" sufferers as possible. Encouraging private and 
- public investment, removing trade barriers to 
t economic growth, and transferring technology 
will assist this effort. Diluting patent protection, 
~ by contrast, would weaken the incentive to find 
_ better and less expensive treatments, while not 
- lowering the real barriers to access. 
- One might ask, “But aren't patents already 
rotected by international agreements?" In the 
980s, developed and developing countries 
egotiated the Trade-Related Aspects of 
ntellectual Property Rights (TRIPS) agreement 
s part of the Uruguay Round of global trade 
alks. Ratified in 1994, TRIPS set forth a 
ünimum standard of intellectual property 
ights protection. 
.. Most developing countries have until the 
nd of 2005 to bring their domestic patent 

















A world of ideas on public policy. 


legislation into compliance with TRIPS. But 
with that deadline looming, some have advanced 
new reasons to delay full compliance. In part, 
this reluctance rests on commercial consider- 
ations. In the 1980s, when India and Brazil — 
among others — negotiated TRIPS, they did not 
have substantial pharmaceutical industries that 
copied patented drugs. Now they do. 


Weakening R&D 
incentives by eroding 
global patent protection 
for drugs will only delay 
the discovery of real 
cures and prolong the 


misery of those suffering 
from HIV/AIDS 


The HIV/AIDS crisis in Sub-Saharan 
Africa has focused attention on whether TRIPS 
gives countries sufficient flexibility to suspend 
patents when faced with a public health crisis. 
In fact, patent protection has little impact on 
drug access in sub-Saharan Africa, since 
HIV/AIDS drugs are generally not patented in 
most countries of the region. The real obstacles 
to drug access in Africa are poverty, low 
government healthcare spending, and too few 
doctors, nurses, and hospitals. 

The international community, including 
the United States, has sought to ensure that 
the sub-Saharan countries can apply TRIPS 
flexibly in order to better address their 
HIV/AIDS problems. The member nations of the 
World Trade Organization (WTO) declared in 
November 2001 that TRIPS permits less-developed 
countries, facing a genuine healthcare crisis, to 
license compulsorily certain patented medicines. 
The representatives did not, however, resolve 
whether poor countries lacking domestic drug 


3 PFIZER FORUM IS AN ADVERTISING SERIES SPONSORED IN THE INTEREST OF ENCOURAGING PUBLIC DISCUSSION ON POLICY QUESTIONS AND FEATURING A WIDE VARIETY OF VIEWS FROM 
. LEADING POLICY EXPERTS. PFIZER IS A RESEARCH BASED, GLOBAL PHARMACEUTICAL COMPANY. PFIZER INC, 235 EAST 42ND STREET, NEW YORK 10017-5755 USA HTTP WWW. PFIZER. COM 


manufacturing capacity can import medicines 
manufactured elsewhere after 2005. Countries 
with local generic-drug industries (such as 
India) are theoretically required to comply with 
TRIPS by the end of that year, and their generic 
manufacturers will no longer be able to export 
copies of patented pharmaceuticals. As a result, 
the WTO members asked the TRIPS Council (an 
advisory board) to devise by the end of 2002 a 
solution to meet the needs of poor countries 
lacking domestic manufacturing capabilities but 
confronting public health emergencies from 
epidemic diseases such as HIV/AIDS, tuber- 
culosis, and malaria. 

A legitimate concern arises as the TRIPS 
Council considers this question. Advocates of 
watered-down intellectual property protection 
want to declare all developing countries in a 
state of healthcare crisis for all diseases. That 
would allow these countries to ignore any and 
all pharmaceutical patents. 

This effort is misguided. The TRIPS Council 
risks altering the basic balance of interests upon 
which TRIPS is based: greater respect by 
developing countries for intellectual property 
rights in return for more access to developed- 
world markets. The point of TRIPS is to reduce’ 
unilateral trade actions by enforcing minimum 
standards of, for example, patent protection. 

Undermining TRIPS will not help Africa's 
HIV/AIDS-stricken countries in the long run. As 
much as these countries need access to existing 
drugs, they also need international donor and 
business support to build the healthcare 
infrastructure that could save countless lives 
when the next generation of drugs, possibly a 
vaccine, arrives. Weakening R&D incentives by 
eroding global patent protection for drugs will 
only delay the discovery of real cures and prolong 
the misery of those suffering from HIV/AIDS. 
Owen Lippert, Ph.D. is a Senior Fellow of the Fraser 
Institute (www.fraserinstitute.ca), Canada 's leading 


economic think tank. 
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Russia and Georgia 





Smiles all round—till the next time 


MOSCOW 


Buffeted and bullied by its powerful neighbour and former ruler, Georgia looks for 


support from the West 


T LOOKED to some like the prelude to a 

war in the Caucasus. But it ended this 
week as mysteriously as it had begun. The 
presidents of Georgia and Russia, Edward 
Shevardnadze and Vladimir Putin, went 
into a meeting on October 6th all tense and 
emerged all smiles; "a turning point," said 
Mr Shevardnadze. For now, maybe. This 
was not the first flare-up between his 
country—once part of the Soviet Union, in- 
deed birthplace of Stalin—and its former 
masters. Nor is itlikely to be the last. 

The trouble this time was the Pankisi 
Gorge in eastern Georgia, where rebels 
from the Russian republic of Chechnya 
sometimes hide out. Mr Putin had used the 
anniversary of the September 11th attacks 
to threaten a strike into Georgia, invoking 
the same right to self-defence as George 
Bush did before striking in Afghanistan. 
The Georgians had often accused Russia of 
covertly launching such strikes anyway, 
but the open threat rattled them. 

So Mr Shevardnadze sent troops into 
the gorge-not the wild, inaccessible no- 
where-land that it sounds like, but a broad 
valley two hours drive from Tbilisi-and 
soon declared it empty of undesirables. 
But after a fight with Chechen rebels in 
next-door Ingushetia on September 26th, 
Russian forces found the body and belong- 
ings of Roderick Scott, a British camera- 
man. His tapes, aired on Russian televi- 
sion, showed the rebels' trek from Pankisi 
| across into Russia; the band was led by 


Ruslan Gelayev, a Chechen commander 
who had spent much of the previous three 
years in Pankisi. That gave Moscow all the 
ammunition it needed. "While Shevard- 
nadze is in power in Tbilisi, the situation in 
Georgia will not change," fumed Andrei 
Nikolayev, a former general and chairman 
of the Duma's defence committee. 


Why now? 
Why the sudden sharpening of tone? Pan- 
kisi is a problem, fair enough. In 2000, 
after the second Russian onslaught in 
Chechnya, first refugees and then rebels 
trickled across the mountains into Pankisi, 
where ethnic Chechens first settled in the 
1830s. Smuggling and organised crime fol- 
lowed, which the feeble Georgian army 
and police were unable to stop. Unproven 
reports said that the gorge harboured al- 
Qaeda terrorists. Yet diplomats in Tbilisi 
reckon there were never more than a few 
hundred Chechen rebels. And locals in 
Pankisi say that most of these had left the 
gorge weeks before Mr Putin's threat. 
Georgians offer deeper explanations. 
Some point to the new oil pipeline—work 
onithas justbegun-that will link Baku via 
Georgia with southern Turkey, competing 
with Russia's Baku-Novorossisk pipeline. 
(As it will, but much to the benefit of Rus- 
sian oil companies, since it will relieve 
pressure on the congested tanker route for 
Russian oil through the Bosporus). Others 
think Mr Putin is a reasonable man, but led 


The Economist October 12th 2002 





Also in this section 
48 Enlarging the European Union 
48 Ireland and the Nice treaty 
48 Divided Cyprus 
49 Italy's centre-left 
49 Germany's new cabinet 
50 Opus Dei's new saint 





52 Charlemagne: The cross-Channel 
rivals 





astray by hardliners like Mr Nikolayev, - 
who detest Mr Shevardnadze-a former 
foreign minister of the Soviet Union-for. - 
his role in breaking that country up. 3 

Whatever its reason, the more the pres- 
sure from Russia, the more Mr Shevard-. - 
nadze looks to his western friends for sup- = 
port. “We probably wouldn't give nearly | 
as much aid to Georgia if it wasn’t for his- 
friendships in Washington going back. . 
over so many years,” opines one Ameri- — 
can diplomat. Was Mr Putin’s threat, com: 
ing just as Mr Bush threatened Iraq, mainly 
an opportunistic attempt to align Moscow. 
with Washington and turn Mr Shevard- E 
nadze's old friends against him? E 

Likewise, this week's sudden truce was. 
notionally the result of Georgia's promise 
to hand over 13 captured Chechen rebels 
(after weeks of insisting that it would do 
no such thing without a proper extradition 
process). But it may simply mean that Rus: 
sia is ready to lay off—for now. 

Most Georgians, indeed, think Russia 
aims to provoke instability, not war. Ear 
lier this year it offered passports to the 
220,000 people of Abkhazia, a self-de 
clared autonomous republic within Geor 
gia that has close ties to Moscow. To the 
Georgians’ further fury, two-thirds of the 
Abkhazians seemed happy to take them. 
But the Pankisi affair may have strength: 
ened Mr Shevardnadze. After ten years in 
power, his inability to keep Georgia in one 
piece, boost its economy or fight corrup 
tion has pushed his approval rating at 
times down to single figures. Yet even crit 
ics now rally round him. "It is very impor 
tant that he complete his term [in 2005]. It — 
is a guarantee of stability," says Nino Bur- - 
janadze, chairwoman of the parliament. ^ 

Maybe, but Georgia has a 900km (560- ~ 
mile) border with Russia, which takes a ` 
fifth of its exports. And Georgians have be- - 
come more pro-Russian in recent years, ac- n 
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> cording to GORBI, a Tbilisi polling firm. 
When Mr Shevardnadze goes, will they 
want someone friendlier to Moscow? 
That will depend partly on how Geor- 
gia fares in future confrontations. The Pan- 
kisi spat drew only faint signs of support 
from the West; Mr Shevardnadze may 
have old friends, but itis Mr Putin who car- 
ries weight. Still, helped by a $64m Ameri- 
can "train and equip" programme that be- 
gan this year, Georgia's armed forces may 
soon beless outgunned than they are now. 
Would they shoot down a Russian plane 
firing on Georgian territory? Gela Bez- 
huashvili, the deputy defence minister, 
grins: “As soon as we are capable of it." m 


Enlarging the European Union 
Yes; yes, but; and 
don't call us 


BRUSSELS 
The EU is ready to complete talks with 
ten candidates, but is snubbing Turkey 


LMOST a decade ago, the European Un- 
ion proclaimed that “countries in Cen- 
tral and Eastern Europe that so desire” 
could joinit. This week the European Com- 
mission announced that it expects ten 
countries—Poland, the Czech Republic, 
Hungary, Slovakia, Lithuania, Latvia, Slo- 
venia, Estonia, Cyprus and Malta-to be 
able to conclude negotiations at an EU 
summit in December and to join in 2004. 
But Bulgaria and Romania, hoping for a 
promise of entry by 2007, found this la- 
belled a mere "objective". And Turkey, 
which took its first steps in 1963, and was 
hoping at last to get a date for the start of 
negotiations, got no date at all. 

And now? Ireland's voters may yet re- 
ject the Nice treaty, for a second time, later 
this month. And some issues need to be re- 
solved before candidates and today's 
members can agree on an accession treaty. 

Agriculture is the toughest. Some EU 
countries- Germany, Britain and the Neth- 
erlands, notably—want the EU to say that 
all direct payments to farmers will eventu- 
ally be phased out. No way, say others, no- 
tably France and Spain, that do well out of 
the current system. So the EU's negotiating 
position will probably be as proposed by 
the European Commission: let the new- 
comers start with 25% of the level of direct 
payments available to current members, 
rising to 100% by 2013; and no commit- 
ment to phase this sort of subsidy out. The 
candidates see this as discriminatory. 
They also have deep worries about the 
level of “production quotas” assigned to 
them by the Eu’s Soviet-style method of 
regulating farming. The Poles say they 
would face huge cuts in their dairy herd. 

Then there is the EU budget. All the can- 


Ireland and the Nice Treaty 


If the Irish say no 


BRUSSELS 


Can the EU find a way round? 


OR months European Commission 
officials have repeated the mantra 
that "there is no plan B": ie, that if Ire- 
land's voters reject the European Un- 
ion’s Nice treaty—for a second time—in 
the referendum on October 19th, there is 
no plan for rescuing enlargement. 
Maybe not, but plenty of people in 
Brussels have been thinking about one. 
The obvious plan B would be to extract 
those elements of Nice truly essential to 
the operation of an enlarged EU, and 
wrap them into the new treaty admit- 
ting the new members; notably, each 
country's number of votes in the Coun- 
cil of Ministers, of members in the Euro- 
pean parliament, and of members (one 
apiece) in the European Commission. 
Some EU officials fear this would 
only lead to trouble: it would be seen in 
Ireland and elsewhere as a transparent 
ruse to get around a democratic vote. So 
what about Plan C? This would involve 
junking Nice in its entirety, and pushing 
all enlargement-related questions into 
the new constitutional debate that the 
EU has just launched, which is likely to 
culminate in 2004. But that would prob- 
ably delay enlargement for at least two 


didates are poor. They expect a helping 
hand from Brussels as soon as they join. 
Yet they could start off as net losers: the de- 
velopment programmes they hope to gain 
from will take time to identify and admin- 
ister, while their obligation to pay in to the 
budget will kick in at once. This technical 
issue is proving horribly difficult to un- 
ravel. But most EU countries agree that any 
such result would be absurd, so a way 
round will surely be found. 

The Cyprus problem is being fudged. 
Only the Greek-run bit of the island is cur- 
rently negotiating, though it claims to 
speak for the whole place. The Eu, how- 
ever, is clinging to the fiction that it may yet 
be possible to achieve a settlement in Cy- 
prus by December, and so agree to letin a 
united island. In reality it will agree to let in 
a divided one, risking the wrath of Turkey. 

That wrath could be considerable. The 
Turks are being doubly snubbed: first on 
Cyprus, then in the Evu’s refusal even of a 
date for starting negotiations with Turkey 
itself. The Eu says Turkey has still not ful- 
filled the *Copenhagen criteria", which set 
out basic democratic norms that candidate 
countries must fulfil. The Turks reckon they 
are trying their hardest; some (and they 
have an election in three weeks' time) are 
asking why bother to go on trying. m 


. The Economist October 12th 2002 





Ireland's Bertie Ahern sends the message 


years, and might lead to a backlash in 
the candidate countries. 

So what about Plan D? This would 
try to avoid those delays by accelerating 
the EU's constitutional convention and 
forcing it to report in the next six 
months. This idea is favoured by radical 
integrationists, hopeful that the atmo- 
sphere of crisis generated by an Irish 
"no" would allow them to make a much 
bigger leap forward. But that ignores the 
fact that a second rejection of Nice could 
only plausibly be read as a plea for 
slower integration, not bigger helpings 
of the same old recipe. 


Divided Cyprus 
And likely to stay 
divided 


NICOSIA 
After nine months of talks the island's 
rival leaders are still far apart 


NEXPECTEDLY, Alvaro de Soto, the 

long-suffering United Nations dip- 
lomat charged with trying to re-unite the 
Greek-Cypriot and Turkish-Cypriot halves 
of that divided island, has a gap in his di- 
ary. The talks he has chaired once or twice 
a week since January between Glafcos Cle- 
rides and Rauf Denktash, leaders of the 
two communities, are on hold. Barely had 
Mr Denktash completed another fruitless 
round of talks—with Kofi Annan, these 
ones—on Oct 5th, than the 78-year-old 
Turkish-Cypriot leader was whisked into 
hospital in New York for heart surgery. 

A tough survivor, he plans to be back in 
the conference room in Nicosia by early 
November. Amenable to a deal at last? 
Don’t count on it, say western diplomats. 
Mr de Soto wants both leaders to sign up, 
at least to a framework agreement, in time 
for the EU’s summit in Copenhagen on De- >» 


v 
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cember 12th. He should be so lucky. 

Mr Denktash wants his self-declared 
"Turkish Republic of Northern Cyprus" re- 
cognised as equal to the bigger, wealthier 
and uN-recognised state that Mr Clerides 
runs in the south. For him, that's the start- 
ing-point. Only from it might he agree to 
hand back about 12% of the island's terri- 
tory to the Greek Cypriots and accept the 
creation of a central government that 
would represent a federated Cyprus in 
Brussels. The two communities would 
continue to live separately and run their 
own affairs, as they have done since Turk- 
ish troops landed in 1974, after a coup by 
Greek-Cypriot right-wingers threatened, 
briefly, to unite Cyprus with Greece. 

Mr Clerides, aged 83, is just as obstinate. 
"Creation" of a central government? There 
is one, that's us. Recognition of Mr Denk- 
tash's “republic”, even for an instant, he ar- 
gues, would make Cyprus a confederation 
of two states, contrary to UN resolutions 
on reuniting the island as a single state. 
More important, he knows he could not 
sell confederation to Greek Cypriots. 

The pause in the talks gives Mr de Soto 
more time to finish a chunky document 
detailing the practical terms of a Cyprus 
settlement. He plans to present it to the ri- 
val leaders after Turkey's general election 
on November ard. If he can also find a 
form of words defining Cyprus's constitu- 
tional status that both leaders can accept, a 
deal is possible. If not, in the view of west- 
ern diplomats it will be up to Turkey's new 
prime minister to arm-twist Mr Denktash. 

Turkey's next government may be less 
considerate of Mr Denktash than Bulent 
Ecevit, the current prime minister, has 
been;heisan old friend, and it was he who 
ordered in the Turkish troops in 1974. But it 
may take weeks to put a government to- 
gether, and even if the new one feels that 
way-the EU's latest snub to Turkey hardly 
makes it likelier—getting a deal by Decem- 
ber 12th would be a tight squeeze. W 
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Italy's centre-left 


Falling apart 


ROME 
The opposition parties are divided over 
foreign policy, and much else 


T'S called the Olive Tree. Trouble is, it has 

too many branches, and they are now 
blowing every which way. Italy's centre- 
left opposition is in chaos. 

The storm broke last week. The govern- 
ment, loyal to its alliance with America, 
plans to send 1,000 alpine troops to Af- 
ghanistan. What did parliament think? In 
Italy, governments do at least ask the legis- 
lature that sort of question before, not 
after, taking action. But the prime minister, 
Silvio Berlusconi, had no embarrassment 
to fear, rather the reverse. Of the Olive's 
two big branches, Francesco Rutelli and his 
Daisy group voted yes. So did some of the 
ex-communist Democrats of the Left. But 
most of these stuck with their parliamen- 
tary leader, Piero Fassino, and a qualified 
no. The Greens and hard-left Refounded 
Communists voted no, enthusiastically. 

Mr Berlusconi has his problems. But the 
divided opposition is hardly one. Foreign 
policy, as in this episode, often leads itinto 
public rows. Some of its politicians have 
kind words for the United States, others 
show more understanding for Saddam 
Hussein. Some of its voters back Israel, 
most are for the Palestinians. Some of its 
constituent parties are ready to see reforms 
to Italy's rigid labour laws, others are not. 
Some want public-sector television freed, 
once and for all, from political control. 
Others are merely waiting for their turn to 
put their men back into the key jobs. 

As to a leader, the left has none—or 
rather, several. Mr Rutelli, a former mayor 
of Rome, led itin the election of May 2001; 
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to an honourable defeat, but still defeat, 
and he is unlikely to get a second chance. 
The Left Democrats' Mr Fassino and Mas- 
simo D'Alema, their party chairman and a 
former prime minister, both have some 
standing, and views not unlike Tony 
Blair's, but not many voters; support for 
the party seems to be melting by the day. 

Two imaginable but unlikely leaders 
are Giuliano Amato, another sometime 
prime minister, now a vice-chairman of 
the convention that is studying the way 
ahead for the European Union, and Enrico 
Letta, a youngish Daisy centrist who was 
industry minister in the government led 
by Mr D'Alema. They are competent, pro- 
market, and pro-American, though not su- 
pinely so. But traditional left voters won't 
go for them. Nor would backers of the 
growing anti-globalisation movement. 

Voters such as these would prefer Ser- 
gio Cofferati, until recently boss of the 
CGIL, the largest and leftest of Italy's three 
trade-union confederations. He has per- 
sonality, charm, bearded good looks and a 
solid following. But his ideas—he is against 
labour-law reform, notably—switch off 
middle-of-the-road voters. 

No wonder then, that there is much talk 
of yet another former prime minister, 
Romano Prodi, now president of the Euro- 
pean Commission. He has said he might 
quit that post before his term expires at the 
start of 2005. But Mr Prodi is no miracle- 
worker either. It is symbolic of Italy’s cen- 
tre-left today that the man who has re- 
cently given Mr Berlusconi the most trou- 
ble is not a politician, but a film director, 
Nanni Moretti. He galvanised the left with 
a couple of big rallies in Rome—and says he 
is not interested in leading a party. m 


Germany's new cabinet 
Super-job for a 
super-minister 


BERLIN 
But will Wolfgang Clement be ready 
and able to carry it out? 


MPLOYERS, trade unions, economists, 

they all agree: Wolfgang Clement, now 
premier of North Rhine-Westphalia, Ger- 
many’s most populous state, is the right 
man to head the new federal super-minis- 
try combining economics and employ- 
ment. His appointment shows the new 
Schróder government means business. All 
he has to do now is make things work. 

That's all, is it? The economy is flagging, 
unemployment is rising (despite the brief 
stability brought last month by thousands 
of short-term post-flood jobs), and busi- 
ness is being stifled by taxes and red tape. 
Will Mr Clement be ready for the needful 
radical reforms? His own state is no shin- > 
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Schróder (left) and super-minister 


> ing light: its 18m people live with 9%-plus 
unemployment, worse than in any other 
western German State except Bremen. The 
Ruhr, its heart, and cradle of Germany’s in- 
dustrial revolution, has been sliding for 
three decades, losing over 100,000 jobs in 
coal and nearly 250,000 in steel. As the 
state’s minister for economics, transport 
and technology in 1995-98, and premier 
since then, Mr Clement has helped lead it 
from heavy industry into high-tech, tele- 
coms, media and services. But now the 
new economy too is in trouble. 

Within Gerhard Schróder's Social 
Democratic party, Mr Clement has a repu- 
tation as a moderniser and a pragmatist on 
good terms with both labour and employ- 
ers. But he is also an interventionist, not 
averse to bail-outs or to massive year-after- 
year subsidies for the moribund coal in- 
dustry. He is respected as a political heavy- 
weight capable of pushing through contro- 
versial ideas. He will need to be—and 
many wonder whether this 62-year-old 
former journalist really will choose, and 
be able, to shake up Germany's outmoded 
labour market and industrial structures. 

His first task will be to carry through the 
recommendations of the Hartz commis- 
sion on labour-market reform, which Mr 
Schróder has promised to implement in 
their entirety. Besides a revamp of the fed- 
eral Labour Office with its 90,000 staff and 
€54 billion ($53 billion) budget, the com- 
mittee had many drastic ideas: end job se- 
curity for new employees above a certain 
age (so that employers will hire them at 
all), expand the low-wage sector, ease re- 
strictions on temporary and part-time 
Work, set up official "temp" agencies to 
take on job-seekers on wages initially well 
below the going union rate. And more. 

This has already provoked the unions. 
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A saint for Opus Dei 


A controversial canonisation 


T TOOK about 1m euros, an audience 

of 300,000 people including half-a 
dozen Italian government ministers, 
three Spanish ones, Lech Walesa and 
umpteen other notables, 48,000 spon- 
sored bottles of beer and 20,000 of wa- 
ter, some 400 bishops, 37 choirs, 13 
cardinals and one pope. And at the end 
of a fine Sunday in Vatican City, the Ro- 
man Catholic church had its latest new 
saint, the 468th of John Paul II's papacy: 
Josemaria Escriva de Balaguer, dead 
only in 1975 but founder some 70-plus 
years ago of Opus Dei, an order that has 
attracted more suspicion—not only from 
anti-clericals—than any but the Jesuits. 

The new saint, born in northern 
Spain in 1902, in his earthly days was a 
priest of forceful personality, much self- 
flagellation and attractive ideas of the 
personal sanctity that the lay Christian 
could achieve in ordinary life. The trou- 
ble was, and remains, just which lay 
Christians? Escriva, like many another 
priest, needed ingenuity and luck to sur- 
vive the Spanish civil war of the 1930s. 
He fled from the Republican north to 
France, returning later to an area held by 
Francisco Franco's victorious rebels. 
Though from 1946 he lived in Rome, his 
followers tended to be close to the Fran- 
coist cause, and several served as minis- 
ters in the caudillo's government of the 
1950s and 1960s. 

Hence the Spanish left's suspicions of 
the order. Under Paul VI in the late 
1960s, the Vatican shared those suspi- 
cions: Opus Dei was not (and is not) ex- 
actly in the forefront of church renewal. 
But John Paul II had other ideas. In 1982 
the order became a "personal" bishop- 


It will also cost money, at least initially: €5 
billion say the Social Democrats, double 
that say their Green coalition partners. But 
the government has nothing to spare: 
Hans Eichel, the finance minister, has 
warned his colleagues that he must find an 
extra €10 billion of savings in this year's 
budget, perhaps even more next year. And 
the economy, which grew by just 0.6% last 
year, may prove to be doing even worse 
this year—0.1% growth, Deutsche Bank 
forecast this week, with 0.6% for 2003. 
Could (or should) taxes be raised? Dur- 
ing the recent election campaign, Mr 
Schróder promised there would be no in- 
crease. The coalition partners are now 
looking for a way round that. Before his 
new appointment, Mr Clement led a 
group of Social Democratic state premiers 


ric: its now 84,000 members-1,800 of 
them priests, 70% of the rest living ordin- 
ary lives, the remainder mostly in 
houses of the order—owe spiritual alle- 
giance to its head, not the local bishop. 
Via beatification in 1992, it has taken 
the new saint only 21 years, and a couple 
of the necessary miracles, duly found, to 
reach sainthood. And a little money. 
Opus Dei does not overflow with news 
about itself or its members—another 
cause of criticism—but it admits it spent 
€480,000 getting its founder there. 





Saint Josemaria and friends 


talking of putting legislation before the up- 
per house, where the states hold sway, to 
bring back a wealth tax and increase inher- 
itance duties (both of which go to the 
states). The Greens want some income-tax 
reforms that would raise revenue at the ex- 
pense of better-off couples. 

When the new governmentis sworn in, 
in about ten days’ time, Mr Clement is ex- 
pected to rank after Mr Schréder and his 
deputy, Joschka Fischer, the Green foreign 
minister, but ahead of Mr Eichel. Many 
foresee a clash, with Mr Eichel eager to 
limit government spending and Mr Clem- 
ent, Keynesian-style, to boost it. And if 
France can decide—as it told its euro-zone 
partners this week-that it has “other pri- 
orities" than sticking blindly to the EU’s 3% 
deficit limit, might not Germany? m 
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OME years ago, your columnist shared a house in Washing- 

-O ton with a former British paratrooper who had retired thither 

->to devote himself to the cultivation of marijuana. Some nights, 
_ after long hours testing his produce, the ex-para would wander 
__ the house muttering, "The French—they’re the real enemy." 
| v Atthe time, it was easy to dismiss this as drug-induced para- 
-.. noia. Seen from Brussels, it looks more like a sharp insight into 
_ international relations. Eurosceptics in London still reserve their 
_ deepest dislike for Germany; but British officials at the heart of 
_ the European Union seem often to be locked into a life-and- 
«death struggle with the French. On a day-to-day level the two 
| sides get on well enough. But each also harbours deep suspi- 
-cions of the other. The British regard the French as devious, law- 
_ breaking nationalists with undue influence in the Eurocracy, 
busy advancing French national interests while pretending that 
. itis all for the good of “Europe”. The French regard the British as 
-perfidious American stooges who are taking over EU institutions 
« and forcing everybody to speak English, while advancing an 
agenda that purports to make the EU more efficient and open, 
«but which secretly aims to undermine the whole project. 
= One long-running quarrel has at last been patched up: after 
-years of banning British beef, in defiance of EU law, France has 
agreed to lift the ban. But both sides' suspicions will linger. The 
antagonism goes back to Agincourt and beyond. But in an EU 
context it began with de Gaulle's veto of Britain's entry into the 
community in the 1960s, and really hardened during the years, 
985-95, when Jacques Delors, a Frenchman, was president of 
he European Commission, pushing an integrationist agenda 
hat the British found hard to swallow. British Eu officials recall 
his as a period when the commission was tightly run by French 
ones, with more than half an eye on French priorities. 

De Gaulle's veto sprang from his view of Britain as a tool of 
he Americans. But France's doubts about its (since 1973) EU 
partner are mostly of more recent vintage. Recent reforms of the 
-commission under Romano Prodi are often portrayed in the 
: French press as advancing a British agenda. The fact that French 
officials have been moved from key posts that France tradition- 

. ally dominated, such as secretary-general of the commission 
and head of the agriculture directorate, is seen (not altogether 
wrongly) as a deliberate effort to dilute France's grip on the com- 





mission. The darkest suspicions, however, centre on the immi- 
nent enlargement of the Eu. Pour a few drinks down senior 
French policymakers or journalists, and you may be told that 
the British are promoting enlargement only in the hope that it 
will make the Union an unworkable shambles (bordel, a brothel, 
is the more colourful French metaphor they use), in which 
everybody will speak English and the whole noble enterprise 
will degenerate into a mere free-trade area. 

Beyond the playground suspicions and historical rivalries, 
there are real issues at stake. In many areas Britain and France 
have diametrically opposed views. The British push a liberalis- 
ing, market-driven agenda; the French are the great believers in 
“social Europe", the effort to create a pan-European welfare state. 
The French regard the Ev's agricultural policy as one of its foun- 
dation stones; the British regard it as a protectionist monstrosity, 
fit only to be destroyed. The French have always hoped to see 
the EU evolve into a powerful block that can stand up to the Un- 
ited States; the British are horrified by such an idea. 


Common ground 

So are the two countries doomed to battle for ever? Not on 
everything. Jointly, they have pushed for an Eu rapid-reaction 
force. More significant, they have discovered a principle that 
both are keen to defend: national control of foreign policy. The 
two may differ over specific issues such as Iraq, but they share a 
determination not to be tied down by common EU positions de- 
cided by the minor countries of the Union or the mostly even 
more minor ones due to join it. Each with its permanent seat on 
the UN Security Council and its own nuclear weapons, France 
and Britain have an in-built reason to resist the “communitarisa- 
tion" of foreign policy that is being pushed by the European 
Commission and, intermittently, by the German government. 

As a European constitutional convention ponders such ques- 
tions, the keenest integrationists in the convention have deep 
suspicions about its chairman, Valéry Giscard d'Estaing, a for- 
mer president of France. Their suspicion was deepened still fur- 
ther when he chose Sir John Kerr to head his secretariat: a 
former head of Britain's Foreign Office is not the integrationists' 
idea of the kind of man who should be shaping debate about 
the future of Europe. The convergence of British and French 
views about that future was underlined this week, when Jack 
Straw, Britain's foreign secretary, backed a proposal made by 
President Jacques Chirac for the gu's Council of Ministers to be 
given a high-profile president. The lesser Eu countries, like the 
European Commission, see this proposal as a power-grab by 
two of the big boys, Britain and France. 

Is this the start of a new entente cordiale, or just a temporary 
tactical alliance? The French will be wary of throwing in their lot 
with the British, whom they still regard as inherently unreliable 
partners who have not even joined the euro. Both sides of the 
political divide in France still long for a revival of the Franco- 
German engine that traditionally drove forward European inte- 
gration. For them, a renewal of that relationship would reassert 
France's rightful place at the centre of the Union, and Britain's 
rightful place on its margins. Yet many French policymakers also 
doubt that the old Franco-German motor can really be restarted 
~particularly after the re-election of Gerhard Schröder, who gets 
on badly with Mr Chirac. Germany may be France's partner of 
choice; but realpolitik means that on the big constitutional ques- 
tions facing the EU, France's natural ally is Britain. & 
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Greece has become much better at harnessing its people’s flair and 
energy. Now it must prove its staying power, says Bruce Clark 


TAND on the penthouse roof of a ware- 

house in downtown Athens, recently 
transformed into a contemporary art gal- 
lery, and your senses will be assaulted by 
the feverish energy and wild contradic- 
tions of modern Greece at the start of its 
third century of existence. Among the 
nearby buildings on Sophocleous Street 
are some handsome neo-classical man- 
sions which now house Greece’s new class 
of investment bankers, stock analysts and 
bond traders. Also within view are edifices 
of similar style and vintage that are quietly 
decaying, their wooden shutters flapping 
in the breeze. Such buildings are often 
owned by quarrelsome extended families 
who find it cheaper to let their properties 
deteriorate than to comply with a govern- 
ment preservation order. 

The horizon is still dominated by the 
Parthenon, newly endowed with splendid 
night lights and soon to be linked with the 
other antiquities of Athens in a four-kilo- 
metre-long archaeological park, as part of 
the city’s preparations to display its old 
and new charms during the 2004 Olym- 
pics. But in the foreground there is a maze 
of narrow streets where exquisite Byzan- 
tine churches jostle for space with hun- 
dreds of tiny family businesses: spice mer- 
chants, icon-painting workshops and 
purveyors of mournful music brought by 
Greek refugees from Turkey. The pungent 
scent of the meat market, a favourite spot 
with nocturnal revellers, wafts upwards. 

Despite the appearance of chaos, the 


quality of life in Athens has improved 
with the completion of a new metro line 
and the opening of a shiny new airport 
whose capacity vastly exceeds that of Hel- 
linikon, the old airport that strained pilots’ 
nerves on windy days. Within a few years 
anew highway around greater Athens will 
make it easier to travel north from the air- 
port towards Salonika, or west towards Pa- 
tras, without getting entangled in the capi- 
tal. Further afield, the Peloponnese will be 
linked to central Greece by a bridge, and a 
new road from the Adriatic to the Turkish 
border will speed up east-west travel. 

Which of the many trends at work in 
Greece, at once the most conservative and 
the most adaptable of European nations, 
will prove the strongest? The breezy exu- 
berance of the new yuppie class, which 
despite the recent setback inflicted by sag- 
ging stockmarkets looks forward to the 
good times in the euro zone? Or the still 
baleful influence of a self-serving bureau- 
cracy, whose clumsy regulations often 
force Greek citizens to behave deviously 
and irrationally? Will nationalist passions 
once again bedevil Greek relations with its 
neighbours, or will Greece fulfil its poten- 
tial as the economic engine of south-east- 
ern Europe? 

For a country that stagnated through- 
out the 1980s and spent the 1990s fretting 
about the effects of war on its northern 
borders, Greece is enjoying much greater 
economic success than seemed likely even 
five years ago. Thisis both a cause and a re- ? 








Simitis is doing his bit 


> flection of its enhanced status in the Euro- 
pean Union. Having shaken off its reputa- 
tion as a laggard in the EU, it is now settling 
into a new role as a locomotive for the Bal- 
kans:the only country in south-eastern Eu- 
rope that belongs to most of the world's 
smarter clubs, and an advocate for the re- 
gion in the wider world. 

All Greece's internal strains—between 
left and right, town and country, native 
and immigrant—have been eased by rapid 
economic growth, recently running at 
about 4% a year. In the words of Yannis 
Stournaras, chairman of the Commercial 
Bank of Greece and an architect of the 
country’s euro-zone entry, “There is no 
comparison between Greece today and 15 
years ago,” when profit was a dirty word, 
interest rates were regulated, industrialists 
felt beleaguered and labour was militant. 
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This survey will argue that Greece has 
made impressive progress towards putting 
its economy on the right track and improv- 
ing its international image. But these 
achievements are fragile, and they owe 
something to good luck, as well as to fac- 
tors that no politician ever planned, such 
as an influx of migrant labour over the 
past decade which has pushed Greece’s 
population up by about 7% to 10.9m. Now 
that relative calm has descended on the 
former war zones of the Balkans, and rela- 
tions with Turkey have eased, it is impor- 
tant for the moderate socialist government 
of Costas Simitis to consolidate Greece’s 
achievements. 

The country’s internal stability has 
been helped by the apparent break-up of 
November 17, a group of ultra-radical ter- 
rorists who could claim, until this summer, 
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to be Europe’s most successful urban guer- 
rillas. Over a period of 27 years, they had 
killed 23 people; among their targets were 
soldiers, intelligence officers and dip- 
lomats from America, Britain and Turkey, 
as well as prominent Greeks. 


No more bazookas 

But in early September, a militant leftist 
called Dimitris Koufodinas, often de- 
scribed as Greece’s most wanted man, 
mysteriously appeared at an Athens police 
station and announced that November 17 
was “finished”. Over the previous ten 
weeks the authorities had hauled in 15 
other suspects. A spate of revelations 
about pistols and bazookas stashed away 
in Athens apartments had turned the 
nightly television news into a keenly fol- 
lowed melodrama. 

For Mr Simitis, whose socialist party, 
Pasok, is trailing its conservative rival, New 
Democracy, in the opinion polls and will 
almost certainly lose ground in the munici- 
pal elections due on October 13th, the ar- 
rests were a boost to his credibility at 
home and abroad. And for Greece's west- 
ern partners, the smashing of the terrorist 
group was not only welcome in itself, but 
also a good sign of a changing political cul- 
ture. After the 1967-74 dictatorship of pro- 
American military officers, sections of 
Greece's political left retained a sneaking 
sympathy for political violence; but now 
the great majority of the population see 
November 17 as a group of common crimi- 
nals. "Democracy has crushed terrorism 
and instilled a sense of security into Greek 
society," Mr Simitis declared in his annual 
address on the state of the nation in Salo- 
nika last month. 

When voters go to the polls this Sunday 
to elect mayors and local councillors, they 
will pass their verdict on the financial and 
political stability for which Mr Simitis, 
with some justice, has claimed credit, and 
balance this against the rise in prices, the 
shortage of decent jobs and the losses 
many people suffered after risking their 
savings on the stock exchange. They will 
consider the fact that Mr Simitis himself is 
regarded—even by his opponents-as a 
paragon of honesty; and they will balance 
this against the persistence of corruption 
in high and low places all over Greece. 

Local elections aside, the next general 
election may be as far away as 2004. Who- 
ever forms the next government will be 
leading a country better placed than ever 
before to cope with the challenges of an in- 
tegrated Europe and a potentially turbu- 
lentregion. m 





LL of a sudden, the naughtiest pupil in 
the class is getting top marks. It wasn't 
that long ago, in 1990, when Jacques De- 
lors, the then president of the European 
Commission, scolded Greece for misman- 
aging its economy and questioned its fu- 
ture in Europe. But now that economy is 
growing by more than twice the EU aver- 
age, at a forecast 3.8% in 2002. 

This partly reflects a virtuous circle 
created by Greece qualifying to join the 
euro zone; interestrates have tumbled, and 
there is no longer any risk of devaluation 
or a sudden change in economic policy, 
which used to make business planning 
next to impossible. Cheaper credit has 
tempted more people to take out loans for 
houses or simply for buying things. Con- 
sumer spending this year is running at 
nearly 1096 above last year's levels. Per- 
sonal debt is still low by European stan- 
dards, so no one is worrying yet. 

Less encouragingly, inflation is also 
well above the European average, at 3.5% 
in the year to end-August, though far be- 
low the double-digit figures of a decade 
ago. There is plenty of anecdotal evidence 
that the cost of small items has risen even 
faster since the beginning of this year be- 
cause of rounding up of euro prices. In 
September, Greece's main consumer orga- 
nisation proclaimed a shopping boycott to 
shame retailers who had used the euro to 
introduce sneaky price rises. 

Unemployment has also remained 
stubbornly high, at 9.6% for the population 
as a whole and over 20% for those under 


F 
id 


24. On the face of it, the combination of 
rapid immigration and a high jobless rate 
should lead to social tensions. But many 
newcomers to Greece do the kind of work 
at which locals turn up their noses, such as 
farm labouring or domestic service, so 
there is little competition for jobs between 
natives and migrants. A household in the 
provinces may have an unemployed 25- 
year-old son at home who is looking for a 
nice job in the public sector, and at the 
same time employ an Albanian or Bulgar- 
ian who does the hard physical labour on 
the family farm. 

One reason for the high jobless rate 
may be the collapse of public-sector pa- 
tronage as a means of gaining favour with 
voters. With the utilities under pressure to 
balance their books, and ministries sub- 
jected to more fiscal discipline, politicians 
have less chance to dole out jobs to their 
friends. The earlier experience of Spain 
suggests that after a time of high growth 
and high unemployment, as some sectors 
modernise and others decline, the jobless 
rate will eventually fall; but until that hap- 
pens, job-seekers with the wrong quali- 
fications may have a tough time. 


Twin pillars 
The trouble is that the main engines of 
Greece's rapid growth are temporary. One 
is the EU structural aid that continues to 
cascade into the country, enriching the po- 
litically influential construction industry. 
This source of cash will tail off signifi- 
cantly after 2006, when the current fund- 








ing programme runs out and the Union: 
will have new members to worry about. 
The other, related, one is the vast amount 
of private and public money that is being 
spent on preparing Greece for the Olympi 
Games in just under two years' time. : 

Under the so-called Third Community 
Support Framework, a piece of Euro-jar- 
gon that trips easily off the tongue of many 
a Greek taverna-owner or village mayor 
these days, no less than €27 billion, froma 
mixture of Eu, Greek government and 
private sources, will be spent between 
now and 2006 on projects ranging from 
air-traffic control to motorways. 

Although the management of these 
European funds has become more efficient: 
since Greece's early days as a member of 
the European Community, there have 
been a number of embarrassing spats be- 
tween the government in Athens and the: 
European Commission. In one incident, 
funding that was supposed to assist the 
creation of a land registry had to be paid: 
back because it was not properly used. The. 
registry-a difficult project in a country 
where every stony field is the subject of a 
family argument or a tussle with the 
state-is at last being established, albeit 
more slowly than the bureaucrats in Brus- 
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x. me agriculture ministry in Athens 


:* sels would like. 

| Until recently, Greek governments had 
a poor record for carrying out public 
«^ works, which were often discussed for de- 
-= cades on end until the money mysteri- 
¿ously vanished. But in part because the 
*-— Olympic Games are concentrating minds, 
`: it seems likely that the current building 
«programme will have concrete results. 

= The old behemoths of the Greek public 
< sector, long bedevilled by overmanning, 
= political interference and poor administra- 
tion, are getting a bit leaner and meaner, 
— Often through an injection of private capi- 
=< tal. The state telecoms operator, OTE, used 
= to be plagued by strikes and provided no- 
= toriously poor services. But atleast until re- 
= cently, OTE and its mobile-telephony off- 
=< shoot, CosmoTE, have been among the 
: bestperforming telecom stocks on Euro- 
. pean bourses. The group has expanded its 
* empire across the ex-communist states of 
* theregion, although with mixed financial 
- results, and created opportunities for Intra- 
com, the Greek electronics and digital- 
equipment group which is OTE's main 
supplier. Only a third of OTE remains in 
state hands, and some of its bolshiest un- 
ion leaders have turned into sleek cor- 
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porate executives. 

But labour relations in Greece are still 
far from perfect. Last summer, strains in 
the socialist cabinet began to show as the 
interior ministry offered the civil servants’ 
union a wage deal that was promptly over- 
ruled by the economy ministry. A strike by 
seamen, which could have disrupted the 
tourist season, was averted by a civil mo- 
bilisation order. Trade unionists were furi- 
ous, but did not stage any big protests. 

The best parts of Greek industry are of 
world class; the trouble is that they ac- 
count for only a smallish sliver of national 
income. There are now Greek companies 
that control cement factories in Florida, 
bakeries in Russia and mines in China. The 
opening of passenger shipping to Euro- 
pean competition will put some Greek 
owners on the spot, but the best of them 
have already looked ahead and are now 
ferrying travellers across the North Sea. 

At the other extreme, the back streets of 
Athens and Salonika are home to thou- 
sands of small businesses that will be hard 
pressed to survive the full brunt of Euro- 
pean competition. Some of them, indeed, 
live on the corruption and chaos of 
Greece’s bureaucracy, and their disappear- 
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ance would be a positive gain. The finan- 
cial police say there are hundreds of busi- 
nesses whose sole activity is to practise or 
abet some form of tax fraud. Some do 
nothing but issue and sell false invoices for 
imaginary services, which companies can 
use to keep down their paper profits; oth- 
ers make fraudulent demands for the re- 
imbursement of value added tax. 

Despite the continuing problems of bu- 
reaucracy and a dysfunctional legal sys- 
tem, "This is, comparatively speaking, a 
great time for Greece," says Dimitri Papa- 
lexopoulos, managing director of the Titan 
cement company. Firms like Titan, whose 
manufacturing empire stretches from the 
eastern United States to Egypt, still face 
huge hurdles as they struggle to satisfy in- 
spectors and obtain quarrying permits, 
but atleast they can count on a more busi- 
ness-friendly political climate and stable 
interest and exchange rates. 


Selling dreams 

That stability also benefits tourism, which 
accounts for 15% of GDP. Unhelpfully, the 
industry is concentrated in certain regions, 
such as the islands of Rhodes, Corfu, Myk- 


onos and Crete and the northern Halkidiki »» 





> region. The economy in large parts of the 
Peloponnese, Epirus and Western Mac- 
edonia is still stagnating, even though 
these regions have huge potentialto attract 
visitors who prefer scenery and wildlife to 
pools and discotheques. 

Greek hoteliers can point to a long-term 
rise in the number and spending power of 
foreign visitors which might continue for a 
few more years. However, the manage- 
ment of the country's priceless tourist as- 
sets has been haphazard. There is a small 
number of luxury hotels, of which only a 
few have real character; at the other end of 
the scale, every connoisseur of Greece 
knows remote hideaways where visitors 
can live simply and blissfully. In-between 
there are thousands of dullish establish- 
ments whose owners seem to care more 
about catering to the mass market than 
about aesthetics or cuisine. Now that the 
euro has made comparisons easier, north 
Europeans will become more picky as they 
assess the value for money offered by 
Greece's traditional resorts. But if Greek 
hoteliers can diversify away from the stan- 
dard beach offering into eco-tourism, bird- 
watching, hill-walking and so on, there is 


plenty of room for expansion. 

Tourism is one of many sectors of the 
Greek economy where foreign investment 
has always been low, partly because of 
economic instability and partly because of 
bureaucratic obstacles. "By entering the 
euro, we have dealt decisively with the 
first factor and now we are working to get 
rid of the second," says Nikos Christodou- 
lakis, the economy minister, a British- 
trained academic and a pragmatic num- 
ber-cruncher. 

Among the problems Greece has yet to 
tackle are an urgent need to update com- 
pany law; an excessively burdensome and 
complex tax code; and an arcane and 
badly functioning pension system, com- 
bined with a rapidly ageing population, 
which could bankrupt the state in the de- 
cades to come unless something is done. 

In September Mr Simitis announced 
tax breaks for individuals and families 
worth €1.4 billion, and simpler company 
taxes and book-keeping obligations. A 
move in the right direction, said Ulysses 
Kyriacopoulos, head of the industrialists’ 
association; the opposition, predictably, 
called for bolder measures, including a cut 


Roll out the welcome mat 


NET time you visit Athens and try out 
a carefully practised Greek phrase on 
your chambermaid, do not be surprised if 
you receive a blank look. The person serv- 
ing you may well be a native Russian or Al- 
banian or even Urdu speaker, and know 
even less Greek than you do. 

For a country that until recently was 
making a conscious effort to remain as 
homogeneous as possible—providing a 
home for Greek Orthodox, Greek-speak- 
ing people, and tolerating minorities only 
grudgingly, if at all-this is an extraordi- 
nary turn of events. About 800,000 immi- 
grants are at work in Greece, making up 
nearly a fifth of the labour force. Together 
with their dependants, they add up to an 
immigrant community of 1.2m or so. Even 
ten years ago the idea of opening the gates 
to hundreds of thousands of newcomers 
would have appalled many Greeks, but 
the influx happened of its own accord, and 
the result has been surprisingly benign. 

Greece has absorbed huge waves of im- 
migrants before, but they were all Greek 


Orthodox Christians, and indeed selected 
on that ground. In 1923, when Greece and 
Turkey settled nearly two decades of fight- 
ing with a massive population exchange, 
the only criterion used was religion. Over 
a million Christians (some of them mono- 
glot Turkish speakers) were deported from 
Anatolia, and hundreds of thousands of 
Muslims (some of them Greek-only speak- 
ers) were dispatched from Greece to Tur- 
key. By turning Greece into a country that 
was 97% Orthodox Christian, at least in 
name, the population swap made church 
and nation seem even more inseparable. 
To be Greek was to be Orthodox, most peo- 
ple thought, and the church hierarchy did 
nothing to discourage the idea. 

The arrival of hundreds of thousands 
of new residents in Greece, from many dif- 
ferent cultural and religious backgrounds, 
has therefore posed a considerable chal- 
lenge for the guardians of Greekness. 
Among the few policy questions that have 
raised strong passions among the Greek 
public recently have been those to do with 
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When it’s good, it’s very, very good 


in the corporate tax rate. 

As for the pension problem, the govern- 
ment earlier this year made some tentative 
moves to reorganise the system, but had to 
retreat from radical reform under heavy 
pressure from unions and other lobbies. It 
will take huge political courage—or the 
threat of more wrath from Brussels—for a 
Greek government to grasp this nettle. 8 


Greece's foreign workers arrived 
uninvited, but now the country — 
could not manage without them © 


religion, nationality and identity. In 2000, 
hundreds of thousands of people took 
part in demonstrations organised by the 
church against a proposal to remove all ref- 
erence to religion on identity cards— 
though in the end the church drew back 
and the proposal went through. 

Now another public row is looming. A 
government committee has suggested that 
it should be made easier for families to opt 
out of the (Orthodox Christian) religious 
education that has hitherto been compul- 
sory in state schools. The church has in- 
sisted that parents who want such an opt- 
out should have to register formally as 
atheists or adherents of some other faith. 
This time the government, mindful of the 
fracas over identity cards, is proceeding 
cautiously, and seems to be shelving the 
recommendations of its own committee. 

Attached as most Greek people still are 
to their Hellenic and Orthodox identity, 
they have so far been relatively tolerant of 
the foreigners in their midst. Polls suggest 
that most of them recognise the economic | 






> benefits to the country of migrant labour. 
Three or four years ago, a spate of burglar- 
ies and other violent crimes—in a country 
that has hitherto been relatively safe— 
were widely blamed on Albanians, but 
more recently public concern has ebbed. 
Another reason for the absence of racial 
tension may be the low profile kept by im- 
migrants. They have not asked for the right 
to establish schools teaching in their own 
language, or many places of worship or 
cultural institutions. The furious debate 
sparked by proposals to build a mosque in 
Athens for the Olympic Games demon- 
strates how sensitive such issues are. In 
this Sunday's election, very few immi- 
grants will have a vote. 


Porous borders 

In the early 1990s, after communism col- 
lapsed and Yugoslavia descended into 
war, Greece virtually lost control of its bor- 
ders. Albanians, Bulgarians and other East 
Europeans came flooding into the country 
in search of work, and found it easily be- 
cause they were not fussy about the jobs 
they took. By 1996, there were about 
600,000 foreigners living in the country, 
most of them Albanians, but also increas- 
ing numbers of Pakistani traders, Polish 
builders and decorators, Filipino house- 
hold servants and nurses, and unskilled 
workers from Africa. 

Aslong as they concentrated on menial 
work, they posed little threat to Greek 
workers. Indeed, the influx of cheap la- 
bour had the perverse effect of keeping 
alive rural communities in Greece where 
smallholders might otherwise have aban- 
doned the struggle and moved into town. 
But as soon as foreigners began to take jobs 





NTIL quite recently, the hills and for- 
ests of the Greek-Bulgarian border 
used to be one of the wilder places in Eu- 
rope: a heavily-guarded cold-war flash- 
point, a giant killing field in the second 
world war and, further back, a battle- 
ground in a series of bloody contests to 
supplant the waning power of the Otto- 
man empire. 
These days, the only battles at the Pro- 
machonas border crossing—the very name 
of which evokes armed clashes—are com- 


Non-Greeks also bear gifts 


in construction—thus competing with 
Greek workers, who commanded vastly 
higher wages—union leaders began to 
campaign for foreign workers to be regis- 
tered and for their employers to be obliged 
to pay social-security contributions. 

In an initial wave of legalisation, start- 
ing in 1998, 370,000 non-legal workers ap- 
plied for work permits, 60% of whom were 
successful. Last year anew law was passed 
that tries to micromanage local demand 
for labour. Fortunately it may be too un- 
wieldy to work in practice. Meanwhile the 
365,000 people who applied this time 
have been given temporary work permits. 

For all its good points, migration to 
Greece has one dark side to it: the illegal 
trafficking in thousands of women and 
children brought into the country to work 
in the sex trade. Human-rights agencies 
have repeatedly criticised the Greek au- 
thorities for not doing enough to protect 
the victims. A new law has been drafted, 
but critics say it still puts too much onus on 
victims to prove they have been coerced. 

The economic benefits to Greece from 
illegal migrant labour were probably at 


mercial and bureaucratic ones. It has be- 
come one of the busiest entry points to the 
prosperity of the European Union. On a 
bad day, the queue of vehicles on the 
Greek side, mostly Bulgarian truckers wait- 
ing to go home after stocking up in Salo- 
nika, can be 7km (four miles) long. 
Promachonas is steadily becoming 
much more than a border post. A consor- 
tium of Greek firms and local government 
agencies, known as Procom, is turning the 
place into a vast commercial emporium 


their greatest in 1996, when they added 
about 1% to GDP, according a study by Pro- 
fessor Louka Katseli of Athens University. 
Over the next few years, the social and 
economic consequences for Greece of be- 
ing multicultural are likely to grow more 
complex as the immigrant workers settle 
and raise families. The share of children 
from immigrant homes in Greek schools is 
rising; greater demands are being made on 
the state health system; and the immi- 
grants themselves will one day become 
more forceful in their calls for some say in 
the affairs of their adopted country. 

Tasos Giannitsis, the deputy foreign 
minister, says migration will be a main 
theme of Greece’s forthcoming presidency 
of the EU. The ministry is working with the 
Migration Policy Institute, a Washington 
think-tank, to come up with ideas that a 
number of European countries might find 
useful. There is a political agenda here. If a 
moderate socialist government in a coun- 
try that has rapidly moved from homoge- 
neity to diversity can tackle migration suc- 
cessfully, that will deal a powerful blow to 
the extreme right everywhere. m 


These days, Greece'sinterestin - 
the Balkans is reassuringly — 
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where individuals and, above all, shops 
and other small businesses from all over 
the southern Balkans can stock up on con- 
sumer durables, household goods or de- 
signer clothes without going more than 
few hundred yards into Greek territory. 
With customs officers on hand 24 hours 
a day, the time needed to buy goods in 
Greece, or take delivery of containers ar- 
riving by train from the port of Salonika, 
should be slashed. As Alexandros Martinis 
of Procom points out, the southern Balkan >> 
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The dynamic, ever-growing NBG Group is 
the No.1 retail and banking group in Greece. 


2 It provides a wide range of financial products 
and services to a large number of businesses 
and individuals. 


3 Through acquisitions, the bank is building a 
strong regional identity in southeastern 
Europe and holds a strong presence in the 


world's leading financial centers such as N B ee e ROU p 


London, Frankfurt, Paris and New York. 
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it fuels its international activities through 
7 banks and 8 financial services providers. 


5 National Bank of Greece is the first-ever 
Greek financial institution to be listed on 
the New York Stock Exchange. 
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> countries now import around $3 billion- 
worth of consumer durables a year. Their 
GDP is growing at over 4*6 a year, albeit 
from an abysmally low base, and their 
taste for consumer goods is increasing 
even faster. If a small fraction of that busi- 
ness comes through Promachonas, it will 
be a boon for what used to be one of 
Greece's poorer regions. 

If Greek firms have an instinctive feel 
for business trends in countries to their 
north, that is because their own country 
has undergone an almost equally rapid 
transition in recent memory. To some ex- 
tent, they can anticipate the Balkan coun- 
tries' needs by recalling their own habits in 
those leaner times. 

Chipita, a food manufacturer, is one of 
the Greek companies that have adapted 
their fare to suit the tastes—or the pock- 
ets—of poorer Balkan countries. Its mini- 
croissant, at €0.60, is a favourite with 
Greek snackers, but it is too expensive for 
many peckish Bulgarians, so both the rec- 
ipe and the size have been adjusted to 
make the product more affordable. 

Similarly, in the poorer bits of post- 
communist Europe every householder is, 
perforce, a keen builder-decorator; so 
when NBG Venture Capital, an investment 
fund, took a stake in Monsieur Bricolage, a 
DIY shop in Sofia, it was delighted with the 
results. NBG’s parent, the National Bank of 
Greece, owns several big banks in Bulgaria 
and Macedonia and has branches all over 
Serbia. 

Alpha Bank, which blazed a trail for 
Greek capital by starting a subsidiary in 
Romania nearly a decade ago, reckons that 
Greece’s investment in the Balkans is al- 
ready worth $6 billion. With an increas- 
ingly dense network of holdings in sectors 
ranging from telecoms and energy to fi- 
nance and cement, Greece’s business 
world is signalling its long-term commit- 
ment to the prosperity and stability of all 
its neighbouring states. 

Barely a decade ago, crowds of up to a 
million were demonstrating on the streets 
of Athens and Salonika in protest against 
the "appropriation"—as they saw it—of the 
name “Macedonia” by anew independent 
state on their northern border. The dispute 
over the right to use the name remains un- 
resolved, but Greek relations with its 
northern neighbour have been trans- 
formed as commerce has taken prece- 
dence over arcane historical arguments. 
Last July, ministers from both countries at- 
tended a grand ceremony to mark the 
opening of a pipeline from Salonika to 
Skopje, capital of the country which 


Greece still insists on calling the *Former 
Yugoslav Republic of Macedonia". The 
pipeline is transporting crude oil from 
Greece to a refinery at Skopje, which was 
bought in 1999 by Hellenic Petroleum, the 
Greek state oil company. The refined oil 
will be sent north to Kosovo in a second 
pipeline now being built. 

If relations between the governments 
in Athens and Skopje have sharply im- 
proved, it is partly because both countries, 
as well as many EU members, are worried 
about armed Albanian militancy, which is 
sometimes closely linked with organised 
crime. But these days, Greek diplomacy in 
the Balkans is not simply a matter of siding 
with traditional friends, as it was in the 
early 1990s, with sometimes explosive 
consequences for Greece’s relations with 
the western world. More recently Greece 
has tried to maintain cordial relations and 
discreet lines of communication with just 
about everybody in the Balkans, including 
Bosnian Muslim or ethnic-Albanian politi- 
cians who would not previously have 
been welcome in Athens. 


Make money, not war 
Instead of seeing the Balkans as a series of 
zero-sum contests in which only one or the 
other side could win, Greece’s foreign min- 
istry has been leading efforts in the region 
to promote cross-border co-operation and 
create so much mutual dependence that a 
return to war would be inconceivable. 
How important are the Balkans for 
Greece? Challenge a Greek economist to 
say where the country will turn when 





In Greece’s back yard 


transfers from the European Union and 
Olympic investments dry up, and the glib 
answer is that the Balkans will fill the gap. 
By 2006 or so, the southern Balkan states 
will be well on the way to joining Europe’s 
mainstream, and will be eligible for a 
steady stream of aid. Greek builders, 
banks and retailers will help them spend 
their money. 

Such hopes may be fanciful. Across 
much of the Balkans, industries and mines 
are rotting, devastated by sanctions, war 
damage or neglect; many of them will 
never be reconstructed. This deep slump 
has depressed the volume of industrial ex- 
ports though the port of Salonika, and it 
will be a while before large numbers of 
Balkan citizens can afford to use the pas- 
senger ships that sail out of the harbour. 

Still, the very fact that Greek aspirations 
in the Balkans these days are more com- 
mercial than strategic is a change for the 
better. “We have discovered the virtues of 
soft power,” says Theodore Couloumbis, a 
professor of international relations at Ath- 
ens University. Not before time, you might 
say: when communist Yugoslavia began 
its slide towards disintegration and war in 
1990, the reaction in Greece, as elsewhere, 
was one of fear and atavistic passion. 

Just as Croatia cultivated its old links 
with the German-speaking world, Greece 
instinctively sided with Serbia, its ally in 
half a dozen wars over the past two centu- 
ries. Whereas the western world recoiled 
in horror over ethnic cleansing by Serb na- 
tionalists, yet was prepared to make ex- 
cuses for similar crimes committed by 
Croats or Bosnian Muslims, Greek public 
opinion reacted in the opposite way. Serb 
misdeeds were played down in the Greek 
media and those of other parties to the 
war played up. Volunteers from Greece 
who served with the Bosnian-Serb forces 
received sympathetic coverage in their 
homeland’s press. 

In 1999, when NATO waged its air war 
against Serbia, Greek public opinion— 
from conservative Orthodox bishops to 
Marxist intellectuals—reacted with almost 
unanimous rage. The government showed 
skill in giving the alliance the bare mini- 
mum of logistical support, as required by 
its NATO membership, while avoiding 
any direct involvement in the air war. 

Three years on, the passions that war 
aroused in Greece have subsided. The 
hope is that the frequency of cross-border 
business deals, oil flows, shopping trips— 
all the workaday things that bind nations 
and people together—will help to keep 
conflict at bay. m 





HEN Kemal Dervis, a World Bank 

technocrat türned Turkish finance 
minister, hopped overto a Greek island for 
an international brain-storming session 
last July, he was greeted with back-slap- 
ping and bonhomie. George Papandreou, 
the Greek foreign minister, had invited 
politicians and academics from all over 
Europe and North America, who gathered 
round in their shorts and t-shirts to hear 
Mr Dervis and others hold forth on world 
trade, the future of social democracy and 
the economic effect of AIDS. 

Anyone watching the light-hearted 
banter between Mr Dervis and his Greek 
hosts on the island of Samos, barely a mile 
from Turkey, might have concluded that 
the historic antagonism between the two 
nations had at last come to an end. Now 
. that Greece is no longer blocking Turkey's 
application for zu membershíp-a long- 
standing source of bitterness~surely the 
Aegean neighbours should be able to co- 
exist contentedly? 

Such a conclusion, however, would be 
premature. Almost the only observation 
that can safely be made about the relation- 
ship between Greece and Turkey is thatitis 
among the most emotionally charged in 
the world. Millions of families in each 
country adorn their walls with sepia pho- 
tographs of relatives who died in Greek- 
Turkish wars. At the same time, both peo- 
ples have vivid memories of living side by 
side—albeit rarely intermarrying, and di- 
vided by the all-important factor of reli- 
gion—as subjects of the Ottoman empire. 

The two countries, intertwined more 
closely by heritage and history than either 


cares to acknowledge, can never be indif- 


ferent to one another. When relations im- 
prove-as they did in the 1930s and the 
early 1950s—the reconciliation can be ebul- 
lient. But the temperature can change as 
abruptly as the weather in the Aegean, and 
the real warming that has taken place in 
the Greek-Turkish climate over the past 
three years is by no means irreversible. 
Nor can it be, until there is some resolu- 
tion of the dispute over Cyprus, where 
heavily armed Turks and Greeks face each 
across a partition line established in 1974. 
Following a short-lived coup d’état by ul- 
tra-nationalist Greek-Cypriots, with back- 





ing from the military officers then ruling in 
Athens, Turkish troops occupied the is- 
land’s northern third and forced a massive 
population exchange. 

Cyprus is by far the biggest Greek-Turk- 
ish issue, but there is also a host of dis- 
agreements over seabed exploration 
rights, territorial waters and air-space 
rights in the Aegean. Even in the waters 
and skies close to Mr Papandreou's cheer- 
ful summer symposium, there were Greek 
and Turkish ships and aircraft keeping a 
careful eye on each other's movements. 


Armed to the teeth 

A residual fear of Turkey is the main reason 
why Greece maintains one of the highest 
levels of defence spending per person in 
NATO (see chart 3). Earlier this year, the 
Greek defence ministry awarded a keenly 
contested arms contracts~an order for 170 
tanks—to Krauss-Maffei Wegmann, a Ger- 
man contractor. Even though western gov- 
ernments often urge Greece and Turkey to 
bury the hatchet, the two countries’ mu- 
tual antagonism has been a boon for 
weapons manufacturers. 

Is it really conceivable that two NATO 
allies would ever fight each other? As 
weary NATO diplomats vividly remem- 
ber, Greece and Turkey came to the brink 
of war in 1996 over a tiny islet in the south- 
eastern Aegean; less well known (because 
Europe had other things on its mind at the 


time, including Kosovo) is that the two 


sides came very close to a clash in early 
1999, when Abdullah Ocalan, leader of the 
Kurdish uprising in south-eastern Turkey, 
was nabbed in Kenya and turned out to 





minister, are now out of office, pending 


have been given safe passage by Greece... 
In the end, what changed the atmo- 
sphere between the two countries was | 
something no Balkan-watcher could have. 
predicted: severe earthquakes in both. 
countries in which the two nations offered. 
one another humanitarian aid and the: 
two societies remembered, in an outpour- 
ing of emotion, how much they had in 
common. Since then, although none of the 
more serious differences has been re- 
solved or even eased, there have been. 
signs of a rapprochement between thetwo 
peoples. Small-scale trade has flourished, | 
musicians have played together and it has 
become fashionable, in both Greece and | 
Turkey, to have friends or business part- 
ners on the other side. : 
But investment between the two coun- 
tries is still very limited, mainly because of | 
the political uncertainty. For example, 
NBG Venture Capital, a unit of the Na: 
tional Bank of Greece, recently became the 
leading shareholder in a Turkish private. 
equity fund; and Cardico, an Athens- 
based food company, bought a hazelnut 
factory on Turkey's Black Sea coast. But 
such deals remain pretty rare. y 
And even in the couple of months since 
Mr Papandreou's seaside get-together, th 
outlook for Greek-Turkish ties has becom 
much less certain. A political crisis in Tur 
key triggered by the illness of the prim 
minister, Bulent Ecevit, has thrown tk 
country into turmoil. The two people : 
Ankara most trusted in Greece, Mr Derv 
and Ismail Cem, until recently the foreis 

























elections in early November. 

Another reason for jangling nerves is 
the approach of EU membership for C 
prus. This is a critical moment-perhay 
the most critical since the drama of 1974 
for the island's political future. Noth 
fundamental has changed in the past : 
years: Turkey has maintained the milita 
advantage, in the form of a 30,000- strong 
garrison on the island, whereas the Greek- 
Cypriot side has retained the diplomatic: 
and moral high ground, including a mo- 
nopoly of international recognition and a 
raft of UN resolutions calling on the Turks: 
to withdraw their troops and make way. 
for the island's reunification. ud 
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Looking north from Nicosia, a sight to make Greek eyes sore 


Now, as the EU prepares to approve the 
accession of Cyprus and nine other coun- 
tries, this unsatisfactory but more or less 
stable state of affairs is bound to change. 
Under a formula that was supposed to 
boost the chances of a settlement, the Un- 
ion has promised to admit Cyprus, with or 
without a successful conclusion to this 
year's slow-moving talks between Greek- 
Cypriot and Turkish-Cypriot leaders. In 
theory, the prospect of a political settle- 
ment, to be swiftly followed by admission 
to the Union, should appeal to the Turkish- 
Cypriot community. Instead of languish- 
ing under a partial economic embargo im- 
posed by the Greeks in protest against the 
1974 invasion, the Turkish Cypriots would 
see their living standards soar, with help 
from Brussels. 

But Rauf Denktash, the community's 


veteran leader and president of the unre- 
cognised Turkish-Cypriot state, does not 
see things that way. Along with several 
leading politicians in Ankara, he has given 
warning that if the Greek-Cypriots were to 
enter the Eu alone, his side would retali- 
ate; northern Cyprus would move much 
closer to Turkey, giving the government in 
Ankara responsibility for its defence and 
foreign affairs. That could scupper indefi- 
nitely any chance of reconciliation on the 
island, raise the level of military tension 
and plunge relations between Turkey and 
the Eu into the deep freeze. 

The Greek side is confidently predicting 
that Turkey will not, in the end, go to the 
brink over Cyprus because that would 
prejudice its own prospects of EU mem- 
bership. But over the past two centuries, 
Greeks have often misread Turkish inten- 


Enduring virtues 


OR most of the past two centuries, one 

of the functions of Greek politics was to 
provide a network for favour-swapping 
and patronage. The Greek power-broker of 
the 19th century might cut a sophisticated 
figure in Paris or Berlin, but his effective- 
ness back home depended on the more ba- 
sic skill of looking after a vast number of 
“clients”—shading into the world of ban- 
ditry—who expected personal favours. 

Even in recent times, the form of pa- 
tronage known as rousfeti was alive and 


well. Humble folk would queue up out- 
side a minister's office with all manner of 
requests. Could the minister find a job for a 
doltish cousin? Could nephew Yannis, 
aboutto begin his military service and suf- 
fering from asthma, be found a safe post at 
the defence ministry in Athens? Could chi- 
ropodist cousin Anna, who needed time to 
look after her aunt, be found a post in a 
government clinic near the bus station? A 
politician would have hundreds of god- 
children, send them cards on feast days 


tions. Turkey, for its part, will press for a 
firm date for talks on its own accession as 
its price for giving ground on another is- 
sue: the European Union's proposed Rapid 
Reaction Force, which nationalist Turks, 
British Tories and American hawks alike 
suspect of being a ploy to undermine 
NATO and weaken transatlantic links. 

On what terms, if any, will the govern- 
ment in Ankara bless the Euro-army's cre- 
ation and agree that some assets from 
NATO, of which Turkey is a leading mem- 
ber, should be put at the new force's dispo- 
sal? A deal brokered between Britain and 
Turkey, under which the EU would take ac- 
count of Turkish interests in planning mili- 
tary operations, was rejected by Greece, 
which then won the approval of its Euro- 
pean partners for a slightly different for- 
mula to govern EU-NATO relations; but 
Turkey says the earlier agreement must 
stand. Unless this knot is untied, the Euro- 
pean Union's hopes of playing a bigger 
roleinits own defence will be dashed. 

Greece's role in defence matters in the 
Union is pivotal at the moment because of 
a quirk of EU procedure. The country is 
due to assume the Union's rotating presi- 
dency in January, but because Denmark, 
the current president, has opted out of the 
EU's military activities, Greece has already 
been presiding over the Union's defence 
deliberations since July, so it will have a 
whole year in the chair. 

One thing that could upset all calcula- 
tions is an American attack on Iraq, in 
which Turkey would play a vital strategic 
role, strengthening its diplomatic hand. 
But whatever happens, the goodwill that 
Mr Papandreou built up on that beach in 
Samos will be badly needed. m 


Greece's political dynasties go 
on and on 


and, if possible, attend their weddings and 
funerals. As long as he honoured his ob- 
ligations, the *patron"—and any of his kin 
who entered politics—could expect the un- 
swerving loyalty of the client and his kin. 
Any modern politician will insist that it 
is all different now. People rely less on the 
state because there are more opportunities 
in the private sector. And in principle, 
everybody agrees that the civil service is 
overmanned; no incoming minister 
would dare to stuff his or her department » 





> with large numbers of protégés. Perhaps. 
But there is one aspect of Greek politics 
that is remarkably enduring: the loyalty 
that voters feel for familiar old surnames- 
even if the policies, and political styles, are 
entirely new. 

The names that are likely to dominate 
Athenian politics for the next decade 
would be totally familiar to any Rip Van 
Winkle who had gone to sleep in the early 
1960s. At that time, Athens was still reeling 
from the departure, to self-exile in Paris, of 
Constantine Karamanlis, the prime minis- 
ter of the day. His successor, George Pa- 
pandreou, lost power after a dissident 
group of centrists, led by a tall Cretan 
named Constantine Mitsotakis, switched 
sides—to the fury of the prime minister's 
firebrand son, Andreas Papandreou, who 
vowed revenge. 


Time warp 

Switch to 2002. Greece’s current conserva- 
tive leader (and prime minister-in-waiting, 
if the polls are correct) is called Constan- 
tine Karamanlis, a nephew of the elder 
statesman who eventually returned from 
Paris and restored democracy in 1974, after 
seven years' military rule. If the conserva- 
tive New Democracy party gains power in 
the next election, the heir apparent of the 
socialists—and almost certainly a future 
prime minister—will be George Papan- 
dreou, eldest son of Andreas and named 
(like most first-born sons in Greece) after 
his paternal grandfather. The second-rank- 
ing figure in the conservative camp, and 
top of the popularity polls, is Dora Bakoy- 
ianni, the daughter of Mr Mitsotakis. Sheis 
tipped to become mayor of Athens in the 
local elections this weekend. 

These latest scions of Greece's best- 
known dynasties would all claim to have 
preserved the best of their forebears' po- 
litical heritage yetto have adapted skilfully 
to the modern world. True or false? 

Karamanlis senior, a schoolmaster's 
son from northern Greece who became a 
towering figure of modern Greek history, 
was an austere personality who wasimpa- 
tient with his compatriots' failings. His 
nephew cuts a more easy-going, affable fig- 
ure, with a love of football and a taste for 
worry-beads that will put ordinary voters 
at their ease. Asked whether New Democ- 
racy has changed since his uncle founded 
it nearly 30 years ago, he retorts that it was 
less in need of change than Pasok, the Pan- 
hellenic Socialist Movement established 
by Andreas Papandreou. Whereas Pasok 
in its early days spoke the language of 
third-world radicalism, New Democracy 





One Karamanlis, Mitsotakis and Papandreou after another 


was pro-business and pro-western from 
the start. 

But the ideological climate in most 
western democracies has shifted a long 
way towards the free market in the past 
three decades. Has Mr Karamanlis junior 
not felt some pressure from his British and 
American friends to abandon his party's 
image as a standard-bearer of Christian 
Democratic paternalism and take a more 
liberal line instead? As an ally of Ger- 
many's Christian Democrats in the Euro- 
pean Parliament, Mr Karamanlis answers 
carefully. Yes, privatisation should go 
faster and further, and it should be more 
transparent; there should be bolder moves 
to deregulate energy and telecoms. But he 
believes the state has an important role to 
play—“not as a producer or merchant”, but 
as a guarantor of justice, a provider of 
health, education and a social safety net. 

If his party came to power, would he be 
immune to the temptation of rousfeti? It is 
true, he acknowledges, that in years past 
“traditional politicians” of all stripes had 
practised rousfeti-but merely in a *ama- 
teurish, Mediterranean way”. Only under 
Pasok, which had held power for 17 of the 
past 21 years, had a new form of client- 
elism emerged, with hundreds of thou- 
sands of new appointments to state jobs. 
But in euro land, the scope for such tactics 
was now exhausted. 

At the same time, he says cautiously, an 
incoming New Democracy government 


"m 





would have to cope with social grievances 
and serious regional inequalities. So a pol- 
icy based on the free market, combined 
with a leaner but more effective state, 
would have to be "carefully explained". 


New generation 

What the two Karamanlises had in com- 
mon, despite their different characters, 
was their carefulness. Perhaps a more dra- 
matic generational change has taken place 
in the Papandreou family, where George 
has inherited his father's mannerisms, 
thick eyebrows and bald pate but has an 
entirely different political style. Having 
spent much of his youth in Sweden, Can- 
ada and the United States, and taken a so- 
ciology degree at the London School of 
Economics, George Papandreou is a pro- 
duct of the Anglo-Saxon or north Euro- 
pean centre-left, with its belief in forging 
consensus where possible and adapting 
pragmatically to change. He became for- 
eign minister in early 1999 at a time when 
Greece's relationship with the western 
world was on a knife-edge—because of a 
furious popular reaction to NATO’s bomb- 
ing of Serbia—and tension with Turkey 
was close to snapping. 

Where his father was by temperament 
confrontational, the younger Papandreou 
is more inclined to build bridges and stress 
the positive. Andreas Papandreou had an 
instinctive sense for the Greek people’s 
collective gripes, and for the wrongs felt by 








* particular social groups. He wooed ador- 
ing crowds by telling them that their coun- 
try's woes were mainly the fault of others. 
This proved a vote-winning formula, but it 
did not gain Greece many friends abroad. 

George Papandreou, by contrast, is 
highly sensitive to the political realities of 
the outside world and has displayed a de- 
gree of artfulness in conveying those reali- 
ties to the Greek electorate. He has in- 
vested huge political capital in forging 
reconciliation with Turkey, so far without 
anything very concrete to show for it other 
than a vast improvement in Greece's inter- 
national image. 

Amid grumblings from some of the old 
guard in Greece's diplomatic service, Mr 
Papandreou has surrounded himself with 
a coterie of loyal advisers, most of whom 
have lived abroad and share his talent for 
languages and networking. Few Greek for- 
eign ministers of recenttimes have been as 
respected by their opposite numbers in 
NATO and European Union countries. 
Ironically, though, the foreign minister 
owes some of his freedom to "take risks for 
peace" to the Papandreou family mantle— 
and the family's network of loyal suppor- 
ters. Where necessary, he can be a tough 
back-stage fighter in the ruthless world of 





socialist party politics. 

Whether because of his name or his 
own virtues, George Papandreou would 
easily win a personal popularity contest 
with the younger Karamanlis. However, 
he would find it much more difficult to out- 
shine Mrs Bakoyianni of Mitsotakis fame. 
Nearly as tall as her father and equally im- 
posing, she has inherited her family's huge 
network of personal connections on the is- 
land of Crete. Having recovered bravely 
from the killing by terrorists of her hus- 
band Pavlos, Mrs Bakoyianni is a formida- 
ble personality in her own right. In her 
campaign to be mayor, she has held a se- 
ries of public meetings all over Athens and 


won a sympathetic hearing, at least, from. 
many people who might never vote fora > 
male Mitsotakis. s 
Her campaign promises include the - 
provision of underground car parks to re- 
move cars from the street and ease conges- 
tion; traffic lanes for ecologically benign .. 
forms of transport; more police; a munici- _ 
pal ombudsman to blow the whistle on > 
city-hall corruption; and more help to imr 
migrants, especially immigrant women, to _ 
learn Greek and become integrated into | 
society. These ideas are not necessarily- 
new, but she expounds them with great 
passion and panache. 5 
How much longer will Greece's old: 
families continue to enjoy this sort of. 
name recognition, which newcomers have : 
no hope of emulating? Powerful as the po- 
litical dynasties are, there are signs thata- 
new aristocracy of sports personalities _ 
and actors is gaining a growing hold onthe 
public imagination. All political parties, - 
both right and left, have recently taken tò 
including basketball players and soap-op- 
era stars on their lists of candidates in the 
hope of reviving voters’ interestin politics. _ 
These days television’s Dynasty, or its - 
Greek equivalent, may prove a stronger _ 
pull than the political sort. ss s 










ILL it be all right on the night? If the 

organisers' dreams turn into reality, 
the Athens Olympic Games will mark a 
regeneration of the modern Olympic 
movement and, in a different way, of mod- 
ern Greece itself. 

"We wantto restore the moral and ideo- 
logical character of the games," thunders 
Evangelos Venizelos, who as arts and 
sports minister is co-ordinating the $6 bil- 
lion effort to prepare the country for its 17 
days in the international limelight in Au- 
gust 2004. He speaks expansively of a con- 
test that he hopes will be less overtly com- 
mercial than previous Olympics, restoring 
the principle of noble, amateur compe- 
tition and promoting equality between 
different races, cultures and religions. “The 
games are coming home,” declared 
Gianna Angelopoulos, the forceful leader 
of the Athens Olympics organising com- 
mittee. She spearheaded the city’s cam- 
paign to play host to the world in 2004, 


and thus ease the bitter disappointment of 
losing to Atlanta in 1996. It is a measure of 
her popularity in Athens that this spring, 
during the pre-Lent carnival, many of the 
revellers were wearing “Gianna” masks. 

The forthcoming contest will be a 
homecoming in two senses. The original 
Olympics were born in Greece and took 
place at a breathtakingly beautiful site in 
the Peloponnese every four years between 
776 BC and 393 AD. But Athens is also the 
place where the modern Olympic move- 
ment began, with the 1896 games in which 
the sporting ideals of a Frenchman, Baron 
Pierre de Coubertin, came together with 
the deep pockets of a Greek tycoon, Geor- 
gios Averoff. This time, the plan is not sim- 
ply to give the world an archaeology les- 
son but also to show off the talents of 
modern Greece. Dimitris Papaioannou, a 
choreographer, is expected to put on a su- 
perb opening and closing ceremony. 

But between now and then, there will 


be much biting of nails and tearing of hair. 
When Athens won the games in 1997, the 
government claimed that 70% of the neces- 
sary sports facilities existed already, and _ 















there would be plenty of time to build the 
rest. In April 2000, the then president of 
the International Olympic Committee, 
Juan Antonio Samaranch, described three 
levels of preparedness for the games: 
green, meaning all was well; yellow, indi- 
cating serious problems; and red, where 
the games were “in danger”. Greece, at that 
time, was “at the end of the yellow phase.” 

Since then, relations between the 1oc 
in Lausanne and the Greek government 
have vastly improved. Looking back, the 
warning from Mr Samaranch may have 
acted as a necessary wake-up call. It con: 
vinced the socialist government to stop - 
squabbling with Mrs Angelopoulos, a for- 
mer conservative member of Pramen 
whois married to a shipowner. There have — 
been some moments of irritation between » 





The battle continues 


<> the 10c and the Greek government; but 
-. with just under two years to go, the 10C 
now reckons that the necessary public 
works-new or upgraded sports arenas 
and bigimprovements in the transport sys- 
tem—can be completed on time, though 
without a day to spare. 


Keep digging 
For example, a suburban railway line con- 
necting the main Olympic stadium with 
the new Athens airport has yet to be con- 
structed. At present, on a bad day it can 
take 90 minutes to drive from the airport to 
the city centre. A new tram service, which 
will make it easier to reach the coast from 
almost anywhere in the greater Athens 
sprawl, has not got very far. 
In June, the government announced a 
— scaling-back of some of the Olympic pro- 
jects because costs were spinning out of 
control. There would be one less hockey 
field, and temporary stands for many 





sports. In all, the measures would save up 
to $285m. The 10C raised no objection to 
this economy drive, but was aghast when 
problems emerged over the venue for the 
soccer final, though these have now been 
settled. To accommodate Olympic visitors, 
11 passenger ships have been chartered. 
Easily the most controversial building 
project has been the construction of a row- 
ing and canoeing centre on a coastal site 
called Schinias, east of Athens and adja- 
cent (though there is disagreement over 
how closely) to the battlefield of Marathon 
where the Athenians defeated the Persians 
in 490 BC. Four environmental groups 
have led a campaign against the develop- 
ment, on two grounds: first, that it would 
wreck one of the last havens of biodiver- 
sity near Athens (the site is home to 176 
species of birds and a rare kind of pine for- 
est); and second, that it would desecrate an 
important historic site where democracy 
won the day against overwhelming odds. 


The Greek government, under strong 
pressure from the 1OC to get started, de- 
creed what it described as a compromise: 
the sports complex would go ahead, but 
extra care would be taken to preserve the 
area's biodiversity (which had been under 
threat anyway because of commercial de- 
velopment), and anything that was ar- 
chaeologically important would be left 
alone. The protesters, who had gathered 
11,000 signatures to oppose the artificial 
rowing lake, were leftto lick their wounds. 

However, in September the bulldozers 
unearthed some archaeological finds: 
houses from the pre-classical period, vases 
that seemed to be much later, and traces of 
a temple. Opponents of the lake said the 
discovery vindicated their interpretation 
of the ancient texts, which led them to be- 
lieve that the construction site did include 
part of the Marathon battlefield; and it dis- 
proved the government's claim that the 
land in question had been under water in 
classical times. Whatever happens, the 
government will find itself squeezed be- 
tween the 10c's wish to get things done 
and accusations of desecration from con- 
servationists. 

In one respect, though, the concerns of 
the outside world about the Athens Olym- 
pics have greatly eased. Not only has the 
government won a victory by arresting a 
group of suspected urban guerrillas, it is 
now preparing to spend $600m on guar- 
anteeing the security of the games. A team 
of intelligence officers with experience in 
the American, British and Israeli security 
services has been set up to keep terrorists 
at bay. Nobody can accuse the govern- 
ment of neglecting its duty to ensure that 
the games have a safe homecoming. & 





EMOCRACY is not, unfortunately, the 
D only term in political science with a 
- Hellenic etymology. Words like tyranny, 
= despotism and gerontocracy (rule by the 


~~. old) also have Greek roots. But there is no 


= established term, in either Greek or Greek- 
derived English, for the opposite, rule by 
the young. Logically, it should be some- 
thing like “neocracy or “neaniocracy.” 

A little more neocracy may be exactly 
what Greece needs. Consider what has 
happened in the former communist coun- 


tries to Greece’s east and north, including 
the Soviet Union. Fifteen years ago these 
countries were gerontocracies of the worst 
kind: places where political power and 
economic privilege was so firmly concen- 
trated in the hands of complacent old 
rogues that the young and energetic, who 
understood what needed changing, got 
absolutely nowhere. 

In the more successful ex-communist 
states, the balance has now swung the 
other way: they offer thrilling opportuni- 


ties for the young and bright, but they are 
tough places to be a pensioner—unless you 
have smart grandchildren to support you. 
In quasi-capitalist Greece, gerontocracy 
never went to Soviet extremes, but it cer- 
tainly persists. Many occupations—from 
medicine to politics, from academia to the 
civil service—are dominated by an elderly 
establishment which has made sure that 
long service is well rewarded and kept 
pesky young high-fliers in their place. And 
yet in a borderless world where young- »» 
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ARE YOU COPING WITH CHANGE 
OR LEADING IT? 
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BANK OF GREECE 


The Greek banking sector: 
Financial conditions | 
and supervisory challenges 


Following the liberalisation of capital markets and the |] 
banking system in Greece through the '80s and the early 
90s, the policy stance became focused on enhancing 
market infrastructure, while preserving and further 
strengthening the soundness of the banking system, which 
crucially contributed to the smooth integration into the 
Eurosystem. 


Financial conditions 


The exceptionally good performance of the Greek bond 

market up to EMU entry compensated for the impact of the 

recent decline in investment banking income upon overall 
;. bank profitability. 


— The return on Greek banks' assets was 1.4496 in 2001 
(1.8696 in 2000) and the return on equity was 17.996 in 
2001 (20.7% in 2000). The weighted average capital 
adequacy ratio of Greek banks, regarding almost entirely 
the Tier I segment, was 13.3596 on a solo and 12.3196 on a 
consolidated basis in 2001 (15.31% and 15.08%, | 
respectively, in 2000). 


The strong capital base reinforces the soundness of the | 
banking system, which demonstrated noticeable resilience 
in the volatile market conditions of the last two years. | 


Supervisory challenges for the future 


Maintaining the banking system's soundness in an 
environment of changing conditions and increasing 
international exposure of Greek banks, not only in 
neighbouring countries, where their expansion is 
remarkable, is a primary objective of the Bank of Greece, in 
its supervisory capacity, complemented by further 
objectives. 

These objectives relate to further enhancements in the 
provisioning, transparency and auditing framework, an 
active participation in international fora, the adoption of 
the new Basle accord framework, and addressing issues of 
product and system innovations and increased public 
attention to a broad array of consumer-sensitive issues. 
During the euro change-over period, the Bank of Greece 
had extended its on-site inspections in the context of its 
anti-:onev-laundering action, and, in the aftermath of 
ihe Sepiember 11 events, it actively participated in the 
international efforts. of combatting the financing of 
terrorism; in connection therewith, it has strengthened 
and expanded its co-operation with other national and 
international competent authorities. 
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For further information please contact: 
Bank of Greece 
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* sters in other countries are making their 
fortunes as software designers or rock 
stars, it will be hard to maintain a gerontoc- 
racy in one country alone. 

The modernisation of the Greek econ- 
omy has created some new opportunities 
for the young, even though their parents 
generally remain keen for them to follow 
traditional career paths. The middle-class 
boy who might once have aspired to a rou- 
tine job at a state-owned bank or airline 
may well kick over the traces and become 
a foreign-exchange dealer or a mobile- 
phone salesman. 

But if Greece’s younger generation is to 
play a more active role in shaping the 
country’s future, the first thing that must 
be improved is education. Ask any Greek 
employer what most needs changing 
about the nation’s public services, and 
high on the list-along with excessive tax- 
ation, corruption and over-regulation— 
will be the school system. 

Education is one of many areas of 
Greek life where a flourishing but shad- 
owy private sector thrives on the inade- 
quacies of an over-protected, over-regu- 
lated public sector. Because Greek parents 
are (justifiably) dissatisfied with the teach- 
ing of state high schools (especially in lan- 
guages, or any sort of professional train- 
ing, there are thousands of privately 
owned night-schools that aim to fill the 
gap. The elite (on the politicalleft as well as 
the right) educates its children at smart 
private day schools (or even finishing 
schools in Switzerland), so there is little 
pressure for change from that direction. 

State universities, despite pockets of ex- 
cellence, are notoriously chaotic and non- 
meritocratic in hiring staff. For the 
would-be lecturer in search of a job, hav- 
ing a friend whois a senior professor at the 
establishment of his choice means more 
than teaching skills or published papers. 
These defects have spawned many private 








colleges, some of which have close ties to 
America or Western Europe. But in a host 
of ways-for example, by refusing to ac- 
knowledge their degrees as qualifications 
for the public sector—the state discrimi- 
nates against such private establishments. 


Greenergrass  —— 

The net resultis that many youngsters give 
up hope of getting a decent college educa- 
tion in their homeland and look else- 
where. On a per-head basis, Greece sends 
more students to universities abroad than 
most other countries in the world (see 
chart 5). Britain is the most popular choice; 
its 30,000 or so Greek students are a sig- 
nificant presence on campuses from Aber- 
deen to Exeter. This puts a strain on 
Greece's balance of payments, but in the- 
ory such a vast exodus of youngsters 
should bring tremendous benefits to their 
home country by making them more so- 
phisticated and broadening their minds— 
provided that at least some of them even- 
tually come back. 

Sadly, the mind-broadening does not 
always happen. There are some mediocre 
establishments in Britain that specialise in 
handing out diplomas to impress Greek 
parents (but nobody else); and there are 
plenty of homesick students who spend 
hours on the phone to their families and 
have as little as possible to do with their 
temporary homeland. Still, there are also 
many talented young Greeks who get good 
degrees from the best universities in Brit- 
ain, America or Germany. The difficult 
part is to make sure that these brainy boys 
and girls come home again. 

For many years, the prospect of up to 





two years’ service in the armed forces has 
put young men off returning. If you have 
just graduated summa cum laude from 
Harvard or Yale, manning a sentry box on 
the Greek-Turkish border or sharing a 
ship’s cabin with 30 seasick youths seems 
a waste of time. Yannos Papantoniou, the 
defence minister, recently announced a 
gradual shortening of military service, but 
a professional army—which most Euro- 
pean now have-is still some way off. — 
If Greek society is to thrive in the early 
21st century, it will have to find ways of 
harnessing the talents of its young peo- 
ple—by investing more in the education : 
system, by persuading those who have _ 
studied abroad to return to Greece, by find- 
ing decent jobs for them, and by curbing. 
the special-interest groups (from high- 
school teachers to retailers) that dominate - 
many areas of Greek life and getin the way _ 
of bright young people. : 
If that is done, it will be up to the 
youngsters themselves to find new ways __ 
of combining the Greek andthe cosmopol- 
itan, the local and the global. “Our genera- __ 
tion will have to find a different mixture of __ 
the old and new,” says Yannis Solos, a 25- 
year-old practitioner of Byzantine church 
chanting, a tradition going back more than 
1,000 years. He is now immersedinavery . 
different tradition, Chinese herbal medi- . 
cine, which heis studying in Beijing. i 
Perhaps the biggest challenge facing _ 
young Greeks is that there are not many of. 
them. Along with Italy and Spain, Greece - 
has seen a plunge in its fertility rate. Com- 
bined with prodigious longevity, espe- 
cially among women, this has produced ` 
an extraordinary demographic effect. On. 
current trends, by 2015 the number of .. 
Greeks aged between 15 and 24 will have 
fallen by nearly a quarter from the current : 
figure, whereas the number of octogenari- . 
ans will have increased by 70%. 





































But is she a political animal? 


One way in which young people in 
other European countries assert their inde- 
pendence-leaving home and finding a 
place of their own to live—is, for better or 
worse, much less prevalent in Greece. For 
all their reluctance to reproduce, Greeks of 
all generations take family life very seri- 
ously. Compared with other countries in 
the European Union, the number of births 
outside marriage is very low; the average 
age at marriage is low (albeit rising); the 
age at which young people (including mar- 
ried ones) leave the parental home is high; 
and the divorce rate is low (though rising). 
Yet despite, or perhaps because of, the 
strong attachment to the family as an econ- 
omic unit, Greece has an exceptionally 
high incidence of abortion. Appearances 
are all-important, and even the younger 
generation seems willing to make conces- 
sions to that principle, whatever it gets up 
to in private. 


Young conservatives 

One big question facing young people is 
how they will cope with the immigrants in 
their midst who offer the only hope of 
keeping the economy growing reasonably 
fast That question is still wide open. 
Sometimes the anecdotal evidence is en- 
couraging, sometimes not. When a row 
broke out a few years ago over whether an 
Albanian pupil at a Greek high school 
should be allowed to carry the national 
flag in a parade—a privilege traditionally 
granted to the best student in the class—his 
strongest supporters were his (mostly 
Greek) class-mates. But some young 
Greeks are remarkably conservative. Just 
listen to a selected group of schoolchildren 
called "the legislature of youth" that the 
Greek parliament invites every year to 
stimulate adolescents' interest in national 
affairs. These boys and girls make solemn, 





formulaic speeches about the welfare of 
their homeland which would come more 
naturally from a 50-year-old. 

Daubed on the walls of university cam- 
puses, you can see both nationalist and 
anti-nationalist slogans. “The Aegean be- 
longs to the fish,” is one wag's comment on 
Greek-Turkish arguments over territorial 
waters. But one striking sign of youthful 
conservatism is the ubiquity of the ham- 
mer and sickle; a small but significant sec- 
tion of Greek students remain doggedly 
loyal to the old-time religion of Marxism- 
Leninism. As for religion in the more tradi- 
tional sense, a surprising number of 
young Greeks show more attachment than 
their parents to Orthodox Christianity— 
not only as a national institution, but also 
as a Spiritual calling. 

Whatever their ideology, the great ma- 
jority of Greek youth—like their contem- 
poraries in other countries—are much less 
interested in politics than their parents 
were; they are keener on music and the 
arts and on advancing their careers, and 
less inclined to believe that a change of po- 
litical masters will make much difference 
to their lives. The waning of party loyal- 
ties-which used to turn campuses into 
battle-grounds more recently than in other 
European countries—is no bad thing in it- 
self. But Greece very much needs its youn- 
ger generation to become "political ani- 
mals" in the broad sense in which Aristotle 
defined the term: people who are inter- 
ested in society as a whole. 

Among Hellenes of all generations, in- 
terest is rising in clubs, associations and 
lobby groups that cut across the old ideo- 
logical divisions. Only a decade ago, 
Greeks automatically assumed that any 
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new movement-of feminists, ecologists, 
anti-nuclear campaigners or even sports 
fans—would be a front for one political 
party or another; now they are much more 
inclined to take such movements at their 
face value. 

According to Tania Ritsou of McCann- 
Erickson, an advertising agency, young 
Greek consumers have deep respect for 
their heritage. In particular, they are keen 
to recapture the vanishing rural world of 
their grandparents, whose customs and 
lore intrigue city-dwellers with busy mod- 
ern lives. Recently, she says, this has trans- 
lated into a taste for products that empha- 
sise craftsmanship and high quality rather 
than superficial glitz, solidity rather than 
sophistication. 

That is fine, but the younger generation 
of Greeks still has alot of growing up to do. 
According to Nikiforos Diamandouros, a 
sociologist, the proportion of Greeks who 
have a mature attitude to the state—ie, who 
expect a fair and rational trade-off be- 
tween civic rights and civic obligations-is 
still well under half. An absolute majority 
of Greeks of all ages—perhaps as many as 
60% —still see the public sector as a source 
of personal bounty, just as it was in Otto- 
man times. 

If Greece is to evolve into a mature 
European democracy, a higher proportion 
of young people—whether Christian or 
communist, traditionalist or revolution- 
ary, home-birds or socialites—will have to 
commit themselves to changing that bal- 
ance. And if they are to make a difference, 
more of them will have to be induced to 
stay in their homeland in the first place, or 
return to Ithaca before they become too ex- 
hausted by adventuring. m 


Future surveys 

Countries and regions 

France November 16th 2002 
Germany December 7th 2002 
Brazil February 22nd 2003 
Malaysia March 8th 2003 


Business, finance and economics 
Digital security October 26th 2002 
Migration November 23rd 2002 
The Internet society Jan 25th 2003 
Asian finance February 8th 2003 
Biotechnology March 22nd 2003 


Previous surveys anda list of forthcoming 
surveys can be found on our website at 
www.economist.com/surveys 
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Storm over Stormont 


BELFAST 


The Good Friday Agreement, in which so many have invested so much, now seems 
on the verge of collapse. What went wrong? 


OLICE raiding Sinn Fein's offices in the 

Stormont parliament building; Denis 
Donaldson, the man who runs those of- 
fices, charged with possession of docu- 
ments likely to be of use to terrorists. The 
events of the past week in Northern Ire- 
land have been dramatic and peculiar, but 
their outcome predictable: the likely col- 
lapse of the Good Friday Agreement along 
with the institutions of government it 
brought into being. 

The negotiations that led to the signing 
of the Agreement were long and complex, 
butits weakness was simple: while the na- 
tionalists and republicans saw it as pro- 
gress and opportunity, for the unionists it 
always represented loss as well as the pros- 
pect of peace. In the referendum on it, al- 
most all nationalists supported it but al- 
most half of unionists opposed it. David 
Trimble, leader of the Ulster Unionists, the 
larger and more moderate unionist party, 
and first minister of the Executive, has 
been under constant attack since, not just 
from Ian Paisley, leader of the more ex- 
treme Democratic Unionist Party, but also 
from dissidents within his own party. 

Mr Trimble signed up only after getting 
a letter from Tony Blair which seemed to 
promise to oust Sinn Fein from the power- 
sharing Executive if its paramilitary wing, 
the IRA, did not move promptly towards 
decommissioning its arms. But the union- 
ists always suspected that the Agreement 
was nothing more than a cunning trick for 


republicans to emerge with a paramilitary 
organisation intact, plus political kudos. 
When the institutions in Stormont 
were set up, both republicans and union- 
ists—even the Dup—got down to the busi- 
ness of government with a will. Mr Paisley 
has been an energetic chair of the commit- 
tee overseeing policy on agriculture. Mar- 
tin McGuinness, a senior republican who 
first made his name as an IRA commander, 
became an enthusiastic minister for edu- 
cation, much admired by his civil servants. 


Hj How it all went wrong 
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But the paramilitaries did not disap- 
pear, and violence, though nothing like as 
lethal as it had once been, persists. Union- 
ists fume about IRA ceasefire breaches. Na- 
tionalists count loyalist attacks against 
Catholics and complain about the police 
failure to respond. But, as unionists are 
keen to point out, republican violence has 
political implications that loyalist violence 
does not: while the loyalist paramilitaries 
do not have a political wing in govern- 
ment, the republican thugs do, in the 
shape of Sinn Fein. 

While the sectarian violence at home 
continued, a couple of embarrassing inci- 
dents abroad made it increasingly hard to 
convince unionists that republicans were 
moving away from violence. Three people 
were charged with, and subsequently con- 
victed of, gun-running in Florida; three re- 
publicans, suspected of being IRA mem- 
bers, were arrested in Colombia and » 
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Date Event 

Apr1998 Good Friday Agreement signed between Britain, Ireland and Northern Ireland's main political 
parties, creating devolved government and structures for peace process 

‘Aug 1998 — Real IRA, a dissident republican group, plants bomb in Omagh, killing 29 

Mar1999 Rosemary Nelson, a lawyer who had defended a high-profile republican, killed by a bomb under 
her car. Allegations of collusion between police and loyalists in her death still under investigation 

Jul1999 Three people in Florida charged with, and subsequently convicted of, gun-running for the IRA 

Dec1999 New Northern Ireland Executive meets for the first time 

Feb2000 David Trimble, first mi nister, threatens to resign because of lack of progress on decommissioning 
IRA weapons. British government suspends Assembly 

May2000 IRA agrees to plan for inspection of weapons dumps. Assembly restored 

Jul2001 Trimble resigns because of lack of progress on decommissioning 

Aug 2001 Three suspected IRA members arrested in Colombia, accused of training guerrillas in bomb-making 

EE MT IM 

Mar 2002 Still-mysterious burglary of Special Branch offices in Castlereagh police station, Belfast 

Sep 2002 » | Trimble com mits himself to pulling out of Executive in January unless IRA disarms and disbands 

Oct 2002 


Police raid Sinn Fein homes and offices, and charge head of administration at Stormont with 


possession of documents which may be of use to terrorists 


Source: The Economist 
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> charged with training guerrillas in bomb- 
making techniques. 

All of this would have mattered less 
had unionists been convinced that the IRA 
really was decommissioning its weapons. 
But moves on arms came only when 
unionists threatened to pull out of the po- 
litical process. In October 2001, General 
John de Chastelain, the Canadian head of 
an international commission set up to 
monitor decommissioning, said he had 
witnessed a significant disposal of arms. 
But there was no film of this event, nor any 
details of its whereabouts, and unionists 
were unimpressed. 

How to get the IRA to decommission? 
For Mr Blair and Mr Trimble, who have 
most to lose in the short term from the col- 
lapse of the peace process, there is a baf- 
fling problem at the core of the Agreement. 
Its primary purpose was to bring the re- 
publicans within the democratic process, 
in order to wean them off violence. Yet the 
only sanction available to force them to 
stick to their part of the deal is to expel 
them from the democratic process—thus 
defeating the Agreement's purpose. W 


British manufacturing 


Blame the bosses 


Foreign-owned manufacturers in 
Britain do better than the locals 


HY is Britain's manufacturing indus- 
try such a mess? The usual answer is 
a litany of whinges: short-sighted finan- 
ciers, poorly skilled workers, the wrong ex- 
change rate, too little state support, or low- 
wage competition from abroad. But a new 
study by McKinsey, a consultancy, argues 
that the real reason is bad bosses. 
Strikingly, British-based companies 
with foreign, especially American, owners 
manage far higher productivity than those 
with local bosses. The average foreign- 
owned company does fully 60% better; 
American ones by nearly 90% (see chart). 
Foreign investors may tend to be a bit 
more dynamic, and measuring productiv- 
ity is admittedly tricky. But the study 


l Who's in charge here? 


Productivity* in British-based manufacturing 
companies, by country of ownership 
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I wish I had an American boss 


chimes with known data about the large 
and increasing productivity gap between 
Britain and its competitors. Compared 
with the United States, for example, the 
shortfall in Britain's total factor productiv- 
ity (which includes all inputs of both la- 
bour and capital) has risen from 23% to 43% 
since 1999. Defenders of British industry 
argue that America gains from its huge 
home market. But if the Americans do so 
much better even when operating in Brit- 
ain, that argument disappears. 

Low productivity creates a vicious cir- 
cle. John Dowdy, the report’s author, notes 
that most British manufacturing compa- 
nies earn less than their cost of capital. 
Cash-strapped managers skimp on invest- 
ment and training, treat their staff badly— 
and are even less profitable as a result. Brit- 
ish industrial companies have underper- 
formed their American counterparts 
startlingly badly in the past decade, de- 
stroying £80 billion ($124 billion) in value. 

There are three main ways in which 
British management habits differ from in- 
ternational best practice. The first is lean 
manufacturing, a jargon phrase meaning 
economy in the use of time and materials. 
According to a report by the Engineering 
Employers Federation (EEF), fewer than 
40% of British manufacturers have paid 
any attention to this. Others like the sound 
of the idea, but in practice typically make 
only “occasional and sporadic improve- 
ments” the report says. 

The second is poor performance man- 
agement. British managers mishandle 
goals and incentives. Financial and operat- 
ing results are hard to understand. That 
makes it hard to plan improvements. 

Thirdly, British-owned companies are 
terrible at managing talent. They fail to 
spot potential high-fliers. Understandably, 
that makes it hard to attract them. Britain’s 
top engineering graduates prefer to work 
for foreign-owned companies. 





The three are closely connected. Lean 
management requires good monitoring, 
which in turn makes it easy to reward good 
workers and deal with bad ones. There is 
also a close connection with company 
profitability. Comparing 100 British, Ger- 
man, French and American companies, 
the study showed that a half percentage- 
point increase in management ability (as 
scored by McKinsey’s ratings system) 
brings a hefty 2.6% increase in return on 
capital employed. 

Some of this chimes with British com- 
panies’ own diagnosis. A report last year 
by the EEr also highlighted the three areas 
named by McKinsey, as well as better use 
of information technology and working 
more closely with universities and other 
outsiders on innovation and research. 

The big difference is that the new study 
suggests that most of the complaints about 
government policy are secondary. There is 
certainly room for improvement when it 
comes to vocational training, but Britain is 
actually rather good at teaching manufac- 
turing-notably at Warwick University. 

The study says the best thing the gov- 
ernment can do for manufacturing is to 
create a more competitive environment, 
rather than cosseting industry with tax 
breaks, incentives and other special treat- 
ment. If foreign-owned manufacturers can 
thrive despite all the annoyances of life in 
Britain, why can’t the locals? m 





Taxis 


Free riders 


New technology should help 
undermine London’s taxi cartel 


FFICIALDOM has got it in for Lon- 

don’s minicabs. An onslaught this 
summer by the licensing authorities, the 
police and assorted bureaucrats has al- 
ready led to the arrest of 148 minicab driv- 
ers. Some serious offences were involved, 
including benefit fraud, and possessing 
firearms and a knock-out drug associated 
with date rape, but half of them were ar- 
rested for nothing worse than the heinous 
crime of "touting"—driving around Lon- 
don looking for customers. 

The capital's black cabs have a monop- 
oly on seeking business in the streets, as 
well as statutorily-set fares, which are now 
the second-highest in the world (see chart 
on next page). In an effort to make the 
cheaper alternative safer, the authorities 
plan to license minicabs, and around 
40,000 candidates have already regis- 
tered. The next stage, vetting for criminal 
records, will take, outrageously, two more 
years, thanks to the legendarily incompe- »» 
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Night-time taxi fares for a five-mile journey* 
$, September 2001 
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> tent office responsible. But nobody is 
suggesting the logical next step-letting 
them tout for business on the streets—be- 
cause London's 24,600 pampered taxi- 
drivers are such a powerful lobby. 

Technology is making their monopoly 
more ludicrous still. The “knowledge”—the 
two-year slog of learning routes around 
London off by heart-is the main justifica- 
tion for the taxi-drivers' privileges. But 
memorising maps looks an increasingly 
odd use of the human brain. Computers 
can already do much of the job more 
quickly and better (and a lot cheaper). Ex- 
isting technology—based on satellite po- 
sitioning and a CD-ROM~—already works 
quite well. Although human intelligence is 
still best at dealing with congestion, road- 
works and so on, the next generation of 
navigation software aims to do that too. 

Once licensed minicabs can afford this 
kit, the black taxis’ cushy status will look 
indefensible. If a minicab driver can get 
you from A to B as quickly as a black cab, 
and more cheaply, why ban him from 
stopping in the street? 

The taxi drivers like to think that their 
iconic status will preserve their privileges. 
Only their purpose-built vehicles can turn 
on a sixpence, carry up to five passengers, 
and easily manage wheel-chairs, they ar- 
gue. But that should be a matter of con- 
sumer choice, as it is in other European cit- 
ies such as Berlin, where London-type 
taxis have a niche business, while most 
customers seem quite happy with a less 
elaborate ride. 

Putting minicabs on an equal footing 
with black taxis will certainly benefit con- 
sumers. It will also have a strong periph- 
eral benefit. Whereas the black taxi busi- 
ness is legendarily lucrative, minicab 
drivers tend to be poor foreigners, often 
with dependants abroad. Help the third 
world-take a minicab. 8 


Adventure holidays 


Fancy a bad time? 


Hardship holidays are booming 


E year, thousands of British vaca- 
tioners hand over good money only to 
be left wet, cold, hungry and sore. Some 
have been ripped off by dodgy package- 
tour operators selling holidays in concrete 
hell-holes on the Mediterranean. But for a 
select minority, being drenched, frozen, 
starved and bumped is the point of the 
whole thing. 

Such adventure holidays come in lots 
of different shapes and sizes. The domestic 
market runs from school trips to slightly 
riskier “adrenalin sports”, such as white- 
water rafting and cliff-jumping, and full- 
blast “survival schools”, where pasty- 
faced desk-jockeys learn how to skin rab- 
bits and live off the land, under the super- 
vision of a grizzled instructor with a mili- 
tary background. Thrill-seekers whose 
appetite for punishment outstrips the op- 
tions available at home risk their necks in 
more far-flung places, such as Peru and the 
Australian outback. 

The business is booming. Stephen 
Howe of Outward Bound, a long-estab- 
lished firm catering mostly for school 
groups, says that between 1995 and 2001 
the number of young adventurers coming 
to their camps shinned up from 8,000 to 
26,000. Enrolments on its “professional- 
development” courses have risen fourfold. 
The problem-solving and teamwork activ- 
ities, Mr Howe says, appeal to bosses keen 
to find new ways to raise morale among 
their worker bees and drones. 
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Simon Tobin, the managing director of 
Explore Worldwide, Britain's biggest oper- 
ator of adventure holidays abroad, says 
the market has grown by 10-15% a year for 
the past five years or so. That compares 
with 4-596 for the traditional sun, sea and 
sand package holiday. In 2001, his com- 
pany arranged trips for 30,000 clients, up 
from around 20,000 in 1999. Travelling in 
small groups with a local guide, punters 
can follow in the footsteps of Lawrence of 
Arabia, or try life as a troglodyte in Mat- 
mata, an underground village in Tunisia. 

Asked what accounts for the burgeon- 
ing popularity of adventure holidays, op- 
erators will often allude to “the Ray Mears 
effect". Mr Mears is the presenter of a 
string of hugely popular television pro- 
grammes, and the author of several best- 
selling books on bush survival. Mr Mears's 
laid-back style and intimate knowledge of 
outdoorsy arcana appeal widely, espe- 
cially,itseemsto women-who are signing 
up for adventure holidays in increasing 
numbers. 

Mick Tyler, a former commando who 
servedin Kuwait, the Arctic and amongthe 
headhunters of Borneo, and who now 
runs the Breakaway Survival School in 
Wales, says the number of visitors to his 
outfit has doubled over the past three 
years. "People are fed up with ordinary 
holidays," Mr Tyler reckons. “Most of them 
have no need to think for themselves in ev- 
eryday life. They come out here and are 
surprised to find how unaware of the 
world around them they have become. 
They want to learn basic skills, like how to 
use a map and compass or build a shelter." 

Handy stuff, no doubt, and maybe 
even quite useful on a more traditional 
holiday-say when the tour operator's 
minibus breaks down somewhere be- 
tween the airport and a miserable two-star 
hotel in Mallorca. m 




























t Tonier than thou 






ET us give some praise where it is due. The prospect of the "25 
new policy initiatives" that were to be “rolled out” by "Tain's 
.. team" at the party conference in Bournemouth was not one to 
 turbo-charge the pulse. Such is the decline in the fortunes of the 
Conservative Party that its policy pronouncements are now 
- viewed as being like those of the Liberal Democrats—quite inter- 
< esting to those who are making them and to a small band of po- 
litical fantasists, but of little moment to normal people. 
= This, however, is unfair. Even policies that have virtually no 
chance of ever being implemented can make a difference politi- 
- cally. If they are coherent and attractive, they can provide the 
basis for a galvanising renewal of intellectual self-confidence. 
= Most of all, they can communicate, however dimly, a sense of 
direction and purpose to the wider electorate. In short, a party 
"without policies is a party without a strategy. And a strategy is 
- now something that the Tories, for the first time in a very long 
< While, appear to have. Whether or not it is a winning one is an- 
-Other matter. It is, in nutshell, to be more Blair than Blair. 
5. Most Tories date the beginning of their long fall to Britain's 
ejection from the European exchange-rate mechanism a decade 
< ago. Others believe the party has been cursed ever since the regi- 
cide of Margaret Thatcher in 1990. But a more convincing ex- 
planation is that the Tories have never had an answer to Tony 
Blair. Since he took over the Labour leadership in 1994, the To- 
ries have only once, briefly, during the fuel-tax protests of Sep- 
tember 2000, been ahead in the opinion polls. More than 
nything else, the failure to understand the Blair phenomenon 
as condemned the Conservatives to political irrelevance. 
` But now, Iain Duncan Smith and "his team" believe they 
have found a better way: rather than fight Mr Blair, enlist him. 
Mr Blair proclaims every other day that he wants his govern- 
1ent to be judged on its success in revitalising the public ser- 
vices. And in doing so, he castigates both himself and his party 
for having been insufficiently bold during Labour's first term. In 
his speech to the Labour conference last week—“at our best 
when at our boldest"—Mr Blair declared that the battle for pub- 
lic-service reform was between optimists, like himself, and pes- 
simists (a malign but heterodox group that seems to include the 
Treasury, trade-union leaders, much of the civil service, a good 
few cabinet colleagues and, of course, the Conservative Party). 





The Tories have discovered a new weapon in their fight against Labour: Tony Blair 


The prime minister even admits that previously he had not 
properly grasped the importance of changing structures. Estab- 
lishing standards at the centre, shoving in more money and mi- 
nutely monitoring the “outputs” of every nurse and teacher, he 
now realises, won't on their own get the job done. What's 
needed for better schools and for hospitals that serve their com- 
munities, he now proclaims, is a multiplicity of providers, close 
partnership with the private sector, the maximum amount of lo- 
cal autonomy and a range of choice for economically empow- 
ered consumers who expect nothing less. Although couched in 
the language of social democracy, Mr Blair is now saying the 
kind of things that Mrs Thatcher in her heyday would only have 
dreamt of. 

Mr Blair's talent for stealing his opponents’ clothes has, up to 
now, made the job of opposing him peculiarly difficult. But now 
the Tories see an opportunity. As one shadow cabinet member 
put it to Bagehot: "Tony is helping to make popular things we be- 
lieve in, but that most of his party, and above all Gordon Brown, 
are very uncomfortable with. Partly because it's him that's say- 
ing it, these ideas are no longer inevitably seen as code for cuts 
in tax and spending, but as the only way to change things for the 
better. It's a new consensus, but it's a consensus that plays to our 
strengths rather than Labour's." In other words, if none other 
than Mr Blair says that the old, centrally-planned statist model 
can't deliver, the Tories are liberated to follow their instincts and 
brush the dust off policies long ago deemed too radical. 


Tony's new best friends 

The picture of Mr Blair the Tories would like to conjure up is that 
of a would-be reformer doomed to failure by unreconstructed 
colleagues, such as the increasingly demonised Mr Brown. As 
the shadow chancellor, Michael Howard, said in an effective 
speech this week: "The rhetoric may be bold, but the reality is 
Brown." The health spokesman, Liam Fox, was even more ex- 
plicit when talking about the foundation hospitals that Mr Blair 


and the health secretary, Alan Milburn, see as the anchor of 


their NHs reforms: “Let me be frank. The concept of foundation 
hospitals goes clearly in a direction with which a future Conser- 
vative government would be comfortable. It is a concept we 
would want to dramatically expand. Indeed, Alan Milburn is 
breaking ground for us in a way that will make further reforms 
easier~which is why it is so important that Gordon Brown's ob- 
jections are overridden." 

On October 9th, no sooner had the government announced 
a resolution of the argument between Mr Milburn and Mr 
Brown over whether the new hospitals should or should not be 
allowed to borrow without Treasury constraint (Mr Brown won 
on points), than Dr Fox popped up again to say how much he 
hoped this wouldn't undermine what Mr Blair and Mr Milburn 
were trying to do. After making a speech that was pure "tough 
on crime, tough on the causes of crime", Oliver Letwin, the 
shadow home secretary, cheerfully admitted to sounding very 
like Mr Blair. It was just a pity, he said, that Labour's centralising 
tendencies sometimes led it astray. 

Can this co-option of Mr Blair for the Conservative cause 
possibly work? It’s both risky~people may well conclude that 
whatever difficulties the prime minister faces, he's a good deal 
more likely to succeed than Mr Duncan Smith—and much too 
early to say. But it is the most intelligent thing the Tories have 
tried to do for quite some time. 8 








A constitution for Europe 


What should Europe's constitution look like? As the Convention on the Future of 
Europe debates the matter, we invited Jack Straw, Britain's foreign secretary, to set 


out his ideas 


HE constitution of the world's most 

complex international organisation— 
the United Nations-fits easily into my 
jacket pocket. The constitution of one of 
the world's oldest and most successful de- 
mocracies-the United States- would fit 
neatly into the other pocket. Ido not havea 
pocket big enough for what passes as the 
constitution—“the consolidated Trea- 
ties”~of the European Union. 

Size is important. The smaller the better 
when it comes to constitutions. But size 
tells another, more important story—that 
of coherence. The UN charter is a genu- 
inely good read for those interested. It sets 
out in logical form the purposes and prin- 
ciples of the organisation, its structure and 
its powers. 

The us constitution is similarly clear. 
There's Article I setting out that “all legisla- 
tive powers” are vested in the Senate and 
the House of Representatives, Article II set- 
ting out how the executive power is vested 
in the President, Article III vesting the judi- 
cial power in the Supreme Court. And 
there's Amendment X (1791), for the avoid- 
ance of doubt, asserting the principle of 
subsidiarity-that “powers not delegated 
to the United States by the... Constitution 
are reserved to the states...or to the peo- 
ple." The best bits in both constitutions are 
their preambles, in ringing declaratory 


prose. The UN's covers a small page: "We 
the people of the United Nations, deter- 
mined to save succeeding generations 
from the scourge of war...and to reaffirm 
faith in fundamental human rights...here- 
by establish...the United Nations." 

The us constitution's preamble takes 
just four lines: "We the people of the Un- 
ited States, in order to form a more perfect 
union, establish justice, insure domestic 
tranquillity, provide for the common de- 
fence, promote the general welfare and se- 
cure the blessings of liberty to ourselves 
and our posterity, do ordain and establish 
this Constitution." 

Both of these constitutions meet the 
standards set by this newspaper's most 
famous editor, Walter Bagehot, that they 
should "excite and preserve the reverence 
of the population” and contain "the effi- 
cient parts—those by which itin fact works 
and rules". 

While the practical achievements of 
the Eu have been profound, the Union's 
treaties fail almost every test of clarity and 
brevity: 165 pages long, plus another 90 
pagesin the yet to be ratified Treaty of Nice. 
As for Bagehot's idea of excitement, forget 
it. There's no point reading the EU treaties 
in the hope of illumination. For a start, 
there is not one constitution, but two. One 
“on European union”, the other “establish- 
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ing the European community". What's the 
difference? Although "union" implies a 
more closely-knit organisation than “com- 
munity", the union treaty deals mainly 


with inter-governmental matters—de- 
fence, foreign policy and home affairs, 
whilst the community treaty deals with 
the core economic business of the customs 
union and single market, and so on. But 
both have overlapping preambles with 
“objectives”, “tasks” and “principles”. As 
for the institutional arrangements, they 
are shared between the two treaties. These 
complex texts make the case for a single, 
coherent constitution for the EU. The Con- 
vention on the Future of Europe, meeting 
under the chairmanship of former French 
President Valéry Giscard d'Estaing, is cur- 
rently debating the idea, with a view to 
making recommendations for a new draft 
treaty to be considered by an inter-govern- 
mental conference in 2004. 

What should the new constitution look > 
like? The minimal requirement is for the 
two current texts to be merged into one, - 
and put in a logical order—purpose, princi — 
ples, then organs and institutions-the — 
“why” and the "how" first, then the > 
"what" in terms of broad policies, after. 
that. But there's a much bigger point here. ~ 
The very complexity of £u constitutional ~ 
law is not just a matter of drafting but is in- 
dicative of serious shortcomings in the 
way the Union works. As last year's Lae- 
ken declaration made clear, real reform is 
urgently needed. 

Any new text should answer the basic 
questions about the Union which have 
characterised the debate in the Ux for the 
past three decades. It should set out the 
EU's mission in simple language, clarify for 
befuddled voters the role and responsibil- »» 


















ities of itsinstitutions, and draw a clear dis- 
tinction between supranational and na- 
tional competencies. The constitution 
should start with just a few lines, setting 
out what the EU is~a union of sovereign 
states who have decided to pool some of 
that sovereignty, better to secure peace 
and prosperity in Europe and the wider 
world. It should confirm that the Union ex- 
ercises only those powers which are ex- 
plicitly and freely conferred on it by the 
ember states, which remain the Eu's 
primary source of democratic legitimacy. 
< The treaty should celebrate the rights citi- 
zens enjoy and the core values they live by. 
|. The text should then set out the roles of 
-the gu's institutions. And here, the reality 
is that in an EU of 25 member states or 
. more, each of the three main institutions- 
the council, the commission and the par- 
liament—needs to be strengthened. 

. . Let me begin with the councils which 
. represent the national governments. The 
: European Council should set the strategic 
-agenda for the Union. But one of the pro- 
blems with delivery has been that—unlike 
the commission which is appointed for 
-five years-there are musical chairs every 
:six months in the European Council and 
the Councils of Ministers. The presidency 
switches from one country to the next. 
This stop-go comes at the expense of con- 
sistency and efficiency. I therefore support 
-Jacques Chirac’s proposal for a full-time 
-president of the European Council, chosen 
- by and accountable to the heads of govern- 
ment. He or she would serve for several 
“years, overseeing delivery of the Union's 
strategic agenda and communicating a 
sense of purpose to Europe's citizens. 

For the functional councils, there 
should be "team presidencies" whereby a 
“group of member states would each chair, 
‘say, two of the councils for two to three 
.years. At the same time, the six-monthly 
rotation for countries to be “vice-presi- 
- dents", hosting informal ministerial meet- 
-ings—an important showcase for the EU— 
-should continue. 





ower to national parliaments 

Alongside these reforms of the council, we 
eed to define where the Eu has exclusive 
ower; where powers are shared between 
he Union and the member states; and 
“where the Eu should act only to support, 
“encourage or benchmark national poli- 
cies. And we need a mechanism to moni- 
-tor this. National parliaments are the obvi- 
-ous choice. 

- National parliaments could quickly re- 
view each Eu proposal, judging whether 
-action is being taken at the right level and 
intheright way. This would not amountto 
‘a veto. But if a majority of national parlia- 
‘ments judged that a proposal infringed 
“subsidiarity, the commission would be ex- 
pected to re-examine its approach. 

The commission too should evolve. As 
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the guardian of the collective interest, itis a 
unique construct. When heads of govern- 
ment agree broad proposals for the single 
market such as state aids, the commission 
has to hold each member state to its com- 
mitments. I want to strengthen the com- 
mission's ability to protect the interests of 
the majority against the second thoughts 
of the few. 

But I also want the commission prop- 
erly held to account. It exercises substan- 
tial powers. There is a key role here for the 
European Parliament, which needs to be 
highlighted. The constitutional treaty 
should affirm the parliament's right to call 
commissioners to appear before it, con- 
firm their right to remove the commission 
as a whole in serious circumstances, and 
give it further powers to ensure the impact 
of commission proposals is clear to Euro- 
pean voters. 


Stand and deliver 

A constitutional treaty, which sets out the 
role and missions of the institutions, 
would be an important step towards giv- 
ing Europe's citizens greater confidence in 
the Union's work. This is essential if the 
Union is to act strongly and extensively in 
those areas where the member govern- 
ments have freely agreed that it should do 
so. And these areas must reflect voters' 
concerns to show thataction at a European 
level can deliver results. 

On the economy, the success of the sin- 
gle market is widely acknowledged. But 
we have more to do on competitiveness, 
labour market reform and job creation. 

On home affairs, David Blunkett, Brit- 
ain's home secretary, and I have already 
called for a common European asylum 
policy, which would ensure better protec- 
tion across our continent for those genu- 
inely fleeing tyranny and oppression, but 
provide for firm, collective action to deal 
with illegal immigration and the criminal- 
ity which underlies it. We need to intro- 
duce qualified majority voting on asylum 
issues to drive this programme through. 

We also need stronger action on cross- 
border crime. We need swifter and more 
effective co-operation between our respec- 
tive police forces and judicial systems. Pro- 
vided the treaty makes clear that mutual 
recognition of our different national sys- 
tems is the basis for future action, I would 
like to see more effective decision-making 
procedures to enable the Eu to reach agree- 
ment more quickly in this area. 

On foreign policy, Europe is much 
stronger when the Union and member 
states act together. Foreign policy must re- 
main a matter for national governments, 
co-operating freely. But we can make it 
more effective. We should therefore 
strengthen the role of Europe's foreign pol- 
icy high representative, currently Javier So- 
lana, and improve co-ordination between 


him and the external relations commis- 























































sioner, currently Chris Patten. The former 
should be given the formal right to make 
policy proposals, chair council discus- 
sions and be responsible for the Union's 
Common Foreign and Security Policy 
(CrsP) framework. 

The very different arrangements on 
CFSP and justice and home affairs policy 
are currently set alongside the more inte- 
grated approach on economic and other 
policies in a complex and cumbersome 
three pillared structure in the treaties. Pro- 
vided that we maintain the separate ar- 
rangements for CESP, and some aspects of 
justice and home affairs, I would be con- 
tent to see all of these provisions merged 
into a single treaty structure. 

There are two main arguments raised 
against an EU constitution. First, if the UK 
has managed for so long without a single 
written constitution why can't the EU? 
This is profoundly to ignore Bagehot's les- 
son on the nature of our constitutional ar- 
rangements—that they are settled. Of 
course, there's been change, not least un- 
der this Labour government. But at the 
heart of the way we run things are the 
timeless national institutions which are 
pretty well understood. 

The second fear is that a constitution 
could lead to an EU “superstate” submerg- 
ing national identities. Not true. All sorts 
of organisations which are not states have 
constitutions—from golf clubs and politi- 
cal parties, to the UN. So I hope the debate 
on this issue will focus less on the label of a 
constitution, and more on its substance. 

Two years ago this newspaper con- 
cluded that Europe’s citizens deserved a 
written constitution which provided an 
“intelligible account...of the rules by 
which the future of the European Union 
will be shaped”. I agree. It is time to set out 
what the Union is, what it does and how it 
does it; to define the role and powers of the 
Union’s institutions, and their relation- 
ships with the member states; and to im- 
prove the Union’s ability to deliver practi- 
cal benefits to Europe's citizens. I think 
Bagehot would approve of this project- 
the more so if the end result were to fit into 
my other pocket. s 
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Iraq's oil 


Saddam's charm offensive 


NEW YORK 





Asthe risk of war grows, so does Saddam Hussein's generosity—and the 
willingness of some oil firms to profit from it | 


ADDAM HUSSEIN is on a charm offen- 

sive. Desperate to save his skin from the 
coalition that President Bush is seeking to 
build, he is busily trying to boost his own 
international support by doling out Iraqi 
oil to anybody he thinks will rally to his 
cause. Needless to say, the firms left out of 
this bonanza seem to be the American oil 
giants. If there were ever any truth in the 
talk outside America that Mr Bush's secret 
motive for an invasion was black gold, Mr 
Hussein is raising the stakes. 

The deals now being done with Iraq 
may prove significant in shaping any post- 
invasion politics, since its oil is among the 
industry's most coveted. The country sits 
atop over 110 billion barrels of proven re- 
serves (and possibly more), the second- 
largest in the world after Saudi Arabia's. 


And if reports of a flurry of deal-making : 


by Mr Hussein turn outto be accurate, says 
Robert Mabro, the head of the Oxford In- 
stitute for Energy Studies, "then there's not 
much left in Iraq for the Americans!" 

Mr Hussein has been using oil as a po- 
litical weapon for years. At unexpected 
times, he has suddenly cut off exports to 
rattle the markets, to complicate OPEC's 
market manipulations or to protest against 
America's support for Israel. Now, with an 

invasion looming, he is doing the reverse: 
-in the past few weeks, he has more than 
 doubledexportsofoil — 

_.«. Thisis, admittedly, from depressed lev- 


els. The United Nations, which supervises 
sales of Iraqi oil, had cracked down on il- 
licit surcharges that Mr Hussein had been 
tacking on to his exports. That measure, as 
well as the UN’s new policy of setting the 
price that purchasers must pay for Iraqi oil 
some weeks after they have bought it, had 
driven away all butthe shadiest of custom- 
ers. To win back the big boys, Mr Hussein 
has now dropped the surcharges. Ru- 
mours suggest that he has secretly offered 
to compensate oil companies if they lose 
because of the UN's new pricing policy. 


Axis of evil? 

Such manoeuvres seem to have paid off. In 
the past few weeks, leading firms such as 
TotalFinaElf (of France), Eni (Italy) and 
Repsol vrr (Spain) have signed bilateral 
deals to bring Iraq's oil to market. These 
European countries now have a greater in- 
centive (should they need it) to think twice 
before supporting any invasion. Boosting 
exports also adds to the impact that dis- 
rupting the supply of Iraqi oil would have 
on global prices-a factor that might influ- 
ence politicians even in America, given the 
fragility of the world's economy. 

Mr Hussein is also dangling drilling 
and service contracts. A few months ago, a 
Turkish firm cut a deal to drill in the north 
of Iraq. More recently, a team from Tatneft, 
an oil contractor from the Russian republic 
of Tatarstan, arrived to drill the first of 
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what may be over 70 wells. That deal, bee. 
lieved to be the biggest for several years, is 
part of a much broader relationship that | 
Mr Hussein has cultivated with Russian 
firms. Some industry insiders reckon that 
Zarubezhneft, the Russian firm for which = 
Tatneft is working, may have secured oil. _ 
concessions worth up to $90 billion. 

The big prize is control of the country's 
oil reserves. UN sanctions forbid foreign- = 
ers from investing in the oilfields. But that 
has not stopped firms rushing to sign com = 
tracts in the hope of exploiting fields when: 
sanctions are lifted. Mr Hussein has long __ 
been handing out concessions to big firms _ 
from politically important countries. _ 
France's Total, for example, holds rightsto 
potentially huge reserves in the country. _ 
The national oil companies of China and 
India (not hitherto regarded as oil power- 
houses) have also been given slices of the — 
pie. Even Royal Dutch/Shell has signed a 
deal with Mr Hussein. Um 

As well as Zarubezhneft, a number of. 
smaller Russian firms are doing a brisk __ 
trade with Iraq, in everything from oil sup- 
plies to drilling to spare parts. Lukoil, a Rus- _ 
sian giant, has a majority stake in West. 
Qurna, an enormous field holding over 11. 
billion barrels of oil; the firm plans to in- 
vest $4 billion over the lifetime of the field 
to develop it. To the annoyance of the Bush 
administration, Russia and Iraq even. 
reached a deal a few weeks ago on "econ- 
omic co-operation" in energy and related 
sectors, rumoured to be worth as much a: 
$40 billion. : 

There are now over 30 deals signed and | 
ready to be implemented the moment that. 
sanctions are lifted. Compared with most. 
international norms, lraq's beleaguered 
leader has offered terms that seem pretty. 
generous. For example, say analysts at 
Deutsche Bank, plausible rates of return ^ 
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> are “of the order of 20%”. Some of these 
contracts are for exploring the vast west- 
ern desert of Iraq, which some experts sus- 
pect could hold huge new reserves. 

All this must be bad news for those ex- 
cluded from the party: the Americans. Yet 
they do not seem too worried. That is be- 
cause there is one teeny doubt about all 
these deals. Will they be worth the paper 
they are written on when Mr Hussein one 
day becomes a former dictator? 

American oilmen insist that any new 
regime would tear up existing contracts. 
After all, they were signed by a ruthless ty- 
rant with companies eager to keep him in 
office. Why would any democratic Iraqi 
government, especially one brought to 
power by America's efforts, honour them? 
The head of the Iraqi National Congress, 
an umbrella opposition group, has openly 
declared that “American companies will 
have a big shot at Iraqi oil"—if he gets to run 
the show. Assorted other opposition lead- 
ers have been touring Texas making simi- 
lar promises to the oil giants. 

Things could get messy, even so. The 
fractured and incoherent Iraqi opposition 
may be prepared to say anything to win 
friends and credibility. But Deutsche 
Bank's oil experts argue that, although a 
change of Iraqi regime would mean that 
"some kind of legal clear-out is inevitable, 
the history of political overthrows shows 
that root-and-branch bureaucracies sur- 
vive intact, and there is a clear hope that 
the contracts will remain valid." 

That is why Russia's oil barons are pur- 
suing a dual strategy to preserve their con- 
tracts. They are lobbying President Vladi- 
mir Putin to extract from America, in 
return for Russian support for an invasion, 
a promise to honour their contracts. Vagit 
Alekperov, boss of Lukoil, claimed re- 
cently that he had received "guarantees" 
from Mr Putin of such a deal. The Russians 
are busy schmoozing junior Iraqi bureau- 
crats in the hope that some will still be 
there if Mr Hussein goes. 

Luis Giusti, a former boss of PDVSA, 
Venezuela's state oil company, points to 
his own country's recent experience. 
When Hugo Chavez ran for office he 
vowed to tear up contracts signed by the 
old government with foreign investors, ar- 
guing that they were exploitative. Once in 
office, the famously wacky leader did not 
dare to revoke the contracts. 

It is hard to imagine that the American 
giants would not find some way to get a 
piece of the action in Iraq—or “Klondike on 
the Shatt Al Arab,” as some call it—post- 
Saddam. Still, his last-minute manoeu- 
vring means they will probably have 
plenty of legal wrangles ahead of them. 
Things could get especially complicated if 
any regime change were the result of an in- 
ternal coup rather than a more clear-cut in- 
vasion. The dictator could yet make trou- 
ble even from his grave. m 


American telecoms 


Out of the ashes 


NEW YORK 
The endgame in the troubled telecoms 
industry is becoming clearer 


T TAKES a brave man to invest $30m in 

America’s torched telecoms industry. 
But Wilbur Ross is doing it. It takes an even 
braver man to predict that the industry 
will soon revive. And who would dare to 
attach a date to this prediction? “It won’t 
take more than a year,” breezes Mr Ross, a 
bankruptcy specialist whose shrewd in- 
vestments over the years range from 
American steel firms to Japanese banks. 

America’s telecoms industry is not to 
every investor’s taste. Scores of operators 
have gone bust. Several more big firms live 
at the mercy of their bankers. In the whole- 
sale market—for everything except the last 
mile into the home or office—over-capac- 
ity continues to push down prices. The 
softening of demand seems without end. 
Capital spending could fall this year by a 
massive 34%, according to Morgan Stanley, 
an investment bank. 

Telecoms-equipment makers such as 
Lucent now have a new “core compe- 
tence”: downsizing. Even the mostly 
monopolistic local operators, the Baby 
Bells, whose retail markets were thought 
to offer sanctuary, are suddenly said to 
look exposed. The talk in Washington is 
that the regulators, who have only just be- 
gun to open America’s local markets to 





If only fixing the industry was so easy 





competition, are now being persuaded to 
slam the door back shut. 

It is just this sort of carnage which at- 
tracts bargain hunters such as Mr Ross. He 
has invested in a firm called 360networks, 
one of many fibre-optic wholesalers that 
borrowed heavily in the 1990s in the mis- 
taken belief that Internet traffic would 
double every 100 days. When 36onet- 
works emerges from bankruptcy at the 
end of this month, it will have only $215m 
of debt, less than one-tenth of its burden 
when it went bust. The firm will also, says 
Mr Ross, have a completed network, cus- 
tomers and $100m of cash, with which it 
plans to buy bits of other bust wholesalers 
on the cheap. Another operator, Williams 
Communications, could emerge similarly 
refreshed from bankruptcy next month. 

These new, low-cost producers will 
heap still more pressure on the remaining 
debt-laden wholesalers, notably Qwest, 
Level 3 Communications, Sprint and 
Broadwing, which are still trying to avoid 
going bust in the hope that demand might 
miraculously revive. As 360networks and 
similarly once-bankrupt firms relaunch 
themselves, however, Mr Ross is betting 
that the market will not take long to find 
out that this hope is false. That will pro- 
duce short-term pain worse even than that 
already afflicting telecoms—but also a 
much clearer sense of what a healthy, less- 
indebted industry might look like. 

If so, what will become of WorldCom, 
the disgraced giant that went bust in July 
claiming that its (supposedly market-lead- 
ing) wholesale business was still making 
money? As WorldCom’s accounting re- 
statements grow, this claim looks increas- 
ingly suspect. The giant of the industry, 
AT&T, almost killed itself in the late 1990s 
trying to match WorldCom’s margins, 
which turned out to be fictitious. Now its 
arch-rival is in bankruptcy, AT&T plans re- 
venge. Criminal prosecutions for World- 
Com’s accounting fraud will destroy any 
value left in its brand. WorldCom’s bonds 
trade at prices that suggest the firm will 
probably have to liquidate itself. 

And what of the Baby Bells, whose re- 
tail markets supposedly face a fate similar 
to that of the wholesalers? Here, the crisis 
seems to dwell mostly in the imaginations 
of their lobbyists. For the first time since. 
the depressed 1930s, the Baby Bells have 
begun to lose home-phone lines—to com- 
petition from wireless, long-distance and 
cable companies. But this erosion is likely 
to remain gradual. 

Offsetting the lost business, mean- 
while, are new long-distance revenues and 
the Baby Bells’ large stakes in the wireless 
industry, which competes with them. 
Their share prices have fallen by more than 
the stockmarket average this year. But that 
may reflect the fact that, after a brief fling 
with the idea that they could be growth 


stocks, the market has returned to the old » 
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» view that these are highly regulated, low- 
growth monopolistic utilities. 

The overall picture, then, is of an indus- 
try that continues to split down the mid- 
dle. Their falling shares having stripped 
them of an acquisition currency, the Baby 
Bells will retreat to their core consumer 
market to fight the cable firms for a share of 
the household budget. That leaves the 
more innovative and faster-growing busi- 
ness market to a handful of big, less-in- 
debted carriers that will emerge from the 
consolidation of the wholesale industry. 

And top of the heap? AT&T, which will 
emerge, once its cable business is spun off 
at the end of this year, with the right-look- 
ing balance sheet, an unmatchable list of 
blue-chip customers and more data traffic 
than its two biggest rivals combined. Un- 
like its competitors, the rate of growth in 
AT&rT's data traffic continues to increase, 
as customers sensibly opt for a strong car- 
rier over weaker ones. Mr Ross plans to fol- 
low asimilarstrategy. 8 


Regulating food and drugs 
Safe and effective? 


The new boss of the Food and Drug 
Administration faces huge challenges 


FEY things matter more than the safety 
and quality of food and medicine, and 
regulating those who produce them is a 
crucial task that falls, in America, mostly to 
the Food and Drug Administration (FDA). 
The performance of the agency has been 
under scrutiny from all parts of the politi- 
cal spectrum—from consumers scared by 
books such as “Fast Food Nation” into 
thinking that the FDA does too little to reg- 
ulate of the food supply, to drugs firms that 
complain that the approval process for 
new drugs is too slow. And for nearly two 
years, the FDA has been grappling with 
these challenges without a boss. 

Senator Edward Kennedy, who heads 
the congressional committee that vets 
nominees, has already rejected one candi- 
date because of close ties to a biotech firm, 
and several others have also fallen by the 
wayside. This week, however, Mr Ken- 
nedy approved the White House's latest 
candidate, Mark McClellan, who, as The 
Economist went to press, was widely ex- 
pected to be confirmed. 

Trained both as a doctor and as an 
economist, Dr McClellan currently sits on 
the White House Council of Economic Ad- 
visers and is President Bush's key man on 
health-care policy. Before that, he served 
in Bill Clinton's Treasury department. 
Prior to entering politics, Dr McClellan 
spent most of his career in universities; he 
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Italy's car industry 


Fiat redux 
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Fiat's agony spreads to workers as 8,100 jobs go 


HE giant Mirafiori plant in Turin is 

the heart of Fiat Auto, the troubled 
car division of the Fiat group. As the 
early shift trooped home at 2pm on Oc- 
tober 9th, the mood was pessimistic. The 
workers knew that the bosses were 
meeting union leaders later that after- 
noon in Rome to announce 8,100 job 
cuts across the group's car factories. This 
is on top of 3,000 job losses announced 
earlier this year. Workers expect one- 
third of Mirafiori's 12,000 employees to 
be gone by next July. Fiat says that all 
but 500 of the total are temporary lay- 
offs, to last about a year. But the morose 
workers passing through Mirafiori's 
gates doubt that the jobs will ever come 
back, whatever the firm says about new 
models and future investment. 

Fiat Auto will lose around €1 billion 
($987m) this year, wiping out profits in 
other parts of the group, which makes 
everything from lorries and tractors to 
robots. Fiat’s bosses have been in denial 
for years about the company’s massive 
over-capacity, the cause of growing 
losses as sales slumped. Five years ago 
Fiat Auto made 2.6m cars a year and pro- 
fits of €758m. Since then it has recorded 
a loss in every year bar one. This year it 
will produce barely 1.9m cars. Its banks 
forced a restructuring in May, and the 
chief executive of its Fiat group parent 
had to resign a few weeks later. 

The pain is bad enough in northern 
Italy, where unemployment is barely 4%, 
but it will be felt more elsewhere. The 
Termini Imerese plant in Sicily is to lay 
off 1,800 workers. Unions say that cuts 
among suppliers could double the num- 
ber of people hit. The local official job- 
less rate is already 18% (though this 
ignores a lively “informal” economy). 
This is posing a nasty problem for the 
government of Silvio Berlusconi, which 
polled strongly in Sicily but is not in- 
clined to aid troubled firms. 


has no close ties to the pharmaceutical in- 
dustry. That independence appeals to Mr 
Kennedy. But some experts wonder if his 
lack of drug-company experience and of 
exposure to industry practice may be a li- 
ability. Others, such as Henry Miller of the 
Hoover Institution at Stanford University, 
question whether he has the managerial 
skills to lead a huge organisation, with 
9,000 civil servants and a $1.7 billion an- 
nual budget, responsible for regulating the 
public release of everything from cancer 
drugs to genetically modified salmon. 





Fiat's red-flag day 


Fiat's belated willingness to take 
tough steps to align capacity with de- 
mand is down to the group's new boss, 
Gabriele Galateri, chosen in June to res- 
cue the firm, which is 30% owned by Ag- 
nelli family interests. His aim is to restore 
credibility, arrest the alarming plunge in 
the company's share price and persuade 
the banks that he is sorting out the Fiat 
Auto mess, so as to win their support for 
a further recapitalisation. 

Closely watching this Italian drama 
are bosses of General Motors, owners of 
20% of Fiat Auto. The Italians have an 
option to sell the remaining shares to 
GM from January 2004. GM, which has 
its own problems in Europe, is desperate 
for Fiat Auto to sort itself out before it 
can be forced to take over. Although the 
Agnelli family patriarch, the ailing 81- 
year-old Gianni Agnelli, is opposed to 
such a sale, most analysts expect that It- 
aly's proudest manufacturing company 
will end up in American hands. 


One thing to hope for is that his eco- 
nomics training will inject a dose of cost- 
benefit analysis into the agency, whose de- 
cisions create benefits that are hard to 
judge and whose costs, in terms of money 
and lives, are potentially high. Although 
opinion polls say that Americans have 
considerable faith in the agency, com- 
plaints abound. These generally fall into 
two categories. First, that its review pro- 
cesses are over-cautious and inefficient, 
driving up drug and product costs and 


causing delays that deprive consumers of >» 
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The issue of global warming 


has given rise to heated debate. 

Is the burning of fossil fuels 

and increased concentration of 
carbon dioxide in the air a serious 
threat or just a lot of hot air? 
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OR CLEAR THE AIR? 


Shell believes that action needs to be taken now. 
We are delivering on our commitment to reduce 
greenhouse gas emissions from our operations. 
We're working to increase the provision of 
cleaner burning natural gas and encouraging the 
use of lower-carbon fuels for homes and transport. 
It's all part of our commitment to sustainable 
development, balancing economic progress with 
environmental care and social responsibility. 
Solutions to the future won't come easily, 
particularly in today's business climate, but you 
can't find them if you don't keep looking. 


WE WELCOME YOUR INPUT. CONTACT US ON THE INTERNET AT WWW.SHELL.COM OR 
EMAIL US AT 'TELL-SHELLG'SI.SHELL.COM' OR WRITE TO US AT: ‘THE PROFITS & PRINCIPLES DEBATE; 
SHELL INTERNATIONAL LTD, SHELL CENTRE, LONDON SE! 7NA, UK. 








> potentially life-saving drugs. Second, that 


its review processes are inadequate, due to 
industry pressure or limited resources, al- 
lowing faulty goods to circulate. 

Does drug testing take too long, as 
many in the industry claim? This is hotly 
debated, with much conflicting data flying 
around-just the sort of lies and damned 
lies that a skilful economic researcher 
should be able to clarify. Although the 
FDA seems to have sped up its reviews for 
most drugs in recent years, critics argue 
that its growing demands for data often de- 
lay the start of a review, in effect increasing 
the time and cost of trials. The FDA is also 
taking longer to review truly novel drugs 
and biotech products. Public pressure ac- 
celerated the approval of some Arps 
drugs. Some in the industry claim that can- 
cer drugs are not treated so favourably— 
witness the recent travails of ImClone's Er- 
bitux (though arguably it is simply not up 
to scratch). Allowing drugs firms to pay 
"user fees" into a central fund to boost FDA 
manpower has also hastened approvals. 

Against that, Ralph Nader's Public Citi- 
zen organisation would rather see the 
agency entirely financed from the public 
purse to avoid compromising its indepen- 
dence. Commercial concerns make the re- 
View process too secretive. Public Citizen 
notes darkly that drug recalls have risen 
since user fees were introduced in 1992— 
though a recent government report largely 
exonerated the FDA. 

_ The FDA also suffers from a culture of 
"deadly over-caution", says Sam Kazman 
of the Competitive Enterprise Institute. As 
a result, reviewers focus more on risk than 
benefit, and underplay the costin lives and 
quality of life resulting from approving a 
drug later rather than sooner. Changing 
that should be a priority for Dr McClellan. 

Manpower is a big issue. The FDA’s 
overworked biologists and statisticians are 
leaving at almost twice the rate they do 
other government bodies. Pressure is acute 
in the food regulation division, which is 
meant to inspect thousands of food-pro- 
cessing plants and must also decide how 
to regulate genetically modified food. 
There are bills in Congress to beef up the 
FDA's authority over food and even to 
create a separate food agency. Meanwhile, 
new demands are being made, such as to 
help fight bioterrorism. 

If Dr McClellan wants to be radical, Dr 
Miller has a suggestion: end the FD A's mo- 
nopoly on regulation by farming out the 
nitty-gritty of drug reviewing to approved 
third parties which would decide whether 
or not a product should be approved, sub- 
jectto a final FDA review of such decisions 
within 90 days. Dr Miller believes this Sys- 
tem, modelled on Europe's, would bring 
badly-needed competition, based on inno- 
vation and efficiency, to the review pro- 
cess. Will the new FDA commissioner pre- 
scribe such harsh medicine? m 


Japanese business 
Welcome to the 
1990s 


TOKYO 
Atlast, Japan's electronics 
conglomerates discover focus 


APAN remains the land of the conglom- 

erate. Its leading electronics firms are 

known, with good reason, as the "big 
five". Unlike Europe and America, where 
most electronics firms have split the design 
and manufacturing sides of their busi- 
nesses and narrowed their focus, Japan 
still trudges on with five vertically inte- 
grated electronics giants. They do every- 
thing from making the chips that go into 
electronic devices to designing, building 
and marketing the computers, mobile 
phones and other gadgets that use them. 
But recent (timid) developments in elec- 
tronics suggest this industry is aware of its 
problems. 

Mitsubishi Electric announced last 
week that it would stop making dynamic 
random access memory (DRAM) chips, a 
low-end bit of the semiconductor busi- 
ness. This week, Fujitsu said it would ex- 
pand a deal with Siemens, a German elec- 
tronics firm, to share more of the cost 
burden in its computer business. Fujitsu 
was also said to be in talks with AMD, an 
American semiconductor firm, in an effort 
to streamline its flash-memory business. 

Mitsubishi’s move is part of a phase of 
narrowing corporate focus that has been 
under way for a while. Despite a decent 
knowledge base, established brands and a 
captive domestic market for consumer 
electronics, the big five have failed to bear 
the pain of a global downturn in the mar- 
ket for chips. The cyclical downturn has 
ended any pretensions of closing the gap 
with low-end DRAM rivals in South Korea, 
Taiwan and elsewhere. Fujitsu and Tosh- 
iba have quit computer DRAMs altogether. 
Hitachi and NEC combined their DRAM 
units in a joint-venture, Elpida, in 1999— 
into which Mitsubishi has now merged its 
DRAM operations in the hope that a com- 
bined Japanese firm can succeed. 

The big five must now sort out the rest 
of their corporate sprawl. A good place to 
start would be their other chip units, 
which make many types of medium- and 
high-end semiconductors. Given the huge 
research and other capital costs involved, 
why are all five firms pushing ahead in this 
business? “They’re not global leaders in 
any of the things they do any more,” notes 
Graeme Knowd, an analyst at UBs War- 
burg in Tokyo. But, he says, if the big five 
can combine some of their remaining 
semiconductor teams, and focus on design 
while looking for ways to outsource pro- 
duction, the industry has a chance of 





emerging with two or three firms that excel 
in high-value-added, customised chips. 
There is also a good case for combining 
some consumer-electronics businesses, 
which are falling behind global rivals and 
specialised Japanese competitors such as 
Sony and Panasonic. Fujitsu’s mobile 
phones, for example, lag those of Japanese 
rivals; its personal computers are uninspir- 
ing; and it is not one of the country’s lead- 
ers in semiconductors. Its best bet is to 
team up with other firms in some areas 
and concentrate instead on domestic soft- 
ware consulting, where it does fairly well. 
The deal that Fujitsu announced with 
Siemens on October 8th to expand their 
existing partnership by sharing more of 
the cost of parts for some common com- 
puter models is small compared with the 
overhaul Fujitsu really needs. An agree- 
ment with AMD could help a lot more, if it 
allows Fujitsu to pass more of its chip busi- 
nessto a more promising foreign partner. It 
might even inspire the rest of the big five. m 


China's private sector 


Not in the club 


HAICHENG 
Being an entrepreneur in China has its 
own special problems 


OU FUREN, one of China's richest 
men, has big dreams for the Xiyang 
Group, a manufacturing conglomerate he 
owns and runs. The group is enjoying ex- 
plosive growth. In 2003 he hopes to list 
part of it-two of the country's largest fer- 
tiliser makers—on the Hong Kong Stock Ex- 
change. Yet despite his success and China's 
embrace of free-market economics, Mr 
Zhou complains that the playing-field is 
not level for private firms such as his. 

Five years ago, Mr Zhou applied to list 
the fertiliser plants on the Shanghai stock- 
market. But China still applied a quota Sys- 
tem for listings, whereby the government 
of each province could recommend a lim- 


ited number of firms for flotation. Mr Zhou »» 





WEAR VOSSIUS 


> is from the north-eastern rustbelt, home of 


many of China’s dying state-owned firms, 
and the provincial government opted to 
approve these rather than the Xiyang 
Group, even though it employs 7,000 peo- 
ple, has declared assets of 2.5 billion yuan 
($300m) and is one of the province's big- 
gest taxpayers. 

The quota system was scrapped in 
2000, but so many state-owned enter- 
prises are queuing up to list that the Xiyang 
Group would probably have to wait for 
years. So Mr Zhou decided to list overseas 
instead. First, he tried America’s NAS- 
DAQ-only for Benchmark, an American 
adviser, to pull out, citing accounting and 
legal concerns. He then turned to the Hong 
Kong exchange. Accounting and legal con- 
cerns were either solved or mattered less 
in Hong Kong. Mr Zhou now expects to 
raise HK$800m ($100m). 

“If it hadn't been for discrimination 
against the non-state economy in China, 
we would be listed at home and there 
would be no need to go to Hong Kong," 
says Mr Zhou, who also complains about 
the difficulties faced by private enterprises 
in getting loans from state-owned banks. 
His frustration is understandable, given 
that he has done all that could reasonably 
be expected of a Chinese entrepreneur. He 
is the Communist Party secretary of Xi- 
yang Village and an adviser to the provin- 
cial legislature. This year, he was one of 
only four private entrepreneurs out of 
nearly 1,000 recipients of the May First La- 
bour Medal-usually awarded to model 
workers and managers in state-owned en- 
terprises. He even eschews the epithet 
"capitalist" and says his fortune, estimated 
at $125m, "belongs to society". 

The government also influences his 
business decisions. The group's 900m 
yuan investment in the Guizhou fertiliser 
plant in 2000 “was prompted by the na- 
tional campaign to develop west China". 
To please officials in the city of Haicheng, 
close to Xiyang Village, Mr Zhou aban- 
doned a plan to build a steel factory in the 
southern port of Beihai, where there 
would be ready access to ore shipped from 
Australia. Its new location in inland Hai- 
cheng will reduce annual profits on the in- 
vestment by some 500m yuan. "We de- 
cided to forgo this," he says. 

Where would Mr Zhou be now with- 
out a helping hand from the state? Five 
years ago, Mr Zhou's business was still 
centred on his village. Then he discovered 
an ailing state-owned sulphuric-acid fac- 
tory in the city of Jinzhou. The authorities 
agreed to lease it to him for less than 
$700,000 a year, with the governmenttak- 
ing responsibility for the factory's debts 
and pension liabilities. Mr Zhou used the 
sulphuric acid to produce fertiliser, turn- 
ing the enterprise into the biggest com- 
pound fertiliser manufacturer in the north- 
_ east. Now, wanna buy some shares? @ 


Ranking business schools 
The numbers 
game 


Business schools hate rankings. 
Understandably 


HURSDAY October 10th was a bad 

evening for business-school deans and 
their staff. After The Economist had gone to 
press, Business Week unveiled its biennial 
rankings in an online countdown, pro- 
longing the agony for 30 American and ten 
non-American elite schools. Those that 
rise in the ranks will gain more eager appli- 
cants. Schools that fall will face recrimina- 
tions from alumni and trustees alike. 

These are the most widely watched of 
all business-school rankings. But there are 
plenty more. For the past 14 years, the 
Economist Intelligence Unit (EIU), a sister 
company of The Economist, has published 
a guide to MBA courses around the world. 
On October 11th, for the first time, it added 
a single global ranking, giving top place to 
Kellogg, Northwestern University's busi- 
ness school, which also topped the first 
Business Week rankings in 1988. U.S. News 
& World Report first produced a survey 12 
years ago, gleefully remembered by its ri- 
vals for including Princeton in the list. 
(Princeton has no business school) The 
Wall Street Journal and the Financial Times 
(the latter owned by Pearson, part-owners 
of The Economist) each have their own 
rankings. On October 11th, The Economist 
will unveil its own, brand new, poll of 
these polls, including Business Week's lat- 
est results, at www.economist.com. 

To ensure variety, each set of rankings 
measures and weights different things. 
The riu claims the greatest focus on the 
student market, ranking schools by how 
they respond to what students say they 
most want from an MBA course. The Fi- 
nancial Times gives much weight to the 
level and percentage increase in a stu- 
dent's salary after an MBA course. It also 








weights a school's academic research, 
which is hard on those with no doctoral 
programme. The Wall Street Journal con- 
centrates exclusively on the views of cor- 
porate recruiters. Controversially, the 
schools choose which recruiters should be 
consulted. Business Week gives much 
weight to student opinions—even though 
few students have experienced more than 
one business school. 

Unless they are on top, business 
schools grumble discreetly about these 
rankings. Paul Danos, dean of Dartmouth 
College's Tuck business school, bemoans 
the huge amount of staff time involved in 
replying to pollsters' questions. He over- 
sees the whole process himself. As a few 
schools tend to be closely clustered at the 


top of the league, misinterpreting a ques- ` E 


tion can easily cost crucial places on the- 
ladder. But he concedes that rankings also.. 
encourage schools to innovate and to pay . 
more attention to what students want. | 

Other academics grouse more noisily. 
Yale has a small business school. Ivo 
Welch, who teaches there, argues that 
ranking schools by the number of students 
gives roughly the same result as more elab- 
orate surveys: Harvard top, Wharton sec- 
ond, Kellogg third and so on. The reason, 
he says, is that most surveys give heavy 
weightto the views of corporate recruiters. 
Inevitably, a disproportionate number of 
recruiters are alumni from large schools. __ 
And generally, alumni tend to favour their. 
alma mater. t 

“The very idea of reducinglearningtoa . 


single number is suspect" says Henry | 
Mintzberg of McGill University in Canada. 
“The rankings don't look at whether stu- 
dents are better managers as a result of 


their course.” Some schools distort what 
they do to raise their score. Yet rankings 
also make them attend more to their users 
When John Byrne devised Business Week’s ` 
ratings, "no one thought they had custom- - 
ers that they had to be responsible to." 
Ranking other academic courses might 
make universities more aware that stu- 
dents and future employers are a market to 
compete for, not to ignore. W 
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68 BINE TUUM 
Medical confectionery 
Business bubbles 


The chewing-gum business is becoming 
high-tech and health-conscious 


UM chewing is not considered a so- 
phisticated pursuit Munching on 
mastic-tree sap was one of the less admira- 
ble habits of the ancient Greeks. America's 
settlers found paraffin wax tasty. The sight 
of people masticating open-mouthed on 
today's synthetic latex gum, together with 
sticky encounters under seats, explains 
why such enlightened places as Singapore 
banned the anti-social stuff. 

Yet chewing gum has, quietly, come of 
age. No longer just for kids to blow bub- 
bles with, it is becoming a health aid for 
adults: to fight cavities, deliver vaccines, 
cure ear infections and soothe an ulcer. 
And the evolution of chewing gum from a 
sticky-sweet vice into a "nutraceutical"— 
the fashionable term for foods with me- 
dicinal properties—is driving sales. The $12 
billion gum market is growing by 3% a 
year, a decent rate for food; but within that 
total, sales of sugarless gum are rising by 
15% a year. Sugar-free brands of Wm Wri- 
gley, the world’s biggest gum maker, are 
rising by 34% a year. 

The growth potential for gum and the 
profits in medicated sweets are tempting 
the world’s big food groups. Helpfully, 
Pfizer, an American drug giant, is shedding 
its non-core businesses, including Adams, 
the world’s number two in gum and a 
leader in medicated sweets. With a 
mooted price of $4 billion, twice its reve- 
nues, Adams is the biggest prize in today’s 
food industry, now that irate locals have 
blocked the sale of Hershey Foods. Several 
global firms, including Wrigley, Nestlé and 
Cadbury Schweppes, all bidders for Her- 
shey, plus Mars and Hershey itself, are all 
expected to submit initial bids, due by 
mid-October, say bankers. Kraft Foods 
may join in, unless it prefers a bigger fish, 
Danone, a French dairy giant. 

That gum eases tension and helps con- 
centration has been known for years, not 
least by America’s military, which first 
gave soldiers gum during the first world 
war. Chewing helps ease blocked ears and 
lessens an urge to smoke or snack. But the 
opportunity generating most excitement 
now is the use of gum as a cheap, effective 
delivery mechanism for medicine. Gary 
Kehoe, Wrigley’s director of new product 
innovation, says gum outdoes pills at get- 
ting certain molecules into the blood- 
stream because of its prolonged contact 
with the mouth. Gum is insoluble and is 
chewed for 20 minutes on average. Al- 
kaline saliva and the lack of stomach acid 
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also give drugs a fighting chance. Wrap- 
ping an active molecule in a resin that dis- 
solves slowly allows controlled release. 

Nicotine anti-smoking gum is one ex- 
ample. But gum can also carry drugs, vita- 
mins, minerals or anti-oxidants; and it can 
be more pleasant to take than pills or injec- 
tions. For the food firms, gum that sweet- 
ens bad breath and whitens teeth is a hot 
market. The success of Aquafresh gum and 
Listerine mouthwash strips is inspiring in- 
novative additions to gum, such as the 
milk-derived Recaldent and bleaches in 
Adams' Trident White brand. 

The magic ingredient in modern sugar- 
less gums is Xylitol, a sweetener made by a 
Danish firm from silver-birch pulp. A 
study in the Journal of Medicine found that 
Xylitol cuts tooth decay by 70% by inhibit- 
ing growth of oral bacteria. The sweetener 
is central to a battle in Asia to find the next 
cure-all gum. Lotte last month launched 
Xylitol Helco gum in South Korea to fight 
the bacteria causing stomach ulcers. By in- 
hibiting oral bacteria, Xylitol may cut can- 
cer risk. Finnish scientists found that chil- 
dren chewing Xylitol and Sorbitol gum 
suffered 40% fewer ear infections than 
non-chewers. Xylitol’s reputation is driv- 
ing Korean gum sales higher by 25% a year. 

Wrigley’s Mr Kehoe says the next target 
for gum is gingivitis and gum disease. Sci- 
entists at Guy's Hospital and King's Col- 
lege in London are testing an anti-tooth- 
cavity vaccine derived from tobacco plants 
that could be put into gum. Mitsui Norin in 
Japan has taken out a patent to use gum to 
deliver an influenza vaccine. 

There are sceptics. Unlike Asian con- 
sumers, Americans still see gum mainly as 
a breath freshener. Wrigley's new antacid 
gum, Surpass, launched in January, 
showed that gum coated with calcium car- 
bonate relieves heartburn faster and for 
longer than tablets (helped by the alkalin- 
ity in saliva), but sales are poor. Wrigley 


Able to chew gum and smoke at the same time 
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fears that food firms may not profit much 
from pharmaceutical gums, as drug sup- 
pliers may gain most of the value and drug 
approval costs are so high. 

Yet excitement about the once humble 
stick of chewy stuff has fuelled intense in- 
terest in Adams. Not only does it control 
19% of the world market and a quarter of 
the American one, but 12 of its 14 gum and 
sweet brands claim health benefits. Ad- 
amsis the undisputed leader in medicated 
sweets, an even faster-growing category, 
where its Halls and Clorets cough drops 
have one-third of a highly profitable $3.4 
billion market. 

Of the mooted bidders, Wrigley is 
keenest on Halls, to cut its reliance on gum. 
With 56% of the American gum market, 
Wrigley would hit antitrust problems. But 
that might not deter Bill Wrigley, the fourth 
generation of the family at the helm, who, 
after his unexpectedly ambitious move for 
Hershey, is now hooked on diversifying. 

For Cadbury, Adams would be its big- 
gestever acquisition, adding 50% to its 
confectionery business. The British group 
is already the third-biggest global gum 
seller, thanks to small acquisitions in Eu- 
rope and China. It has the financial clout to 
do the deal. In public, Nestlé's boss, Peter 
Brabeck, is dismissive of gum and sweets, 
where the Swiss are under-represented. 
Privately, he is said to want Adams, which 
he could buy out of petty cash, to build 
Nestlé’s "functional foods" business, 
which he personally oversees. Kraft's in- 
tentions are far less certain, after it sold its 
French gum business to Cadbury in 2000. 
One thing is at least clear: Pfizer will have 
plenty of options to chew over once the 
bidding starts. M 


Correction: In our article on headhunting last week, 
we Said that Ray & Berndtson went bust and had been 
taken over by A.T. Kearney. In fact, only the firm’s 
American business has gone into Chapter 11. The rest 
of the global group is unaffected. 
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Lawrence Lessig wants less copyright protection, including for Disney's famous rodent 
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AW professors rarely boast an army of 

“fans”, but Lawrence Lessig is no run- 
of-the-mill academic. Now at Stanford 
University, formerly at Harvard, Mr Les- 
sig has become a rock star of the informa- 
tion age, mixing scholarly inquiry with 
barnstorming activism on many issues. A 
Ralph Nader of the Internet, he fights 
against the mighty corporations that 
want to squeeze the vitality out of the 
web, trampling consumers in the name of 
Mammon. Were his target a cigarette com- 
pany, say, Hollywood would already be 
making “Lessig, the movie”. Instead, it 
has branded him a cultural anarchist bent 
on justifying the rampant theft of others’ 
property in the name of *openness"—ie, a 
direct threat to its bottom line. This week, 
Mr Lessig landed another blow, arguing 
his case before America’s Supreme Court. 

The war over control of the digital 
copying of music and movies has many 
fronts, in Congress and the marketplace 
as well as the courts. It has pitted Holly- 
wood against the technology firms of Sili- 
con Valley and consumer advocates such 
as Mr Lessig. The record industry suc- 
ceeded in killing Napster this year, but 
file-sharing by consumers is growing; on- 
line swapping of films and Tv shows, as 
well as music, is now catching on. Amer- 
ica’s frightened media behemoths are 
lobbying hard for new laws and new 
technology to stop copying and to control 
what customers do with their products. 
Unlike some cyberlawyers, Mr Lessig is 
not against Hollywood, or anybody else, 
making a decent profit. But he rightly 
fears the hijacking of technology policy 
by lobbyists—and the threat to the In- 
ternet of inept, heavy-handed regulation. 

Facing Hollywood’s battery of high- 
paid lawyers and lobbyists, Mr Lessig 
may seem hopelessly outgunned. But the 
case before the Supreme Court this week 
shows what determined public-interest 
lawyers such as Mr Lessig can achieve, 
even against heavy odds. And Mr Lessig 





has most consumers on his side, some- 
thing that the entertainment industry, 
sooner or later, will have to reckon with. 

This week’s case, Eldred v Ashcroft, 
though not itself decisive, is a notable 
battle in the bigger war. It concerns a 1998 
law that was once so uncontroversial that 
it passed the Senate unanimously, with- 
out debate or much public discussion. 
Known as the Sonny Bono Copyright 
Term Extension Act, after the late con- 
gressman and singer who, his widow 
claimed, believed that copyright, if not 
love, “should be forever”, it extended 
copyright from 50 to 70 years after an au- 
thor’s death and, for works produced “for 
hire” and owned by firms, from 75 to 95 
years after publication. 


If you wish upon a star 
Others may have missed this obscure 
measure, but Mr Lessig was outraged. 
Here was a prime example of the 
manipulation of Congress by powerful 
corporate interests. Disney, with other 
media giants, had lobbied hard for the 
law, which happily stopped early images 
of Mickey Mouse, its mascot, entering the 
public domain. Without the law, Mickey’s 
copyrights would have begun expiring in 
2003 (though Disney could still have used 
trademark law to control Mickey mer- 
chandising). The copyright extension also 
covered roughly 400,000 books, movies 
and songs, including early works by Rob- 
ert Frost, Ernest Hemingway and George 
Gershwin. Mr Lessig found a lead plaint- 
iff, Eric Eldred, a retired computing execu- 
tive who publishes out-of-copyright 
works on the Internet, and went to court. 
Mr Lessig argues that Congress's latest 
extension of copyright is unconstitu- 
tional, because it ignores the balance be- 
tween the interests of copyright holders 
and those of the public. The constitution 
grants Congress the power to grant copy- 
rights and patents only for “limited 
times” in order to “promote the progress 
of science and the useful arts.” How, he 
asks, can the retrospective extension of 
the rights of dead authors be an incentive 
to present-day creativity? He has a point. 
Hemingway and Gershwin will not wax 
lyrical again, alas, no matter what re- 
wards are dangled in front of their heirs. 
And, he claims, Congress’s 11 extensions 
of copyright in the past 40 years amounts 
to a “perpetual term on the instalment 
plan”, not the limited time authorised by 
the constitution. 


Most experts believe that Mr Lessig 
will lose his case, as he has already done 
in two lower courts. After all, in passing 
the law Congress did nothing new: in 
1790, the first-ever copyright act also cov- 
ered existing works. The latest extension 
is still for a “limited” time, as the constitu- 
tion requires, whatever critics may guess 
about the future behaviour of legislators. 
And Congress was not simply helping 
Hollywood when it passed the 1998 law. 
It had a public purpose in harmonising 
American law with a new European Un- 
ion directive, thus boosting international 
trade in creative works. 

Nevertheless, legal experts were sur- 
prised that the Supreme Court even 
agreed to hear the case. It is impossible to 
predict with absolute confidence what 
ruling the court’s justices will deliver next 
spring. Even if Mr Lessig loses the case on 
narrow legal grounds, the publicity will 
be invaluable to his cause. And the pub- 
lic-policy issues he raises will grow more, 
not less, acute as technology makes the 
copying, manipulation and distribution 
of digital content via an expanding In- 
ternet ever easier. 

Mr Lessig is surely correct that creativ- 
ity in a media-obsessed culture relies on 
easy access to existing creative works. Dis- 
ney itself, he points out, has thrived in 
large part by exploiting stories already in 
the public domain, such as "Snow White" 
and "Cinderella". On the other hand, 
America's mighty entertainment industry 
faces a genuine dilemma: how to use the 
digital revolution to make loads of money 
when new technology can turn custom- 
ers into its biggest enemy. Mr Lessig and 
his fans want to ensure that, far from em- 
bracing the revolution, Hollywood and its 
allies do not simply strangle it. 8 
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Finance and ect 


The deflation danger 





Of debt, deflation and denial 


The risk of falling prices is greater than at any time since the 1930s 


OR decades inflation was the bogey- 

man in rich countries. But now some 
economists reckon that deflation, or falling 
prices, may be a more serious threat-in 
America and Europe as well as Japan. That 
would be decidedly awkward, given the 
surge in borrowing by firms and house- 
holds in recent years. Particularly worry- 
ing is the rise in borrowing by American 
households to finance purchases of 
houses, cars or luxury goods. Deflation 
would swell the real burden of these debts, 
forcing consumers to cut their spending. 

Policymakers in America and Europe 
have been quick to dismiss any fears of 
possible deflation. Bond markets, on the 
other hand, reckon that the risk is mount- 
ing: bond yields have fallen to historical 
lows. Many products, from clothes to cars, 
are certainly cheaper than they were a year 
ago. But full-blown deflation requires a 
persistent fall in the overall price level. The 
recent fall in the prices of durable goods 
has been offset by rising prices of services; 
so outside Japan, average prices continue 
to rise, albeit at the slowest pace for de- 
cades. As measured by the Gp» deflator, 
the best economy-wide gauge, America's 
inflation rate has fallen to 1.1%, its lowest 
for 40 years. Its consumer-price index has 
risen by 1.8% over the past 12 months, but 
prices have fallen in half of its 16 main pro- 
duct _categories—the biggest proportion 
: nce the-ct current series started. 


The world is still awash with excess ca- 
pacity, in industries from telecoms and 
cars to airlines and banking. Until this is 
eliminated, downward pressure on infla- 
tion will persist. A good measure is the out- 
put gap, the level of actual minus potential 
GDP. Historically there has been a close 
relationship in most countries between 
the size of the output gap and changes in 
the inflation rate (see chart on next page). 
When the output gap is negative (ie, actual 
output is below potential), inflation usu- 
ally declines. The OECD estimates that 
America's GDP is about 1% below its po- 
tential. If growth remains at or below its 
trend rate of around 3% over the next two 
years, the negative output gap will persist 
into 2004, pushing inflation even lower. It 
would not take much to tip into deflation. 

Optimists argue that deflation is much 
less likely today than in the 1930s because 
services now account for a bigger slice of 
the economy. The prices of services tend to 
be more resistant to dropping than the 
prices of goods because they are more la- 
bourintensive, and wages rarely fall. 
However, Stephen Roach, an economist at 
Morgan Stanley, observes that service-sec- 
tor inflation is now much weaker than 
usual. The rate of increase in the services 
component of America's GDP deflator fell 
from 3% in the year to the fourth quarter of 
2000 to 2.2% in the second quarter of this 
year. In the previous six recessions, ser- 
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vice-sector inflation actually increased 
over the comparable period. 

Although Mr Roach reckons that defla- 
tion is a serious risk, economists at Salo- 
mon Smith Barney argue that fears of it are 
vastly overdone. Incompetent monetary 
policies were largely to blame for deflation 
in America in the 1930s and in Japan today. 
Outside Japan, they argue, no central bank 
would tolerate a persistent decline in 
prices. A recent paper by economists at the 
Federal Reserve draws lessons from Ja- 
pan’s deflation and concludes that, when 
inflation is unusually low, central banks... 
must be especially alert to the risk of defla- . 
tion and cutrates by more than is normally 
justified by inflation and growth rates. 

The Fed is at least aware of the risks. 
However, not all central banks may be ei 
ther willing or able to learn from Japan's . 
mistakes. Germany probably faces a< 
higher risk of deflation than America. The 
ECB's interest rate of 3.25% is broadly ap- > 
propriate for the euro area as a whole, _ 
given its inflation rate (2.2%), the size of the = 
output gap, and the bank's chosen infla- 
tion target of “less than 2%”. But the ECB 
seems unlikely to cut interest rates until in- 
flation dips below 2%. And its inflation tar- 
get is arguably too low. Research by the 
IMF and the Fed suggests that, if central 
banks aim for inflation below 2*5, the risk 
of deflation rises markedly. If the ecs had 
an inflation target with a mid-point (rather 
than a ceiling) of 2%, it could now trim in- 
terest rates. | 

Even then, however, rates would still 
be too high for Germany. Since it is the 
highestcost producer within the euro = 
area, a fixed exchange rate tends to cause 
price convergence by forcinginflationtobe ` 
lower in Germany than in the rest of the - E 
euro area. Germany's core rate of inflation - 
(excluding food and energy) has Mecum " 
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> 0.6 percentage points below the euro-area 
average over the past three years; it is now 
a full point lower, at 1.1%. 

Since interest rates are the same across 
the whole of the euro area, this implies 
that real rates will be higher in Germany 
and growth consequently slower. Ger- 
many’s output gap, at an estimated 2.5% of 
GDP, is the second biggest after Japan 
among the G7 countries, and it is likely to 
widen. Deutsche Bank recently cut its 
growth forecast for Germany to only 0.196 
for this year and 0.6% in 2003. 

Back-of-the-envelope calculations sug- 
gest that, if the old Bundesbank were set- 
ting interest rates to suit Germany alone, 
they would now be below 2%. Worse still, 
not only is Germany unable to cut interest 
rates, but the Eu's stability and growth 
pact also obstructs any fiscal easing. Nor 
can it devalue its currency. Stripped of all 
its macroeconomic policy weapons, Ger- 
many now runs a serious risk of following 
Japan into deflation. 


Friend or foe? 

Deflation is not necessarily bad. If falling 
prices are caused by faster productivity 
growth, as happened in the late 19th cen- 
tury, then it can go hand in hand with ro- 
bust growth. On the other hand, if defla- 
tion reflects a slump in demand and excess 
capacity, it can be dangerous, as it was in 
the 19305, triggering a downward spiral of 
demand and prices. 

Today, both the good and bad sorts of 
deflation are at work. Some prices are fall- 
ing because of productivity gains, thanks 
to information technology. But the weak- 
ness of profits suggests that most deflation 
is now bad, not good. Deflation is particu- 
larly harmful when an economy is awash 
with debt. Total private-sector debt is now 
much higher than when deflation was last 
experienced in the 1930s. Falling prices not 
only increase the real burden of debt, they 
also make it impossible for a central bank 
to deliver negative real interest rates, be- 
cause nominal rates cannot go below zero. 


If deflation causes real debts to swell, 
debtors may have to cut spending and sell 
assetsto meet their payments. This can un- 
leash a vicious spiral of falling incomes, as- 
set prices and rising real debt. Irving 
Fisher, an American economist, described 
this process in a famous article in 1933 enti- 
tled “The Debt-Deflation Theory of Great 
Depressions". He described how attempts 
by individuals to reduce their debt burden 
by cutting costs could paradoxically cause 
their debt burden to swell. Unable to in- 
crease prices to boost profits, firms have to 
cut costs, either by reducing labour costs 
and hence household income or by buy- 
ing less from other firms. This is sensible 
for an individual firm, but it reduces de- 
mand in the economy, thwarting the de- 
sired improvement in profit, leading to an- 
other round of cuts and putting further 
downward pressure on prices. 

America's corporate sector is already 
suffering deflation, with the price deflator 
of non-financial businesses falling in the 
past year for the first time since the second 
world war. Many firms that borrowed 
heavily in the late 1990s, expecting rapid 
revenue growth to finance their debts, are 
now in trouble. Ed McKelvey, an econo- 
mist at Goldman Sachs, worries that cor- 
porate-sector deflation could create wider 
deflation if firms try to slash labour costs. 

When Japan was the only country with 
deflation, one sure cure might have been a 
big devaluation of the yen to push up infla- 
tion. But for the world as a whole, this is 
not an option. Global deflation could be 
even harder to budge. m 


Wall Street governance 


Regulate thyself 


NEW YORK 
The New York Stock Exchange board 
brushes up on securities law 


DEALLY, said William Douglas, who was 

head of the Securities and Exchange 
Commission (SEC) back in 1937, securities 
exchanges would be "so imbued with the 
public interest" that they could be 
responsible for regulation and enforce- 
ment. “At the present time, however,” he 
went on, “I have doubts." Were he alive to- 
day, it is unlikely that he would have put 
his doubts to rest. 

Along with its sizeable business trading 
shares, the New York Stock Exchange 
(NYSE) is a "self-regulatory organisation". 
That, according to the SEC, puts it in the 
"front line" for creating and enforcing rules 
covering its members, meaning the 1,366 
people with seats working at 365 firms, as 
well as, indirectly, the 2,800 listed compa- 
nies that are required to conform to the 
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NYSE's standards. But given the surge of 
outside investigations into such compa- 
nies, and considering the people who 
serve on the NvSE's board of directors, it 
takes no great leap to conclude that the 
front line is starting to look a bit frayed. 

Last October, Linda Wachner resigned 
from the NYSE board soon after Warnaco, 
her lingerie company, went bankrupt, 
having repeatedly restated its accounts. 
Her replacement on the NYSE board was 
Martha Stewart, who resigned earlier this 
month during an investigation into 
whether she had used illicit inside in- 
formation when she sold ImClone shares 
last December. Departing from the NvsE's 
board at the same time was Michael Car- 
penter, who had been replaced as the head 
of Citigroup’s Salomon Smith Barney arm 
by a lawyer, Charles Prince, in response to 
investigations by federal and state pros- 
ecutors into the firm’s allocation of initial 
public offerings. 

Still on the NvsE's board are Jean-Marie 
Messier, ex-chief executive of Vivendi, and 
Gerald Levin, the former boss of AOL Time 
Warner. Both left companies whose ac- 
counts are being questioned by regulators. 
The nyse also has on its board the heads 
of big investment banks, including Henry 
Paulson of Goldman Sachs, John Mack of 
CSFB, David Komansky of Merrill Lynch 
and William Harrison of J.P. Morgan 
Chase. All of these firms face legal and reg- 
ulatory investigations. 

The NYSE could make a case that find- 
ing executives from a Wall Street firm that 
is not under investigation at the present 
time would be almost impossible. Yet that 
hardly speaks well of the industry’s “front 
line” of self-regulation. The NYSE is sup- 
posed to conduct annual examinations of 
members that encompass taped phone 
conversations and mail (including e-mail) 
to brokers. That should have alerted the 
NYSE to the mischief of the late 1990s, but 
all-too-often did not. More aggressive pol- 
icing years ago might have pre-empted the 
dramatic and painful proposals for restruc- 
turing Wall Street, such as the break-up of 
firms, that are now being considered. 

Richard Grasso, the NYSE’s chief execu- 
tive, is getting his own costly education in 
securities law. In July he resigned from the 
board of Computer Associates, which had 
become embroiled in investigations for 
dubious accounting and mismanagement 
of stock options. The reason for his res- 
ignation: term limits, not dismay. He re- 
cently joined the board of Home Depot, 
now under attack from corporate-gover- 
nance activists for awarding a staggeringly 
generous contract to Robert Nardelli when 
he was brought in as chief executive the 
year before last. At least in that case the 
amount was disclosed, whereas the NYSE 
omits to say how much it pays its board. 
Some interests may be served by all this, 
but perhaps not the public's. m 





The Securities and Exchange Commission 


Pitt's nightmare 


A fight over the accounting regulator 
hurts Harvey Pitt, the SEC's chairman 


AMERICA'S stockmarket is ever to rise 
again, investors must believe that com- 
panies are stating their numbers honestly. 
That means the big four firms that vouch 
for the accounts of almost all big compa- 
nies must audit properly. The Sarbanes- 
Oxley act was supposed to excise rot in the 
accounting profession. Now its most im- 
portant element, the setting-up of a “pub- 
lic company accounting oversight board" 
to regulate and discipline auditors, is un- 
der threat. The accounting industry is try- 
ing to pull its teeth by staffing it with allies. 
Until recently, Harvey Pitt, chairman of 
the Securities and Exchange Commission 
(SEC), had backed John Biggs, the head of 
TIAA-CREF, the teachers’ pension fund, to 
be chairman of the new oversight board. 
After Paul Volcker, a former Federal Re- 
serve chairman, turned down the job in 
early September, Mr Pitt went to New York 
with Harvey Goldschmid, another SEC 
commissioner, and his chief accountant, 
Bob Herdman, to talk to Mr Biggs. Over 
lunch, the sec officials assured him of 
their support and told him to speed the 
process of leaving his job at TIAA-CREF in 
order to meet the act's October 28th dead- 
line for the formation of the board. In the 
following weeks Mr Biggs met the SEC’s 
other three commissioners, who also fa- 
voured him for the job. 

But last week, in a bewildering about- 
face, Mr Pitt withdrew his backing for Mr 
Biggs, saying that he had never offered him 
the job. The problem is that Mr Biggs actu- 
ally wants to change the accounting indus- 
try—as he showed in his testimony before 
the Senate Banking Committee earlier this 
year. He said that he favours rotating audit 
firms every five to seven years, for in- 
stance, to stop auditors cosying up to their 
clients. Asked over lunch with the sEc in 
September if he thought that the new 
oversight board should set new rules on 
audit quality, or whether the accounting 
industry should continue to write audit 
standards itself, he said that the board 
should do it. 

If Mr Biggs fails to get the job, the ac- 
counting industry will have scored an un- 
welcome victory. The Sarbanes-Oxley act 
did much to restore confidence in public 
markets, but it left the vital job of cleaning 
up auditing largely to the oversight board. 
It will be up to the new board to decide 
whether to bring in new bans against the 
provision of non-audit services. Its five 
members will decide how forcefully to go 





Into the bear-pit 


in when the board starts annual inspec- 
tions of the big four accounting firms. On 
disciplining auditors, another duty of the 
new board, a chairman friendly to the in- 
dustry might ensure that nothing much 
changes. Paul Sarbanes, the senator 
mainly responsible for the eponymous 
act, says he will judge Mr Pitt's credibility 
largely by his choices for the board. 

The sec now has only two weeks left to 
make those choices. It could still appoint 
Mr Biggs, whois strongly backed by atleast 
two commissioners. It may find it hard to 
persuade anybody who believes in reform 
to join unless Mr Biggs or somebody 
equally committed to investors' interests 
gets the top job. Several people ap- 
proached for seats on the board have said 
that they would be uncomfortable joining 
without Mr Biggs. Some reported candi- 
dates for the chairmanship, on the other 
hand, could be disastrous. The mere men- 
tion of Donald Kirk, a former chairman of 
the Financial Accounting Standards Board, 
America's accounting  standard-setter, 
prompted two fellow members of the old 
Public Oversight Board, which disbanded 
itself in May, to denounce him as over- 
loyal to the accounting profession. 

For Mr Pitt, the selection of the new 
oversight board has turned into a night- 
mare. He is already under attack for his for- 
mer relations, as a lawyer, with account- 
ing firms and investment banks, and most 
recently for meetings with heads of firms 
that the sEC is investigating. This week, 
Tom Daschle, the Democratic Senate ma- 
jority leader, and Richard Gephardt, the 
Democratic House minority leader, called 
for Mr Pitt to be sacked. 

To salvage his credibility, Mr Pitt must 
appoint a board that is seen as resistant to 
lobbying by accountants. Otherwise, the 
sEC may lose any remaining chance of 
heading off the more heavy-handed regu- 
lation proposed by others, such as the state 
attorneys-general who are planning their 
own structural reforms of Wall Street. Any 
such radical change would surely be better 
led not by politicians or prosecutors, but 
by a credible and independent sEC. m 


Japan's economy 


Still messy 


TOKYO 
Can a convincing reform agreement 
emerge after the recent turmoil? 


INCE September 30th, when he added 

control over bank reform to his duties as 
economics minister, Heizo Takenaka has 
spoken clearly about the root of Japan's 
economic mess. He has promised to pro- 
duce quickly his plans to restructure bad 
loans, repair banks' balance sheets and in- 
ject some sense into the way the banks are 
run. In case any of this was obscure he 
commented in a magazine interview that 
no bank in Japan is “too big to fail". Sadly, 
that left confusion about other economic 
policies that might accompany a bank 
clean-up. Whatis going on? 

Cleaning up bad loans risks dealing a 
hammer-blow to an economy that is al- 
ready dormant and deflating. New figures 
show that machinery orders fell by a sea- 
sonally adjusted 13.6% in August, to a 15- 
year low. That is another sign that invest- 
ment is sagging, and that the economy 
may be heading for another contraction. 
Such weakness makes it more crucial that 
any clean-up is backed by other economic 
policies-monetary,: fiscal and struc- 
tural-to keep confidence, consumption 
and capital spending from collapsing. 

Although there is no lack of ideas for 
economic reform, there is a dearth of plans 
to overcome vested interests. Even as Mr 
Takenaka and his prime minister, Juni- 
chiro Koizumi, consider policies to coin- 
cide with bank reform, politicians in the 
ruling Liberal Democratic Party (LDP) 
want spending and tax breaks without re- 
form. 

As parliament prepares for the start of 
its next session on October 18th, politi- 
cians are clamouring for another “supple- >» 
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> mental budget", an annual ritual, to tide 
the economy over in the second half of the 
fiscal year, which ends in March. Mr Koi- 
zumi has equivocated as usual. The two 
worries are the public debt (140% of Gp») 
and his pledge to limit fresh borrowing to 
¥30 trillion ($250 billion) a year. 

The prime minister and his new “tsar” 
must find a way to spend money that 
benefits the whole economy, not just the 
public-works lobby. That will help to off- 
set the lay-offs and bankruptcies that are 
likely if the government gets tougher on 
bad loans. Since there will be stiff political 
resistance to a bank clean-up no matter 
what, Mr Koizumi and Mr Takenaka must 
make certain they win on this point before 
doling out any public-spending goodies. 

Then there is the central bank. Mr Take- 
naka hinted that he and his team needed 
to co-ordinate with the Bank of Japan, 
since rising prices would be more helpful 
than falling ones. But the central bank 
balked, and Mr Takenaka backed off. The 
Bank of Japan may-independently, of 

.  cOurse—come to its senses and open the 
.. monetary floodgates. But don't bet on it: 
= through Japan's long recession, the central 
.-. bank has clung to its stingy ways as tightly 
4, as the LDP has to public-works spending. 
*« As an economic, not a political, tsar, Mr 
.. Takenaka will have to be a lot shrewder 
=> than he has been so far. m 
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Mexican banks 


Won't lend 


MEXICO CITY 
The local banks’ new foreign owners 
are just as stingy with credit 


I: THE past two years, 85% of Mexico's 
banks have been snapped up by foreign 
buyers. The latest example: Britain's HSBC, 
which is buying Grupo Financiera Bital for 
$1.14 billion. The sell-out is surprising in a 
country traditionally suspicious of foreign 
owners. But the state of the banks was so 
bad that foreign sales were the only cure. 
Now, disillusion is setting in. The banks 
under their new owners seem reluctant to 
go about their core business: lending 
money. There is no excuse for such timid- 
ity, say locals. What is more, lack of credit 
is damaging the economy. 

History does not inspire confidence. 
Mexico's banks were nationalised in 1982, 
and privatised in 1991-92. The North Amer- 
ican Free-Trade Agreement (NAFTA), 
which took effect in 1994, triggered irratio- 
nal exuberance: banks lent irresponsibly 
and sometimes fraudulently. The banking 
system crashed in 1995 after the collapse of 
the peso, and the government spent about 
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$150 billion bailing it out. 

Within five years, however, the econ- 
omy was booming and the banks looked 
attractive to foreign buyers. Spanish banks 
started the rush in 2000: BBVA bought 
Bancomer, and BscH bought Banco Serfin. 
Then Canada's Scotiabank took over In- 
verlat; and, in the biggest deal of all, Amer- 
ica's Citigroup paid $12.5 billion for Ba- 
nacci. The HSBC deal leaves only one big 
Mexican bank in national hands, Banorte, 
and that is expected to go soon. 

The 1994-95 crisis left the banks ex- 
tremely risk-averse. As the economy grew 
on the back of NAFTA, non-banks took up 
much of the credit slack; they now account 
for 58% of total credit in the country, up 
from 35% in 1997 (see chart). Retail stores 
such as Elektra and Sears offer their own 
credit, as do the car manufacturers. Instead 
of taking risks lending money, banks 
played safe by raising their commissions 
and buying government bonds. 

Foreign owners have not restored the 
banks’ role. Small and medium-sized busi- 
nesses, to which the government of Presi- 
dent Vicente Fox has given high priority, 
remain desperately short of funding. Even 
if entrepreneurs can get a small loan, they 
pay interest roughly 20 percentage points 
higher than the 8% underlying rate. To se- 
cure a mortgage, individuals must put 
down a huge deposit. 

To be fair, the foreign-owned banks 
have brought new discipline and liquidity. 
All the banks are expected to meet regula- 
tory capital requirements by the end of 
2003. But at some cost: outstanding bank 
loans to the private sector are 6% lower 
than in 2000, according to the central 
bank. Some smaller banks have been ex- 
panding their consumer credit through 
credit cards, but at Banacci, for instance, 
the Citigroup takeover led to a 22% fall in 
loans. A business poll by the Bank of Mex- 
ico shows that three-quarters of the sam- 
ple did not use bank loans in the first quar- 
ter of this year, with most blaming the 
banks’ unwillingness to lend. 

The banks under foreign control have 
been concentrating on “efficiency”, cutting »» 


S 
PENA us 
NO SPAN AS Ta SANS YI VERNIS PON ET S AAA 





8,000 jobs in 2001. They are also focusing 
on cross-selling, trying to sell more pro- 
ducts to existing customers. Their nig- 
gardly lending, they say, is due to pro- 
blems seizing collateral from borrowers 
who don't pay. The law on this is complex 
and slow: a recent report on mortgage re- 
possessions by Moody's, a rating agency, 
showed that in one state, the Yucatan, it 
took an average of 26 months to get a re- 
possession order from a court, and an- 
other 14 to enforce it. A bill now going 
through Congress may improve things. 
Mexico also needs a more aggressive regu- 
lator “to stop cartel-type pricing on com- 
missions,” says Damian Fraser, of UBS 
Warburg. 

A deeper problem is that foreign banks 
still see Mexico asatypical Latin American 
economy. Throughout the region, foreign 
banks have been reluctant to take on credit 
risk. In Venezuela, President Chavez 
passed a law in November 2001 forcing 
banks to provide cheap loans to farmers 
and small businessmen. It may not come 
to that in Mexico. But Mexican business- 
men and consumers are still waiting for 
the banks to do their job. @ 





Commerzbank 


Panic game 


Credit and equity traders pull therug 
on one bank's business strategy 


REDIT-DERIVATIVE prices, which are 
fast becoming a leading indicator of 
market sentiment, can sometimes over- 
shoot. They may have done sothis week in 
the case of Commerzbank, a once-big Ger- 
man universal bank, whose share price 
came under attack on rumours that the 
bank had undisclosed trading losses. The 
share príce fell by 2396 in four days, before 
recovering a little on October oth. 
It was great sport. Newspapers, hedge 
funds and credit-derivative traders all en- 





joyed the wild ride, as Commerzbank, and 
its regulator, protested that there was no 
"black hole". But market bears voted oth- 
erwise. Since the last week of September 
the apparent risk of a Commerzbank de- 
fault, on the basis of derivative prices, has 
nearly trebled (see chart). That was despite 
Commerzbank's protests that its non-per- 
forming loans are less than 0.5% of its total 
book, and that it has enough reserves to 
cover them five times over. Surely some 
mistake. 

Yes and no. What is under attack, in a 
crude and cruel way, is Commerzbank's 
business model, which looks less convinc- 
ing by the hour. Standard & Poor's (s&p), a 
rating agency, downgraded the bank's 
long-term debt on October 8th from A to A- 
(with a negative outlook). That still means, 
in s&p jargon, that the bank has a "strong 
capacity to service its obligations". But 
s&p’s downgrade reflects worries that the 
worsening economic climate in Germany 
gives Commerzbank fewer chances to re- 








build its profits. Its return on equity in the 
first half of the year was a measly 1.3%. Be- 
sides theloan book, there are three areas of 
concern: asset management (Commerz- 
bank has been trying unsuccessfully to sell 
its underperforming subsidiary, Jupiter); 
its half-formed investment bank; and its 
burdensome domestic retail business. Vi- 
cious cost-cutting does not change a busi- 
ness strategy. 

The investment bank, with its empha- 
sis on equity business, is a costly, loss- 
making mistake and needs to change em- 
phasis or vanish. It is tiny compared with 
those of its German rivals, Deutsche and 
Dresdner. Retail and small-business bank- 
ing in Germany is doomed to unprofitabil- 
ity until at least 2005, when the German 
savings banks, with roughly 50% of the 
market, lose their advantage from state 
guarantees. Only then might Commerz- 
bank's business mix begin to make 
sense—if it survives that long as an inde- 
pendent bank. @ 
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_ This year’s Nobel prizes put man back at centre stage 


TQID farewell to the cold-hearted hu- 

19 mans that, since Adam Smith's day, 
. economists have used as their models. He 
(it is always a he) is particularly unlov- 
able: selfish in the extreme, able to do 
sums in his head and an insufferable 
know-all. Now meet the new, sensitive 
homo economicus: he (she?) is more laid- 
back, relying on intuition and rules of 
_ thumb to make decisions, often without 
_ perfect knowledge. 

This year’s Nobel prize celebrates the 
ideas of Daniel Kahneman of Princeton 
University, who has built a career by re- 
minding economists that their idealised 
- Subjects are all too human. The other 
winner, Vernon Smith of George Mason 
University in Virginia, has shown by ex- 
periments that, despite people's flaws, the 
perfect-world theories of university ano- 
raks can work in the real world. 

The awards, which combine the differ- 
ent work of two researchers at the cross- 
roads of economics and psychology, 
mark a refreshing change for the Royal 
Swedish Academy of Sciences, which se- 
lects the winners. In recent years it 
seemed that most of the dismal science's 
giants had been spoken for, as the battle 
. for most big economic ideas had already 
been won. Increasingly, the prize has 
gone to more abstract enthusiasms: game 
theory, statistics and monetary wizardry. 
Alfred Nobel's heirs even wanted to strip 
the economics prize of the family name, 

' since so many winners did not share their 
 anti-globalisation views. 


How welcome then that Mr Kahne- 
man, along with a colleague, Amos Tver- 
sky, who died in 1996, has made such an 
impact on the profession. Mr Kahneman 
is not even a traditional economist, but a 
psychologist. Yet his analysis of how hu- 
mans make decisions when confronted 
by uncertainty and risk has created a new 
branch of economics. As a reward, their 
early work is cited in nearly every paper 
now written in the burgeoning fields of 
"behavioural" economics and finance. 

Through experiments, they revealed 
that people look mostly to the informa- 
tion that surrounds them to understand 
how the world works, rather than having 
the unlimited knowledge hitherto as- 
sumed by ivory-tower economists. They 
also proved that people have a hard time 
working out the probability of future 
events. Another revelation is that an- 
swers to survey questions depend greatly 
on how they are phrased. If all this seems 
obvious, that just means you have not 
been trained as an economist. 

Knowing that people get risks wrong 
has broad implications for public policy. 
For example, people tend to overestimate 
the probability of a nuclear-power disas- 
ter, and to underestimate the risks of be- 
ing in a car accident. 

Before Messrs Kahneman and Tversky 
came along, economists thought of hu- 
man decisions in terms of expected util- 
ity: that is, the sum of the gains or wealth 
they think they will get from each possi- 
ble future scenario, multiplied by its prob- 





ability of occurring. But if people 
irrationally give greater weight to some 
scenarios than to others, their decisions 
will differ from the classical calculation. 
Observing this led Messrs Kahneman and 
Tversky to “prospect theory”, their great- 
est insight. 

The best recent example of a failure to 
calculate risk is the stockmarket bubble. 
Insights from psychology show how peo- 
ple value the comfort of herds and are far 
more frightened of losses than inspired 
by potential gains. These weaknesses, say 
economists such as Robert Shiller, whose 
improbable bestseller, “Irrational Exuber- 
ance" (Princeton, 2000), foresaw the 
bursting of America's share-price bubble, 
can lead them to pay more for shares than 
any rational investor would. 


Time for good behaviour 

Do these findings mean that classical eco- 
nomics is useless? Economics is by no 
means a "hard" science. Most economists 
observe the world's economies from afar, 
and try to formulate theories to explain 
them. The laboratory experiments of 
physics and chemistry, or even psychol- 
ogy, seem inapplicable to market behav- 
iour. How, after all, do you create a 
market in a test tube? 

And yet. Although Mr Kahneman's ex- 
periments pointed out people's flawed as- 
sessments of many risks, Mr Smith's 
laboratory work proves that, in many 
market environments such as auctions, 
humans often behave exactly as rational 
economics would suggest. This may be 
because risks in most parts of market 
economies are not always as intractable 
as in Mr Kahneman's tests. Mr Smith's 
contributions have affected the design of 
large public auctions, for example for tele- 
coms bandwidth, and have influenced 
policies of deregulation. A key insight 
was that laboratory volunteers needed 
enough incentives, specifically money, to 
behave as they would in the real world, 
and not just to try to please a kindly pro- 
fessor looking over their shoulder. 

Known as the father of experimental 
economics, Mr Smith is hardly a house- 
hold name. Yet, that may suit him just 
fine, since his experiments confirm that 
people entirely ignorant of economic 
laws (and indeed, of economists) often 
behave, even when there are few buyers 
and sellers, just as classical theory would 
predict. Another Smith (Adam) had a 
name for it: the Invisible Hand. = 
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The science of autumn 


Getting reddy 





Asautumn arrivesin the northern hemisphere, the season's must-have colour for 
trees is red—again. Researchers are beginning to understand why leaves sport it 


HELLEY poetically imagined that in au- 
tumn leaves lost their colour as the 
wild west wind drove them... 


...like ghosts from an enchanter fleeing 
Yellow, and black, and pale, and hectic red, 
Pestilence-stricken multitudes. 


Well, that is one hypothesis. But itis un- 
likely to stand up to scientific scrutiny. And 
a surprising amount of such scrutiny is be- 
ing devoted to the question of why trees 
turn such glorious colours. 

In deciduous woodland, the first signs 
of approaching autumn are written across 
the forest in shades of yellow and orange. 
Lower temperatures and shorter days trig- 
ger the breakdown of chlorophyll-the 
green molecule that captures energy from 
light in the process of photosynthesis. As 
the chlorophyll is removed, it reveals other 
pigments that have been swamped by its 
bold colour. These are called carotenoids. 
They aid the process of light absorption 
and, in chlorophyll's absence, give rise to 
pale and brilliant yellows, ambers, golds 
and oranges. Different species of tree re- 
tain different amounts of carotenoids, 
which leads to much of the polychromatic 
beauty of a forest in autumn. 

So far so good. But what about those 
hectic reds? They have been a scientific cu- 
riosity for at least a century. The pigments 
responsible for reds (hectic and other- 


wise), and also for purple and magenta, 
are called anthocyanins. These molecules 
are actively created in autumn, rather than 
being revealed by chlorophyll’s absence. 
In recent years, researchers have argued 
that they are produced in response to envi- 
ronmental cues. 

Many scientists are in hot pursuit of 
those cues. What is more, this is a chase 
with economic goals. According to newly 
published research by the University of 
Vermont, more than1.5m tourist trips were 
made to the state last autumn, and more 
than $700m was spent by these visitors. 
Most of those people went "foliage tour- 
ing".In Wisconsin, a bigger state, spending 
by foliage tourists is more than $1 billion. If 
reliable colour forecasts could be made, 
even more visitors might be attracted. 


It doesn't grow on trees, you know 
The revival of interest in the origin of au- 
tumnal reds began with work by William 
Hoch and his colleagues at the University 
of Wisconsin-Madison. Late last year they 
reviewed the evidence in an article in Tree 
Physiology. They found that it supported 
an idea proposed in the 19th century—that 
anthocyanins shade the photosynthetic 
apparatus of the leaf from excess light. 

Dr Hoch's team extended this idea, ar- 
guing that as a plant starts to disassemble 
its light-gathering apparatus in prepara- 
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tion for winter, its leaves become particu- 
larly sensitive to light damage. The process 
of disassembly liberates chlorophyll from 
a molecular production-line called the 
electron-transfer system. That system is de- 
signed to corral the energy captured by 
chlorophyll and use it to build up sugar 
molecules. Lone chlorophyll, however, 
dumps its energy any old how, resulting in 
the formation of destructive molecules 
called free radicals and peroxides. These 
can killa leaf. 

That might not be thought to matter, 
since the leaves are about to be discarded 
anyway. But the reason for the disassem- 
bly of the light-gathering apparatus is to re- 
cover as many valuable chemicals as pos- 
sible from each leaf before it drops. Pre- 
mature leaf fall would thus be a bad thing. 

Anthocyanins, Dr Hoch argues, pro- 
vide a natural sunscreen for a plant’s 
leaves. They absorb light that would other- 
wise be picked up by lone chlorophyll 
molecules, thus preventing damage dur- 
ing the period of nutrient recovery. His 
team found support for this theory in work 
showing that autumnal anthocyanins 
were most abundant in leaves exposed to 
direct sunlight, and least so in those 
shaded by the canopy. 

Other work supports the idea that it is 
nutrient recovery which is driving the pro- 
cess. In a forthcoming issue of Tree Physiol- 
ogy, Paul Schaberg, a researcher working 
for the United States Department of Agri- 
culture in Vermont, and his colleagues, 
will report the results of their experiments 
with sugar maples. Dr Schaberg has found 
that the timing and extent of red coloration 
in different trees is consistently related to 
the concentration of nutritionally valu- 
able nitrogenous compounds and sugars 
in the leaves. Nutrient deficiencies, espe- >> 
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> cially of nitrogen, triggered more intense 
colour in maples as the trees attempted to 
lessen the effects of sunlight. 

Not everybody agrees that the main au- 
tumnal role of anthocyanins is protection 
from excess illumination. Their produc- 
tion is triggered by things besides light and 
nutrient deficiencies: drought, low tem- 
peratures, wounding, infection and expo- 
sure to ozone are all known to stimulate 
synthesis of these molecules. Some re- 
searchers therefore believe that anthocya- 
nins are doing several jobs at the same 
time. Besides absorbing light, the pig- 
ments can neutralise free radicals directly, 
help cells to hold on to their water, and 
even act as an antifreeze. 

The precise triggers for anthocyanin 
production could thus take years to figure 
out. Until then, a reliable foliage forecast is 
that researchers will spend their time see- 
ing red, while everybody else simply en- 
joys the technicolor, sylvan swansong of 
the autumn. m 


The science of spring 


A youthful blush 


The 2002 Nobel prizes 
Windows on the 
world 


This year, the Nobel authorities have 
shown a deft touch 


OMETIMES, the committees that hand 

out Nobel prizes behave as if they had 
been living on another planet for the past 
few decades. The awards they give then 
seem to be for half-remembered discover- 
ies that were, no doubt, important at the 
time, but whose significance has now van- 
ished into a rarefied obscurity. This year, 
however, the Karolinska Institute in Stock- 
holm, which decides who wins the prize 
for physiology or medicine, has shown an 
admirable grasp of reality. Faced with the 
inevitable question—“who should get the 
award for the Human Genome Pro- 


Young leaves, as well as old ones, are often coloured red 


HEY may not have the same visual 

impact as their elderly cousins, but 
young leaves are often flushed red, too, 
particularly in the tropics. In a study just 
published in Oikos, Nathaniel Dominy 
of the University of Chicago and his col- 
leagues pooled existing information on 
the leaves of hundreds of tree and shrub 
species from Central America, Africa 
and South-East Asia. They discovered 
that in as many as 62% of them, young 
leaves tend to be coloured anything 
from pale pink to deep red. 

Why autumn leaves are red is contro- 
versial (see previous story). But the rea- 
son for youthful blushing—which, like 
the ruddiness of old age, is due to the 
presence of anthocyanin pigments— 
need not be the same. There are three 
front-runners: that the pigments are pro- 
tecting developing leaves from infection 
by fungi; from damage by ultraviolet 
light; or from being eaten by insects. Dr 
Dominy's huge database allowed him to 
test each of these hypotheses. 

If preventing fungal attack were the 
explanation, he argues, young red leaves 
ought to be more common in a forest's 
wet understorey, where fungi thrive, 
than in the drier canopy. The reverse 
would be true if protection from ultra- 
violet light were the answer, since the 
canopy is sunnier than the understorey. 
But in fact, young red leaves are equally 
common throughout a forest's layers. 

Dr Dominy concludes that the flush 





Yah! Boo! Sucks! You can't see me 


of youth is there to stop young leaves be- 
ing eaten. As he observes, herbivorous 
insects usually have good vision in the 
blue part of the spectrum, but most lack 
a red receptor, so they cannot see red 
leaves. (This also calls into question yet 
another hypothesis about showy au- 
tumn colours-that they demonstrate a 
tree's health, and thus discourage harm- 
ful insects from overwintering there.) Be- 
ing green earlier than necessary is asking 
for trouble. In effect, young leaves are 
mimicking old and inedible ones. 
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ject?"—it seems to have concluded that the 
answer should be *nobody". 

That, at least, is one interpretation of its 
decision to give part of the 2002 prize to Sir 
John Sulston. Together with Sydney Bren- 
ner and Robert Horvitz, Sir John will be 
making the trip to Stockholm this Decem- 
ber to collect a share of the million-dollar 
award for work on the embryology of a 
tiny worm called C. elegans. He will not—at 
least not officially-be there because he 
was head of a laboratory (the Sanger Insti- 
tute, in Cambridge, England) that did 
much of the donkey-work for the publicly 
funded human-genome sequencing effort. 

Itisa clevertactic. The Human Genome 
Project was a formidable achievement, but 
one that was managerial as much as scien- 
tific, and there is no Nobel prize for man- 
agement. Instead, Sir John has been given 
a prize for real scientific work which no- 
body could doubt was of Nobel quality. 
That may point the way to the future. 

In particular, Craig Venter, Sir John's ri- 
val from the private sector, could yet be 
given a prize for the technique known as 
whole-genome  shotgunning. Besides 
lighting a fire under the public side of the 
project, this technique enabled Dr Venter 
and his collaborators to publish the first 
complete genetic sequence of a living or- 
ganism, a bacterium called Haemophilus 
influenzae. Again, that was real science, 
rather than project management. And per- 
haps the Karolinska could spare a thought 
for Leroy Hood, who invented the se- 
quencing technique that made the whole 
thing possible—though that work might, 
more properly, fall within the purview of 
the Swedish Royal Academy of Sciences, 
which decides the winners of the chemis- 
try (and also the physics) prizes. 

The C.elegans project was started in the 
1970s by Dr Brenner, then at Cambridge 
University. He chose the worm because it 
was a multicellular animal with properly 
differentiated organs (a nervous system, 
gut and so on) that consisted of only a few 
hundred cells. Its multicellularity meant it 
could act as a model for more complex ani- 
mals, such as people. Its simplicity meant 
that understanding what was happening 
asit developed might be easier. 

Of course, simplicity is a relative thing. 
But Sir John showed the wisdom of Dr 
Brenner's choice when he discovered that 
(sex cells aside) adult worms all have 959 
cells in them, and that the pattern of cell 
differentiation which leads from egg to 
adult is the same in every individual. Sir 
John and Dr Horvitz also showed that an 
important part of the development pro- 
cess was the genetically programmed 
death of certain cells. That discovery has 
cast light on human embryonic develop- 
ment and, indeed, on the everyday work- 
ing of adult bodies. 

The physics prize was split not just be- 


tween three individuals, but between two >> 
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> disciplines. Neutrino astronomy and x-ray 
astronomy share characteristics, however. 
Both allow a take on the universe that is 
different from the one provided by more 
familiar methods using light and radio 
waves. And both are hard to do. Neutrino 
astronomy is hard because neutrinos (a 
type of electrically neutral elementary 
particle) are rarely absorbed by matter. 
That makes them difficult to detect, and 
means that neutrino telescopes have to be 
built underground to stop the detectors 
registering other forms of radiation by 
mistake. x-ray astronomy is tricky for the 
opposite reason. Despite their use in medi- 
cal imaging, x-rays are easily absorbed by 
matter. In particular, they are absorbed by 
the atmosphere, so x-ray telescopes have 
to be put into space. 

The neutrino prize was shared by Ray- 
mond Davis and Masatoshi Koshiba. The 
x-ray prize-winner was Riccardo Giacconi. 
All three were pioneers in their fields. Dr 
Davis realised that because theory pre- 
dicted that neutrinos ought occasionally to 
react with chlorine atoms to make argon, 
they could be detected indirectly if enough 
chlorine was put in one place. In the 19605, 
he built a tank filled with tetrachloroethy- 
lene (a common dry-cleaning agent) in a 
gold mine in South Dakota, and counted 
the argon atoms it produced. Dr Koshiba's 
device, which worked by detecting light 
generated as a result of collisions between 
neutrinos and the electrons in water, was 
located down a Japanese zinc mine. 

Together, these early telescopes found 
neutrinos from the sun, and from distant 
supernovae. Dr Koshiba's second detector 
showed that neutrinos, previously be- 
lieved to be massless, actually have a small 
mass. That has significant implications for 
fundamental physics. Dr Giacconi was 
responsible for a series of increasingly so- 
phisticated x-ray space-telescopes. These 
have mapped the cosmos at x-ray frequen- 
cies, and resulted in the discovery of, 
among other things, the first black holes. 

The chemistry prizes, too, were in re- 
lated fields. Mass spectrometry and nu- 
clear-magnetic resonance (NMR) spectros- 
copy are very different techniques, but 
both are used to shed light on the structure 
of large biological molecules. 

The prize for mass spectrometry is 
shared by John Fenn and Koichi Tanaka. 
The technique itself is 90 years old, and 
even the Swedish Royal Academy of Sci- 
ences is not that backward-looking. Dr 
Fenn and Dr Tanaka have won their 
awards for improvements to it. 

Mass spectrometry works by evaporat- 
ing molecules, giving them an electric 
charge, and then applying an electric field 
to them and accelerating them through a 
vacuum chamber to a detector. The time 
they take to traverse the chamber depends 
on their charge and their mass. Since the 
charge comes in small multiples of the 
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charge on an electron, it is easy to account 
for. The mass can thus be calculated. The 
problem, as far as big molecules are con- 
cerned, is the evaporation part. Dr Fenn 
overcame this by using an electric field to 
spray them into the chamber. Dr Tanaka 
used a pulse of laser light. 

The NMR award went to Kurt Wüthrich. 
Again, he did not invent NMR spectros- 
copy. Rather, he showed how it could be 
applied to big molecules, particularly pro- 
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teins. The technique, which relies on 
stimulating atomic nuclei to give out radio 
waves, allows the positions of individual 
atoms in a molecule to be mapped. With 
some proteins, that can also be done by x- 
ray crystallography, but this technique re- 
quires firing x-rays at solid crystals of the 
substance. The advantage of NMR spec- 
troscopy is that it works with molecules in 
solution, and so allows maps to be made 
of proteins that will not crystallise. = 


Contracontraception 


Contrary to popular belief, using birth-control pills for many years does not impair 
a woman's ability to conceive—in fact, it may enhance it 


SERS of contraceptive pills have had to 

put up with a lot of worries over the 
years-deep-vein thrombosis scares, un- 
wanted weight gain and migraine head- 
aches, to name just a few. Women who 
stop taking the Pill are often advised to “de- 
tox" themselves for a few months before 
trying to conceive. They are further 
warned that getting pregnant may be 
harder than it would have been had they 
never taken chemical contraceptives. 

Not so, suggests a study just published 
in Human Reproduction. Alexandra Far- 
row, an epidemiologist at Brunel Univer- 
sity, in London, and her colleagues, looked 
at planned pregnancies in 8,497 couples. 
The couples were asked to fill in a ques- 
tionnaire that inquired about such matters 
as age, drinking and smoking habits, Pill 
use and how long it took to get pregnant. 

It turned out that, far from being less 
fertile than normal, women who had 
taken the Pill for at least five years were 
more likely than non-Pill users to conceive 
within 12 months of starting to try. Some 
90% succeeded, as opposed to 85% of those 
who had not taken the Pill. In fact, the lon- 
ger a woman had taken contraceptive pills, 
the more likely she was to conceive 
quickly, even after other factors were 
taken into account. 

These findings support the idea that the 
Pill keeps a woman's ovaries young. Chris 
Ford of the University of Bristol, one of Dr 
Farrow's co-authors, speculates that by 
preventing ovulation and the stresses that 
it puts on the reproductive system, Pill-us- 
ing women may, in effect, be cheating 
time. Pill use may also maintain a 
woman's limited store of eggs, which 
some people think are ovulated in order, 
from best to worst. 

The researchers cite work carried out a 
few years ago in Australia. This found that 
women who had taken the Pill for years 
were less likely to suffer age-related mis- 


carriages, which are usually caused by bad 
eggs. Pill-using women over the age of 30 
cut their risk of miscarriage from 28% to 7%, 
according to that study. The next phase 
will attempt to find out if prolonged Pill 
use pushes back the menopause, as this 
theory suggests it should. 

All of which is an amusing twist to a 
tale that began in the 1950s, when a gynae- 
cologist called John Rock first adminis- 
tered oestrogen and progesterone—the 
main components of the Pill—to a group of 
women. Rock’s goal was not contracep- 
tion, but conception. His patients were 
having trouble conceiving, and he reck- 
oned that their ovaries might do better 
after a short break from ovulating. He ap- 
peared to be right. But the preparation he 
was using was then reformulated as the 
birth-control pill. What goes around, it 
seems, comes around—eventually. m 
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Napoleon, Nelson and Wellington 


Men of magic 





The great men of Napoleonic Europe deserve great biographies 


; m campaigns of Napoleonic Europe 
provide for cliff-hanging tales—of am- 
bition, treachery and genuine heroes. He- 
roes are unfashionable among serious his- 
torians, but Richard Holmes, in a new 
biography, concludes that the first Duke of 
Wellington *was undoubtedly great". This 
is no glib judgment, for Mr Holmes ac- 
knowledges the recent assaults on the 
duke's reputation and, while not finding 
him guiltless, still leaves him noble. 

The subtitle of Mr Holmes's biography 
is "The Iron Duke", a nickname that did not 
come from the battlefield, but from Wel- 
lington's political years during which he 
installed metal shutters on his house to 
prevent irate mobs from breaking his win- 
dows. As a politician, then, the duke was 
not quite the paragon he was in battle, but 
Mr Holmes is above all a military histo- 
rian, and he devotes a scant 46 pages to the 
duke's final 37 years during which the vic- 
tor of Waterloo became prime minister. 

This is not a complete biography, but 
rather a companion to Mr Holmes's BBC 
television series which concentrated on 
the duke's military years. Were it not for 
the lure of the camera, it is doubtful that 
the book would have been written, for it 
follows hard on the heels of Christopher 
Hibbert's masterful life of Wellington (Per- 
seus, 1997) which, like Mr Holmes's, was 
written for a general audience. Yet Mr 
Holmes, like Mr Hibbert, is incapable of 


Wellington: The Iron Duke. By Richard 
Holmes. HarperCollins; 324 pages; £20 


Napoleon: A Biography. By Frank McLynn. 
Arcade Publishing; 752 pages; $32.95. 
Jonathan Cape; £25 


Napoleon. By Paul Johnson. Penguin 
Lives/Viking Press; 190 pages; $19.95. Wei- 
denfeld & Nicolson; £12.99 


TheTerror Before Trafalgar: Nelson, Na- 
poleon and the Secret War. By Tom Po- 
cock. John Murray; 255 pages; £20 


writing a bad book and this biography is 
efficient and judicious. 

Wellington complained that he had 
been “much exposed to authors", a lament 
that would have been scorned by his prin- 
cipal opponent who loved fame as he 
loved battle and who, during his exile on 
Saint Helena, used a dishonest pen to gain 
revenge on his enemies. Napoleon's biog- 
raphers have been disentangling the re- 
cord ever since and few have made as 
painstaking an effort as Frank McLynn. 

His biography of Bonaparte was pub- 
lished in Britain five years ago and might 
have been expected to appear in America 
much sooner than this had that field not 
been held by Robert Asprey's recent two- 
volume biography of Napoleon (Basic 
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Books, 2000-01). Mr Asprey, a military 
man, worships at the shrine, but Mr 
McLynn prefers the couch. Napoleon, we 
are assured, is the *acme of primitivism" 
complicated by a “Joseph complex" (Jo- 
seph beinghis elder brother). He possesses 
an "unconscious desire for revenge against 
the opposite sex", a “mother fixation" and, 
hardly surprising, a *mother complex"; to 
this witches’ brew is added “a fear of illicit 
sexual relations", all of which, presum- 
ably, adds up to a Napoleon complex. 

This is often enlightening, but in the 
end, Napoleon is simply too extraordinary 
to yield to such analysis. *His real magic", 
Mr McLynn writes, “was in the mythical 
realm rather than actuality" and though 
the book provides a thorough account of 
an astonishing career, the psychology fails 
to capture the magic. Napoleon, as Mr 
McLynn demonstrates, was a risk-taker 
who lived by his considerable wits. He 
was a callous man who was careless of hu- 
man lives, but, above all, he was in love 
with war and Mr McLynn is not always re- 
liable on military detail (far from issuing ri- 
fled carbines to "snipers, sharpshooters, 
skirmishers, voltigeurs and Ncos”, Napo- 
leon distrusted rifled longarms and for- 
bade their use) As an adventurer, of 
course, Napoleon is a non pareil and in the 
end the psychoanalysts are left bemused 
by a myth beyond their dissection. 

Close to 4m people died to make the 
emperor's myth and Paul Johnson, in his 
new brief biography, does not forget that 
sacrifice. What an extraordinary man Mr 
Johnson is. He is at present writing a com- 
prehensive history of art, has written long 
histories of the Jews, of Christianity, of the 
Americans, of the birth of the modern, 
and still he finds time to produce an engag- 
ing weekly newspaper column. A journal- 


ist by trade, an historian by inclination and » 





> a polemicist by nature, he might not have 
been the obvious choice to write a life of 
Napoleon Bonaparte, but what an in- 
spired choice he has proved. This is a jewel 
of a book; comprehensive, brief and pas- 
sionate. For Mr Johnson, and this is his 
great strength, there is a moral imperative 
to all existence and Napoleon fails that 
test. He was an opportunist dressed in ro- 
mantic clothing, and though he wrapped 
his adventures in gaudy justifications, at 
root he was a heartless killer. Mother com- 
plex be damned, he was a nose-picker. 

Yet the nose-picker could have bestrode 
the world if he had managed to cross the 
English Channel, and Tom Pocock has 
written an engrossing account of the years 
leading up to the battle of Trafalgar where 
Nelson finished off Napoleon's plans for 
invading Britain. "The Terror before Trafal- 
gar" is narrative history at its shining best; 
a tale of secret agents, small ships slipping 
through the channel darkness, thumb- 
screws and murder in Paris cells, an em- 
peror's impotent rage and an adulterer's 
magnificent triumph. Nelson and Napo- 
leon were, as Mr Holmes writes of Wel- 
lington, *built on a grand scale", but, Mr 
Holmes concludes, “I see little signs of 
such figures in our own landscape.” Our 
loss, but publishing’s gain. m 


Globalisation 


Know your enemy 


Open World: The Truth About Globalisation. 
By Philippe Legrain. Abacus; 384 pages; 
£12.99 


ID the world really need hundreds 
more pages on globalisation? Count- 
less authors have already had their say. 
Many of those earlier books got warm re- 
views, and a few even became bestsellers. 
Enough is enough, you might suppose. 
There are plenty of books about global- 
isation, to be sure. But remarkably few are 
any use. In vanishingly short supply are 
books that are intellectually rigorous with- 
out being stuffy or inaccessible; which ex- 
plain in plain words why globalisation is 
mostly to be celebrated, without denying 
that it raises problems; which confront bad 
arguments for globalisation as firmly as 
they deal with bad arguments against. So 
in fact the world did need another book 
about globalisation; “Open World" is it. 
Philippe Legrain is an enthusiastic ad- 
vocate of open markets and economic 
freedom (though capital markets are an ex- 
ception, he reckons). As a former adviser to 
the director-general of the World Trade 
Organisation, and before that an econom- 
ics correspondent of this newspaper, this 


stance comes as no great shock. He 
presents the orthodox case for deeper 
economic integration with flair. 

But Mr Legrain also understands that 
the enemies of globalisation include those 
who see themselves as its advocates. 
These unwitting enemies of economic 
integration probably do more to sap popu- 
lar support for the liberal economic order 
than those who dedicate themselves to 
smashing it. In defending globalisation 
from these would-be sponsors as well as 
from orthodox anti-globalists, the book 
stands apart. 

First things first, however: ordinary 
anti-globalism comes in for a thorough, 
and thoroughly deserved, beating. Mr Le- 
grain shows that economic integration is 
the only hope for many of the world's 
poorest people. He reviews the economic 
evidence carefully, and illuminates it with 
well-chosen illustrations from Vietnam, 
South Korea, Mexico and many others. The 
book also explains why the anti-globalists’ 
loathing of brands is so misplaced, and 
why itis wrong to see trade as any more of 
a curse on rich-country workers than pro- 
gress in technology: both raise living stan- 
dards, both involve social and economic 
strain (which well-judged policy can 
mitigate). 

Mr Legrain then turns his attention to 
the muddled arguments that are often ad- 
vanced in favour of globalisation, or 
which, at any rate, are intended to recon- 
cile people to it. Wake up to reality, goes 
one such line. Companies are more power- 
ful than governments nowadays. Politics is 
being hollowed out, and protest is point- 
less. “Globalisation isn't a choice, it’s a real- 
ity," as Thomas Friedman put it in "The 
Lexus and the Olive Tree" (Farrer, Straus & 
Giroux, 2000). 

"Open World" explains that, on the 
contrary, globalisation is a choice. The 
book shows that governments have great 
sway over both the extent and the form of 





Pick your opportunity 


economic integration. As for the idea that 
companies are more powerful than gov- 
ernments, it dissolves the moment you ex- 
amine it. “We can still shape our destiny,” 
concludes Mr Legrain. That makes the 
opportunities of globalisation “all the 
more apparent, its threats suddenly less 
menacing." His excellent book has much 
the same effect. m 
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Architectural biography 


A looming figure 


On a Grander Scale: The Outstanding Career 
of Sir Christopher Wren. By Lisa Jardine. 
HarperCollins; 582 pages; £25. To be pub- 
lished in America by HarperCollins in March 
2003 


T THE bicentenary of Sir Christopher 
Wren's death in 1923, there was a 
warm rush of sentiment towards him as 
an exemplar of Englishness. Later critics 
were more inclined to note his weak- 
nesses, particularly his apparent un- 
willingness to adopt a systematic applica- 
tion of classical rules. Many architects 
prefer the disciplined power of Wren's pu- 
pil, Nicholas Hawksmoor, and Wren to- 
day is largely a non-architects' architect. 

Lisa Jardine established her academic 
reputation studying the scientific revolu- 
tion of the 17th century. Her biography of 
Wren offers a new look at an apparently 
well-worn subject. In addition to being an 
architect, Wren was a brilliant mathema- 
tician who made important astronomical 
discoveries and who contributed to the 
collective work of many eminent col- 
leagues, including Robert Hooke. 

Ms Jardine gives priority to Wren's 
work as a scientist. Her portrait of the 
after-effects of the English civil war from 
the viewpoint of Wren's royalist family 
and friends evokes the reality of literal and 
metaphorical exile, offering spare time for 
experiment followed by a need to rebuild 
lost fortunes. 

However, the desire to create a long 
book based on documents means that 
intellectual structure is often obscured by 
detail. The evidence about Wren's per- 
sonal life and feelings is meagre and the 
subject is almost lost in the context of his 
life. Moreover, Ms Jardine seems to agree 
with Wren's own view that architecture 
was probably a waste of his talents. Sadly 
this also means that her accounts of his 
major buildings, such as Trinity College li- 
brary, Greenwich and Chelsea hospitals »» 








* and St Paul's cathedral itself, are fragmen- 
tary and the illustrations poor. Her discov- 
ery, announced in the preface, that the in- 
tended use of the Monument to the Great 
Fire of London was as an observatory and 
experimental “drop”, turns out many 
pages later to be already well documented. 
Ms Jardine is praised, at the front and 
the back of the book, for “making the past 
seem relevant to our own times”, but 
opportunities to do so have been missed. 
The Church of England, whose contra- 
dictory values Wren embodied in architec- 
ture, seems to some to be possessed by a 
death wish. And the legacy of the scientific 
revolution that Wren helped to create has 
often come under attack. Yet Wren’s build- 
ings at Greenwich, occupied by Greenwich 
University and Trinity College of Music, 
are becoming thriving places of learning 
and culture rather than anomalous monu- 
ments to a departed naval supremacy. 
These are issues from which a popular his- 
torian might have drawn some interesting 
conclusions, but Ms Jardine’s readers must 
listen for these echoes on their own. m 


New fiction 
Making up is 
never easy to do 


Baudolino. By Umberto Eco. Translated by 


William Weaver. Harcourt Brace; 528 pages; 
$27. Secker & Warburg; £18 


MBERTO ECO made his name as a 
novelist in the early 1980s with “The 
Name of the Rose”, a global blockbuster 
which managed to combine high ideas, 
literary panache and powerful page- 
turnability. It has proved a tough act to fol- 
low. Though well received, none of Mr 
Eco’s subsequent novels, including “Fou- 
cault’s Pendulum” and “The Island of the 
Day Before”, has put lightning in the bottle 
in quite the same way. 
The first ten pages of his latest offering, 
“Baudolino”, seem promising enough. But 
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the next 500 or so are a gradually palling, 
tortuously overlong and self-indulgent 
joke. By the end of the novel, Baudolino, 
the hero, is an old man who lives as a her- 
mit, dispensing gnomic words of wisdom 
to anyone who can be bothered to come 
and quiz him. When an angry mob starts 
throwing stones at the bearded sage, you 
might well find yourself silently egging 
them on. 

As the story gets under way, in the early 
years of the 13th century, the knights of the 
fourth crusade are having a high time sack- 
ing Constantinople. A timid courtier and 
historian called Niketas finds himself 
caught in the middle of the mayhem, butis 
rescued by a curious, shock-headed, multi- 
lingual fellow who introduces himself as 
Baudolino. 

While the courtier and the crusader es- 
cape to safety, Baudolino begins to unfold 
the story of his life, starting with his 
chance meeting, as a teenage boy, with a 
grand-looking soldier in the woods near 
his home in northern Italy. The soldier 
turns out to be none other than the Ger- 
man king and Roman emperor, Frederick 
Barbarossa, who is so taken by the wag- 
gish, compulsively storytelling peasant 
brat that he adopts him. 

Later, Baudolino is sent to Paris to pur- 
sue his studies. There, between bouts of 
drinking and whoring, and with the help 
of a mysterious intoxicant known as 
“green honey", he and a ragtag band of fel- 
low students come up with the idea of an 
epic quest to the far-eastern kingdom of 
Prester John. 

The rest of the novel relates their seem- 
ingly interminable road trip in search of 
the legendary prelate-king. It takes in, 
among other things, the crusades, the le- 
gend of the Holy Grail and the power 
struggles between the pope and the em- 
peror, combining myth, fantasy and his- 
torical fact. There is an endless stream of 
arcane chit-chat, as Baudolino and his 
chums discourse on the urgent issues of 
the day, like the size of Solomon's Temple 
and the precise location of the earthly 
paradise. There are giants, eunuchs and 
Cyclops-like one-eyed freaks, too—even a 
unicorn, for good measure. 

Underlying all this learned whimsy is 
the rather hackneyed theme of stories ver- 
sus histories, fantasy versus reality, fiction 
versus fact. Early on, a tutor points out that 
Baudolino is a born liar. “But you mustn't 
think I’m reproaching you," the tutor adds. 
“If you want to become a man of letters 
and perhaps write some histories one day, 
you must also lie and invent tales, other- 
wise your history would become monoto- 
nous. But you must act with restraint." 
He's quite right, of course. There's nothing 
wrong with making stuff up. But going 
over the top can kill a good story. If only 
Mr Eco had heeded his character's sound 
advice. W 
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Uncle Anton and 
the sisters 


London's love affair with Chekhov's 
plays burns more fiercely than ever 


HE ever-so-Russian Anton Chekhov 

tends to be a constant of the London 
stage, but itis nonetheless rare to find three 
of his plays—well, two, and a third directly 
inspired by him—opening in the capital 
within four days of one another. And yet, 
that very scenario is currently offering 
London theatregoers a crash course in the 
crushed hopes and unfulfilled dreams that 
fuel the writings of the doctor-turned-dra- 
matist, whose work retains its full potency 
and force a century or more after its birth. 

Small wonder, as one English actor, Sir 
Ian McKellen once putit, that Chekhov has 
“nearly been domesticated as an English 
playwright.” To see “Ivanov”, “Uncle Va- 
nya”, and Brian Friel’s Chekhov-themed 
“Afterplay” in quick succession is to 
glimpse the Anglo-Irish theatre’s abiding 
empathy with dramatic literature’s pre- 
mier poet of the misspent life. 

That sense of waste is nowhere more 
vivid than in “Ivanov”, which the National 
Theatre has revived in a new version by a 
Scottish dramatist, David Harrower. The 
National’s choice of this particular text 
might seem odd, given that no less an actor 
than Ralph Fiennes appeared as Ivanov in 
a widely acclaimed 1997 production of 
Chekhov’s seminal early play that trav- 
elled from London on to Moscow. 

But it has often been the way of the 
London theatre purposefully to invite di- 
rect comparisons. By that reasoning, if you 
can have the Redgrave family playing Che- 
khov’s three sisters directly on the heels of 
Ireland’s Cusack siblings, as has indeed 
happened, five years between produc- 
tions allows plenty of time to approach 
one of Chekhov’s other plays afresh. 

What’s more, there’s unlikely to have 
been a nervier and more edgy approach to 
“Ivanov” than the one chosen at the Na- 
tional by the director, Katie Mitchell. As if 
taking her cue from the snippets of 
Schnittke and Shostakovich that are heard 
throughout, Ms Mitchell has turned a por- 
trait of provincial Russian ennui circa 1886 
into a fiercely unsentimentalised portrait 
of communal agitation spilling over into 
rage. The language comes complete with 
references to bones “torn from their sock- 
ets", while Ivanov's anti-Semitic attacks on 
his dying wife are both casual and blunt. 

The result releases the play from Che- 
khov's natural languor while blunting its 
pathos in the process. With a deliberately 
indrawn Owen Teale leading an otherwise 


sharp-edged cast in the title role, this » 
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"Ivanov" has negative energy to spare and 
almost no compassion. It's Chekhov, one 
feels, done as bilious critique. 

That's never the case with the new 
Donmar Warehouse staging of "Uncle Va- 
nya", one of Sam Mendes's last produc- 
tions in the influential studio theatre that 
he has run for the last ten years. How, you 
might well ask, could a director possibly 
pass judgment on anyone in "Vanya" 
when the characters are so busy finding 
their own fault with themselves? In the 
end, it's hard to know whom to bleed for 
more~Simon Russell Beale's self-flagellat- 
ing Vanya, a would-be Nietzschean man of 
grandeur who has been condemned to a 
life without love. Or Helen McCrory in a 
career-making turn as Yelena, the object of 
Vanya's affections: a shimmering vision in 





white whose caresses possess a teasing 
cruelty that this elegant fashionplate has 
turned on herself. 

Brian Friel's crisp version of the play, 
first seen in Dublin in 1998, flirts with the 
madness that "Ivanov" embraces head on. 
Describing himself "on the verge, on the 
verge, on the verge", Mark Strong's Astrov 
gives vent to the turbulence that expands 
our perceptions of a merely soulful Che- 
khov. There's a double fascination, then, to 
be had at "Afterplay", a 70-minute Friel 
original—at the Gielgud theatre after a suc- 
cessful run in Dublin—that posits a chance 
meeting in Moscow two decades on be- 
tween Penelope Wilton's now middle- 
aged Sonya, Vanya’s determined helpmate 
and niece, and John Hurt’s Andrey, the 
lone brother to Chekhov's three sisters. 





How has everyone fared in the interim? 
Not brilliantly, it emerges, as the two trade 
notes: Vanya has had a stroke; Masha, the 
liveliest if most tenaciously smitten of An- 
drey’s sisters, shot herself aged 30 (shades 
there of the suicidal Ivanov); and Sonya 
has herself succumbed to what she calls 
that “endless tundra of aloneness”. All this 
may sound dreary but really isn’t, actually, 
for the simple reason that “Afterplay” is 
canny enough, and Chekhovian enough, 
to lace its heartbreak with laughs. 

For proof, consider the curt summation 
of what has happened to Yelena, since she 
was last seen in “Uncle Vanya” holding an 
entire estate in erotic thrall. Yelena now tra- 
vels, Sonya reports briskly, and Penelope 
Wilton lands the line with the aplomb of a 
born comic, “wherever there are shops.” ai 


‘interests 


piece of common: 
France's anti-Am 





BANK MANDIR 


THE TRUSTED AND PREFERRED BANK 





* Semester Consolidated Result Highlights 


January 1% - June 30% 


us 
o 


2 


Notes : 
1) Based on exchange rate June, 30 2002 : 1 USD = Rp 8,740 ; June, 30 2001 : 1 USD = Rp 11,440 


2) Non Performing Loan to Total Loans 
3) Overhead Expenses/Net Interest income, Commission and Fees income and Other Operating Income (exclude gain on foreign 
exchange transactions and gain from increase in value and sale of securities and government bond) 
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Walter Annenberg 


Walter Annenberg, media tycoon and ambassador, died October 1st, aged 94 


NE of the eternal mysteries of life is 
why so many men with pots of 
money want to have more of it. With Wal- 
ter Annenberg, the better question was 
why he should have wanted to give the 
stuff away. This he did, by the shovelful. 
Still, he had to make it first. Although he 
started out, as he said himself, “with an 
awful lot handed to me", it was not all in 
the form of dollar bills. The silver spoon 
bequeathed by his rags-to-riches father 
was laden with debt by the time the old 
man died. Worse, it was stained by dis- 
grace: in 1940, Moses Annenberg had been 
sentenced to three years in prison for tax 
evasion. Walter was haunted by the mem- 
ory for the rest of his days—not least per- 
haps because the government, in return 
for a plea of guilty from the father, 
dropped similar charges against the son. 
In any event, as a minus-millionaire on 
a grand scale—the net $2.9m owed by his 
father's estate in 1942 would be worth 
$32m today—Mr Annenberg had every rea- 
son to get his act together. And this he did. 
Though he had dropped out of university, 
he had already been quick in paying off his 
father's unpaid taxes. Now he was to trans- 
form his father's businesses, among them 
the Philadelphia Inquirer and a couple of 
racing papers, plus a wire service that sent 
racing results to bookmakers across the 


country, into a huge media empire. In 1944 
he started Seventeen and began buying 
television and radio stations. This led on to 
the purchase of some local television-list- 
ings magazines, which, in an inspired act 
in 1953, he combined into TV Guide, whose 
circulation was eventually to reach 20m a 
week, with revenue to match. 

Money, however, was not enough for 
Mr Annenberg. He wanted respectability. 
This was to come partly by using the In- 
quirer to take up public causes and cam- 
paigns. He also developed a taste for art, 
and a fine collection, especially of Impres- 
sionists. He was equally eager to cultivate 
politicians, among them Dwight Eisen- 
hower, Richard Nixon and, in due course, 
Ronald Reagan. The Reagans were regular 
visitors at Sunnylands, the Annenbergs' 
verdant retreat in the Californian desert. 

Above all, though, Mr Annenberg 
earned respectability by giving his money 
away. He had started to do this the day he 
left his prep school, with a gift of $17,000 
for a running track. By the time he died, he 
had handed over more than $2 billion in 
cash, and pictures worth at least half as 
much. The recipients varied from individ- 
ual employees of his companies to the 
Philadelphia Orchestra, from the United 
Negro College Fund to the White House 
(which got a bowling alley), from Harvard 


to various Republican candidates. 

He did not, however, buy his ambassa- 
dorship to the Court of St James, the ap- 
pointment that probably brought him 
more respectability than any other, and 
certainly more pleasure. True, he gave 
money to CREEP, the Committee to Re- 
elect the President, but that was after 
Nixon had sent him to London. At first, the 
British found Mr Annenberg a bit of a joke. 
In answer to a question from Queen Eliza- 
beth, he said he was suffering some “dis- 
comfiture as a result of the [embassy's] 
need for, uh, elements of refurbishment 
and rehabilitation". But he won hearts, if 
not minds, by throwing lavish parties and 
opening his chequebook to British causes. 

Great as his beneficence was, it could 
be self-serving. When he gave his picture 
collection to the Metropolitan Museum of 
Art in New York-rivals had been sucking 
up hopefully—he extracted preposterous 
terms. The pictures should always be kept 
together, preventing any from going to an 
exhibition elsewhere; the galleries in 
which they were to hang should be rede- 
signed to his liking; and they should dis- 
place to the fringes the Havemayer be- 
quest, a collection of much higher quality. 

In this, as sometimes in the way he 
used his newspapers, he seemed to show a 
rich man's contempt for decency. At his be- 
hest, for example, the Philadelphia Inquirer 
waged a savage campaign against a Demo- 
cratic candidate for governor who had crit- 
icised a railway merger. It turned out later 
that Mr Annenberg was the biggest share- 
holder in one of the companies to be 
merged. He would order the publication of 
unfavourable articles, just as he once for- 
bade his television stations to broadcast a 
documentary on Nixon, because it in- 
cluded an interview with Alger Hiss, a 
“treasonable spy”. And he would nottoler- 
ate any mention at all of some people in 
the Inquirer, among them entertainers 
such as Dinah Shore, politicians such as 
Harold Stassen, campaigners such as 
Ralph Nader, various socialites who had 
offended him and the entire Philadelphia 
76ers basketball team. 


To give is indeed better than to receive 
Mr Annenberg lived in the traditional style 
of a tycoon, with private jets and a retinue 
of servants, but life was not all pleasure. 
His first marriage ended in divorce, and his 
son, a schizophrenic, killed himself. Yet 
what separated him from most of the su- 
per-rich was not these sadnesses, nor even 
that he gave some money away; it was that 
he gave so much of it away. Thus he be- 
came known less as a businessman than 
as a philanthropist. Moreover, he found 
that—thanks to his father’s nemesis, the tax 
laws—good works on a vast scale can bring 
fame without really diminishing fortune. 
Mr Annenberg did not die a pauper. 
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Satta Awe wusnews. com/usnews /ettu/grad/ THE AMERICAM GRADUATE SCHOGL 
tankings/mba/oriet/mbaspb brief pho OF ANTERMAYIONAL MANAGEMEN? 


For information, please visit our website or contact us directly. 
Tel: +9120 520 0160 TUUS 


Fax: 431 20 520 0161 info@aif.ni 





Lar 


INSEAD 


Executive Education 





Advanced Industrial Marketing Strategy 


In today's complex business arena, the ability to create a distinctive yet financially viable 
identity is critical to retain clients and attract new ones. Highly specialised skills fine-tuned 
to the current climate are essential to achieve this objective, outsmart rival organisations 
and generate real competitive advantage. 


Advanced Industrial Marketing Strategy (AIMS) is a unique programme designed to enable 
senior marketing executives or strategic managers to develop such skills. It will promote 
your ability to: 


* Devise innovative and successful global business-to-business marketing plans 
* Considerably improve customer relationships 

* Learn how marketing can leverage R & D. with remarkable results 

* Discover the secrets of managing and motivating field staff 

* Build highly profitable strategic alliances 


Moreover, by participating in INDUSTRAT - the leading-edge business-to-business simulation 
specially developed by INSEAD - you can immediately put the concepts you have learned to 
the test. interaction with AIMS participants from other industries will allow you to learn 
from each other and successfully present your ideas. 


Ask yourself: can you or your company afford to miss out? 


The Global Learning Network 


Europe Campus, Asia Campus, INSEAD Wharton Alliance 


UA UE 


aimsO7eco 
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[ESCP-EAP MBA] 


INTERNATIONAL 
MBA in Paris 





Entirely in English, the ESCP-EAP MBA in Paris 
is an unusually multicultural experience, with over 


pam) 
Y 20 nationalities on the student body and faculty. 














Designed for experienced participants, it combines 
^ core courses in Paris with a wide range of electives and 
Qu international seminars 
co ESCP-EAP MBAs lead to senior positions world-wide: join 
U the network of 20,000 ESCP-EAP graduates in 65 countries 













l EQUIS and AMBA accredited. 
Ou Next Session — January 2003 
Q Contact MBA Admissions: mba@escp-eap.net 
A +33 1 4923 2791 - 79 avenue de la République - 75011 Paris 
«» With faculty and campuses ir is, Oxford, Madrid and Berlin, ESCP-EAP develop 


ESCP-EAP 


European School of Management 







CHAMBRE DE COMMERCE 
ET D'INDUSTRIE DE PARIS Learn everywhere. Manage anywhere. 


Realising your business 
ambitions requires some 
forward thinking. Some 
people take a year out 

and travel, others decide 

to do an MBA. Now you can 
do both at the same time. 


interMBA gives you the chance to | 
. international 

study an intensive MBA programme 

at three leading business schools. 

That means you'll study and 

experience life in three very 

different European cultures over 


a 12 month period. 


To find out more, please e-mail 
info@intermba.net, check out our 
website at www.intermba.net or 
call on +31 346 29 50 50. 


A European adventure that will change your future... 
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It’s a big world. 


Somebody has to run it. 


THE TRIUM Executive MBA — an alliance of 


New YORK UNIVERSITY STERN SCHOOL OF BUSINESS 
LONDON SCHOOL OF ECONOMICS AND POLITICAL SCIENCE 
HEC ScHOOL OF MANAGEMENT, PARIS 


TRIUM is the only truly integrated, truly global Executive 
MBA. Participants earn a joint degree in 16 months by 
attending concentrated two-week study modules at the three 
flagship schools, plus one week each in São Paulo and 
Hong Kong. Distance learning and team projects continue 


TRIUM between class sessions. It’s visionary, 
HEC 


focused and unique. Kind of like you. 


For more information, 


call +33 1 39 67 70 94 in Europe 


E M BA or +1 212 998 0442 in the United States. 


VISIT HTTP://APPLY.TRIUMEMBA.ORG OR E-MAIL INFO@TRIUMEMBA.ORG 





BE MORE SUCCESSFUL AS A CONSULTANT 


International Training Course on Essential Consulting Skills 


«$ November 24-30, 2002 in Potsdam, Germany 


More information under: www.change-management-toolbook.com 
Phone +49. 30 21 96 84 51 Fax +49.30 21 96 84 50 


(310bal 


When business gets wild Premier Education is your strength. 


+ 


ONLINE EXECUTIVE MBA imm 
K. |. ee X <o 


h 


o A TEATAN A ESSE SWISS 
dw u— | . ; ma ; 

fk mt. - ! QUALITY 
FOR FULL CATALOGUE AND INFORMATION EDUCATION 


WW Ww. C O l || e g e - C h Robert Kennedy College has been 


AONO . "-" qe granted legal status by the Cantonal 
admission@college.ch - Tel. +41 1 308.3908 - Fax +41 1308.3512 Department of Education. 


IESE's| MBA Programs Se ma 


Gase Study Presentations 





The Business 
of International Affairs. 











Frankfurt 
January 28, 2003 


Moscow 
November 30, 2002 


Amsterdam 
November 7, 2002 


Paris we 
November 16, 2002 


Munich 
November 19, 2002 


London 
November 20, 2002 


Milan 
December 12, 2002 


Budapest 
January 21, 2003 


New York 
January 25, 2003 


San Francisco 
February 5, 2003 


Oslo 
February 10, 2003 


Madrid 
February 27, 2003 





The Global Master of Arts Program (GMAP) 


As a successful public or private 
sector professional, you need 


Over the course of a single year, 
you'll participate in three short 





to be equally well-versed in the 
disciplines of business and 
international affairs. You can 
achieve that flexibility through 
the Fletcher School's pioneering 
Global Master of Arts Program — 
without having to leave your 
current professional duties. 


residency sessions and 33 weeks 
of intensive online instruction, 
conversation, and collaboration. 
With this unique arrangement, 
you'll join a learning community 
of peers from around the globe — 
a network that will last through- 
out your career. 


Warsaw 
November 28, 2002 


Come and join us 


For full details on these and other information 
events please visit www.iese.edu 





The GMAP International Curriculum includes: 


| 
PPP MES Y Crisis Management & Complex Emergencies * International Business | 
For more information contact: & Economic Law * International Finance * International Negotiation | 
International Politics * International Trade Economics & Investment | 


Global Executive MBA Leadership & Management * Transnational Social Issues 


Tel.: +34 93 253 6444 
Fax: +34 93 253 4343 
globalemba@iese.edu 


di | ESE 


Business School 


MBA Admissions 

Tel: +34 93 253 4229 
Fax: +34 93 253 4343 
mbainfo@iese.edu 


The Fletcher School 
of Law and Diplomacy 
Tufts University 

Tel: 617 627 2429 

www. fletcher.tufts.edu/gmap 
fletcher-gmap@tufts.edu 


University of Navarra 


Av. Pearson, 21 
08034 Barcelona, Spain 
www.iese.edu 





Preparing Leaders with a Global Perspective 
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The Cranfield MBA - developing tomorrow’ s leaders 


Choose from three first-class programmes: Full- time, Executive Part-time or Modular. 


‘For details contact: Cranfield School of Management, 


IET. (0) 1234 754386, E mbaenquiries@crantield.ac.uk, wwwicranfieldMBA. info: 





OKLAHOMA STATE UNIVERSITY 


D College of 


A EISE 
o Administration 


MASTER OF SCIENCE IN 
QUANTITATIVE FINANCIAL 
ECONOMICS (MSQFE) 
33-hour interdisciplinary curriculum 
focused on finance, economics, 
mathematics, statistics and agricultural 
economics. Students benefit from the 
Dynegy Trading Floor, Williams 
Institute for Quantitative 
Finance and the Center for Risk 
Management. Assistantships available. 
Apply now for Fall 2003. 
www. bus.okstate.edu/msqfe 
(405) 744-2801 * haskinm@okstate.edu, 

















MH iHe Verbi tere Tre AA ae IH rrr artem 










Totally Flexible 
MBA/DBA/PHD 


IMS degrees by Distance Leanming. You design your 
curriculum. You will not study material you already 
know ar do not need. No exams, you team through 
research & writing. No Bachelors or GMAT required. 
Faculty are successful business teadens/authors. 
Faculty wanted. Rushmore University, 1-835-425- 
gorustinore.edu www.rusthimorm edu. 





TO ADVERTISE WITHIN 
THE CLASSIFIED SECTION 
CONTACT: 


Esnonus 


London 
Ruth Fox 
Tei: (44-20) 7830 7000 
Fax; (44-20) 7830 7111 
ruthíox @ economist.com 
New York 
Beth Huber 
Tet: (212) 541-0500 
Fax: (212) 445-0629 
bethhuber@ economist.com 


Amr me mier e 


e Virtual 


| University: | 


ntensive: MBA in a year, studying Saturday 

yorkshops ~ commences January 2003. 

irtual: MBA in 24 months studying "virtually", 
h no attendance requirement. 






Freephone: 0800 052 397 


SeMS, University of Surrey, 


Guildford, Surrey GU2 7XH 


Tel: +44 (0) 1483 689347 
Fax: +44 (0) 1483 689511 


. Website: www.sems.surrey.ac.uk 
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Cranfield 


IVERSITY 
School of Mana gement 


Accredited by AACSB, AMBA & EQUIS 


Distance Learning 


AMERICAN DEGREE PROGRAMS 


2500 students in 112 countries study in their free time and earn 


Bachelor, Master, Ph.D. degree i in Business - Engineering or Liberal Arts | ur 


for a brighter future. We give academic credit for work experience. 
You can earn your degree in one year. Our instructors will guide you 
by fax, e-mail and phone. Use our INTERNET library. 
For a no cost catalogue contact us: 
P.O.Box 61707, King of Prussia, PA. 19010-USA 
Fax: 610 205 0960 e-mail: admissions@washint.edu 





——— — ——— —ÓM—BÁÓ PE Rad 


Appointments 





Director, Centre for the 
Economics and Management 
of Aquatic Resources 


Department of Economics - CEMARE 
£40,000 - £48,000 Professor 
£31,129 - £39,141 Principal Lecturer 


Portsmouth Business School, in a submission that included CEMARE, 
received a 4 rating in the 2001 Research Assessment Exercise, 


We are seeking an academic with an established research reputation 
in an appropriate area of natural resource management to lead this = 
internationally renowned research group. You will also be expected to 
make a contribution to teaching within the Department. 


With a strong background in economics or a related subject, you will be — 
able to demonstrate success in research leadership and in obtaining 
research funding. Appointment to Chair will be made for a candidate with 
an outstanding publications and research leadership record. 





Appointment will be made at Professorial or Principal Lecturer level. 


For an application pack, please contact us at the number (24-hour 
answerphone) or address below, quoting Ref: APBS 2039/E. 
Closing date: 1st November 2002. 


o 023 9284 3421 


© iobs@port.ac.uk 
E 


b © www.port.ac.uk 
University ot 


Personnel Services, University House, 
Portsmouth 












Winston Churchill Avenue, 
. Portsmouth PO1 2UP. 


|. Committed to equality of opportunity 





————Ó' ÁN 












The EUROPEAN AGENCY FOR RECONSTRUCTION, with its Headquarters in 
Thessaloniki and Operational Centres in Belgrade, Podgorica, Pristina and Skopje is 
responsible for the management of the main EU assistance programmes in the Federal 
Republic of Yugoslavia (the Republic of Serbia, Kosovo, the Republic of Montenegro) and 
the Former Yugoslav Republic of Macedonia. 


For more information on the activities of the EAR, see www.ear.eu int 


We are looking for a new staff member (Temporary Agent) who must have: 

* The citizenship of one of the Member States of the European Union 

* Fluency in written and spoken English, the Agency's working language 

* Experience of working in the Balkans and/or post-conflict or transition situations. 


We offer an 18-month contract (with the possibility of renewal) and a competitive salary. 


Programme Manager: Public Finances 
Grade A7/A4 ~ Ref No: PRI 026/TA 


The programme manager will be based in Pristina, working within our Operation 
Division, in the Institution building /Good Governance sector. 


Tasks: Under the supervision of the Agency's Head of Operations Division for Kosovo 
and the guidance of the programme manager responsible for the sector, the Programme 
Manager will provide professional advice to the Agency on this part of the substantial 
EC assistance package for Kosovo in the area of public finances. S/he will render full co- 
operation to monitors, evaluators and others in the Agency with regard to the fulfilment 
of their respective institutional tasks. S/he will also be responsible for all the main phases 
of project design and implementation in this field, but will also be required to work as 
part of a wider multidisciplinary team. 


Specific tasks will include: 

* Assessing needs and designing projects in the sector 

* Preparation of a detailed strategy paper and financing proposals 

* Drawing up terms of reference for tenders and contracts, strategy documents 
and reports as well as short term technical assistance which may be required 
to produce the strategy and other documentation 

* Appraisal of contractors reports, approval of payments and preparation 
of contract amendments 

* Drafting reports and commenting on consultants’ reports 

* Progress chasing, supervising and trouble shooting to ensure project progress 
is in accord with targets set 

* Maintaining a dialogue with the public authorities, independent institutions, 
beneficiaries and other donors active in this field 

* Representing the Agency at a range of meetings, including donor co-ordination 
and Supervisory Boards of EC-funded programmes in the sector 

* Undertaking field visits to monitor project progress, 


Job Profile: See general introduction. Furthermore, applicants should be able to think 
laterally and have an ability to prioritise and identify comparative advantages. Applicants 
need to be team players with good interpersonal and negotiating skills. It is important 
that the programme manager is able to work quickly against tight time constraints and 
be very adaptable and flexible in their approach. S/he will also need to be prepared to 
work in sometimes difficult conditions. 


Candidates must have: 
* University degree or higher education certificate, preferably in management 
or economy. Specialisation in public finances would be an asset 
* At least 5 years working experience in the field covered by the description of duties 
which should also include work in the economic and public administration reform 
. Sector with a specific emphasis on public finances management 
.* Proven track record in project management, monitoring and financial systems 
* Experiential knowledge of procurement and general contracting rules and procedures 
. (knowledge of EC rules and procedures would be an advantage) 
* Computer skills, including Excel, Word and other software. 


Applications should be submitted by e-mail only to admn@ear.eu.int, with a letter of 
interest indicating the job reference number and a detailed CV in English in conformity 
with the ‘European Curriculum Vitae Format’ as available on our website 
- http//www.ear.eu.int/jobs/jobs.htm 


The Agency is an equal opportunity employer, and encourages 
applications from women. 
Applicants will be short-listed on the basis of their CVs, and short-listed candidates 
will be invited for an interview. 
Candidates who have not been contacted by 31st December 2002 should consider 
that there will be no follow-up to their application. 


Deadline for the submission of applications: 20 October 2002 





IT Expert Engineer 
Grade A7/A6 - Ref No: BEL 022/TA 


Please note a change in the text for the above post advertised in the 
Economist on 28th September 2002: 
This post will be based in the Headquarters or in one of the Operational 
Centres and not necessarily in Belgrade as originally advertised. 


For more information, please visit our website 
http:lwww.ear.eu.intljobsljobs.htm 


| ARE YOU A 40 YR+ SENIOR EXECUTIVE 
EARNING $100K+ PER YEAR? 


If so, you possess the invaluable business expertise which only 
comes with maturity. Are you continually frustrated with your current 
job opportunities? You need the international job search experience 
that only Resume Broadcast International offers with the personal 
contact necessary for success. That's why we work 24 hours a 
day, 7 days a week, 365 days a year for our clients. Don't wait 
another minute, contact us today to advance your career. 


Resume Broadcast International 
P.O. Box 6930, San Diego, California 92166, USA. 





Grogodegst d Tel: 619 224 9257, Fax: 619 224 9268 
Ys Cras eror Email: 102224.3306 6 compuserve.com 





—RÓárÓ 


Hi 


United Nations Educational, Scientific 
and Cultural Organization 











UNESCO is seeking for its World Heritage Centre 
qualified candidates to fill the following 
post at its Headquarters, Paris, France 





The successful candidate will be in charge of the administration of 

the Centre which involves: 

- Advising and assisting the Programme Units in the 
preparation and implementation of all programmes under 
the Centre's responsibility; 

- Ensuring the efficient budgetary, financial and administrative 
operations of the Centre, applying existing rules, regulations 
and procedures; 

- Supervising a small team of clerks. 


Qualifications and experience required 


- University degree or equivalent training in public administration 
or related field. 

- Atleast 5 years’ experience in administrative, financial and 
budgetary areas, acquired preferably in an intergovernmental 
or large international nongovernmental organization. 

- Wide knowledge and experience in using software systems 
for accounting and financial matters, in particular SAP. 





Applications from qualified women candidates are encouraged, as are 
applications from under- or non-represented Member States. 


The Economist October 12th 2002 


z JOB H U N T ING M IN T 
^ Executive $75K-S00K+. Career searching into, wit 
Asia / Europe / M.East / U,S.? Contact for Free Info & Critique — 


USA/Canada 
Europe +44 20 75048280 — cpeuropet@careerpath.co.uk 
Asia / M. East / Aus 















rithin or out: VIT e 


www.careerpath.co.uk 
Fax: Email: 
*1 2024781698  cpamericaicareerpath. co.uk 


*66 2 2674688 





cpasia&ibkk loxinfo.co.th 





Research 


Do you want to change the world? 

At Oxfam we are fighting poverty and suffering by 
challenging the national and international policies 
that cause them. Good research is critical to 
campaigns aimed at changing policies, so we are 
scaling up our research effort. Our current campaign 
priorities include trade, access to basic services and 
conflict and humanitarian emergencies. 





Oxfam works with 
others to fing VE are looking for 3. Policy Advisors and a Research 
Assistant with strong research Dackgrounds, 
lasting solutions ; A : 
te Dovitty motivated by a commitment to achieve change. 


and suffering. 
POLICY ADVISORS (RESEARCH) 


Salary: £26,980-E34,730 p.a. 

Conflict & Humanitarian Policy Ref: INT 121 
Gender Policy Ref: INT 123 
Social & Economic Policy Ref: INT 122 
Successful candidates will manage a major research 
programme linked to our campaigns and advocacy 
work, developing evidence rooted in Oxfam's 
experience of working with poor people. You will 
have a post-graduate qualification in economics, 
social science or development studies and a proven 
track-record in research, This must include evidence 
of publications, management of research programmes 
and an ability to think strategically in designing 
research programmes. 


RESEARCH ASSISTANT | 


Salary: £21,100-£27,250 p.a. 

You will hold a graduate or preferably post-graduate 
qualification in economics, social sclence or 
development studies, and have a proven interest 

in development, Ref: INT 124 
This is a re-advertisement and previous applicants 
should not reapply. 


Closing date: 25th October 2002. 
Interviews: wic 11th November 2002. 
It will save Oxfam money if you apply 
on-line at www.oxfam.org. uk/careers 
Alternatively, send a large SAE to 
Claire Humphreys, Policy Department, 
Oxfam GB, 274 Banbury Road, Oxford 
OX2 7DZ, making it clear which post(s) 
you are interested. in, quoting the 
relevant job. title and reference code. 
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io make appropriate. « "ahquiries "and jake: 
appropriate -advice - before sending maney - 
incurring any. expense: or entering into a binding 
commitment in relation to an advertisement. | 
The Economist Newspaper Limited shall not be 
liable to any person for loss or damage incurred 
or suffered a5 a result of his / her accepting or 
offering to accept an invitation contained in any 
advertisement published in The Economist, 












TOP Positions, Salaries & Benefits 
Visit us Online for Job Opportunities! 
Aifiliates (Piecruiters) Needed 





www GreenCardipaciatisiea.caom 







SEEKING INTERNATIONAL 
ENTREPRENEURS 


Our US. clients need a number of "take-charge" individuals to 
establish, manage and expand business enterprises overseas. If you 
have successfully conducted business in foreign countries, we may 
be able to offer you an attractive employment opportunity. Your 
ability to conduct business in one or more foreign languages will 
greatly enhance your prospects for an employment offer. 


Clients have expressed interest in the following skills/backgrounds: 


* IT Development and International Communications 
* Science, Technology and Engineering 

* international Marketing and Sales 

* International Finance 

* Political Risk Analysis 


These positions are foreign-based. Applicants must be entirely 
comfortable with the prospect of living and working outside the 
United States. Your employment may require business negotia- 
tions, marketing and sales skills, personnel recruitment and small 
enterprise management, with significant personal responsibility 
for business decisions. These positions are ideal for motivated, 
independent, take-charge men and women with a desire to live 
and work abroad for an American company, with generous 
U.S.-based. compensation and benefits. No telephone calls will 
be accepted. Decisions on all applications will be made by our 
clients based on the resume and cover letter you send us. 

You will be contacted if your background matches the require- 
ments of one of our clients. 


Email your response, including code ECONIOO! in the subject 
line, to: careers@chamberscm.com. Please attach your resume 
and cover letter as a text file (.txt). Or, reply by fax to: (866) 
337-3349. 


For more information, please visit our website: 


www.chamberscm.com 


EOE, M/F/D/V 


Chambers, Chakiris & Mann 


a M MALI 


— INTERNATIONAL EMPLOYMENT SPECIALISTS 


www.chamberscm.com 





** WORK IN USA ** 


185,000 Employment VISAS Avalla 
IT PROFESSIONALS, ÉENOINERRO, ARCHITECT. 
BERNE TANTS, PHYRicians.,. Teruras Ern. 
















preparatory commission for the 
TE Eos ponens pur nuclear-test-ban 
B vies COMMISSION ` MERNANI 









1 je seek to recruit highly qualified candidates for the follawing positions: 








— DOCUMENTATION OFFICER (VA107-30-2002) 
Closing Date: 6 December 2002 


DUTIES AND RESPONSIBILITIES: 

Under the supervision of the Chief, Documentation Section, On-Site 
Inspection Division, to: Provide substantive support to the Governing 
Bodies for the elaboration of the draft OS! Operational Manual. 
Research, analyse and prepare resource material for the drafting of 
subsidiary documents in the framework of the OSI instructions, 
handbook and standard operational procedures. Ensure the proper 
collation and presentation of administrative and legal input for the draft 
OSI Operational Manual and other relevant documents for use by the 
Governing Bodies. Contribute to organization and running of the OSI 
workshops, act as resource person, be responsible for the proper 
maintenance and updating of documentation on specific OSI activities, 
technologies and procedures. 


QUALIFICATIONS: 

University degree in international law, public or business administration 
or a related field. At least five years relevant working experience in a 
field related to the work, some of which should have been in an 
international environment, preferably including experience in 
multilateral arms control and/or disarmament. Fluency in English and a 
good working knowledge of at least one other of the official languages 
of the CTBTO Preparatory Commission. Excellent communication skills 
in English. 


































TRAINING OFFICER (VA105-33-2002) 
Closing Date: 29 November 2002 


DUTIES AND RESPONSIBILITIES: 

Under the supervision of the Chief, Training and Operations Section, On- 
Site Inspection Division, to: Participate in the development of the Long 
Range Plan (LRP) for OSI training and exercise programme. Organize 
training courses and exercises. Prepare and maintain the list of potential 
inspectors for training. Design and implement of the future Operations 
Support Centre and the training of personnel. 


QUALIFICATIONS: 

University degree in geophysical science, physics or engineering or 
computer science or logistics or a related field. At least five years 
relevant working experience as a trainer, preferably part of which should 
have been in an international environment. Fluency in English and a 
good knowledge of at least one other of the official languages of the 
CTBTO Preparatory Commission. Excellent communications skills in 
English essential. 


REMUNERATION/CONTRACT FOR BOTH POSITIONS: 
Depending on professional background and experience, indicative tax- 
free annual net base salary (inclusive of a variable element for post 
adjustment) from US$ 57,456 (without dependants) and USS 61,553 
(with dependants), subject to deductions of contributions to the CTBTO 
Provident Fund and Health Insurance Scheme. Additional benefits 
include, when applicable, dependency allowance, education grant for 
children, rental subsidy, six weeks vacation per year, home leave travel 
every two years. Initial contract for fixed-term of three years. 





For more information, see the CTBTO Preparatory Commission's homepage: 
http://www.ctbto.org. When applying, please quote the number of the 
Vacancy Announcement (VA) identified above and complete the CTBTO 
Preparatory Commission's Personal History Form, which is obtainable 
from the homepage. The CTBTO Preparatory Commission reserves the right 
to undertake correspondence only with shortlisted candidates. 


.CTBTO Preparatory Commission, Provisional Technical Secretariat, 
Personnel Section, Vienna International Centre, Room E0979, P.O. Box 1200, 
A-1400. Vienna. “Tel: (43.1) 26030 6210. Fax: (43.1) 26030 5897. 
E-mail: personnel @cthts.org 








United bicis Office for Project Services. 


The United ! Nations Office for Project Services, Executing Agency tor the 
United Nations Environment Programme Post Conflict Assessment Unit 
seeks qualified candidates for the position of: 


Project Coordinator and Environmental Expert 


The United Nations Environment Programme (UNEP) and the United 
Nations Compensation Commission (UNCC) have agreed to establish an 
environmental databank, which the UNCC will use to analyze and 
evaluate the progress and results of 69 monitoring and assessment projects 
in the Persian Gulf Region. The databank will contain information from 
claimant governments regarding the monitoring and assessment projects, 
and, in addition, information about environmental policies, legislation 
and general state of environment reports. The databank will also provide 
information about available remediation methods and technologies. 
Based. in Geneva the databank will specifically provide environmental 
database services to the UNCC Panel of Commissioners for the 
environmental claims. 
Main responsibilities: 
* Screen and analyze all information related to the 69 monitoring and 
assessment projects in the region. 
e Participate in the development and implementation of an information 
management services in close collaboration with the UNCC. 


Qualifications 

* Excellent knowledge of environmental assessment methods. 

e Knowledge of environmental information systems and databases 

e Acquaintance with the Gulf Region, its key environmental features 

e Solid knowledge of international law and environmental economics 
is desirable. 


Application deadline: October 27, 2002 


Interested applicants are invited to visit our web sites www.unops.org or 
www.unep.ch for further details on this announcement. 


WIOD 


Developing and Managing a Lease Guarantee Scheme: 
Invitation to Tender 


The Waste and Resources Action Programme (WRAP) plans to launch a Lease 
Guarantee Scheme in Early 2003. The Scheme is intended to increase 
investment in the recycling sector. WRAP intends to use the scheme to offer 
guaranteed leases on specified types of plant and machinery to businesses in 
the recycling sector. 

WRAP invites suitably qualified candidates to bid for the development and 
management of a Lease Guarantees Scheme. WRAP wishes to appoint a 
specialist asset management and remarketing company as their agent to 
manage this scheme. WRAP requires expert support from this strategic partner 
to develop the scheme and then be available to manage individual 
competitions within the scheme when WRAP determines the need and 
opportunity for them. 


WRAP is an organisation that has been established to promote sustainable 
waste management, Its particular focus is creating stable and efficient markets 
for recycled materials and products. A company limited by guarantee, WRAP 
has substantial Government funding for the period 2001 to 2004. This has 
been provided by: DEFRA (the Department for Environment, Food and Rural 
Affairs), DTI (the Department of Trade and Industry}, the National Assembly for 
Wales, the Scottish Executive and the Northern ireland Assembly. In addition, 
WRAP has funding for reducing the demand for primary materials in England 
by encouraging recycling and re-use of aggregates through the WRAP 
Aggregates Programme. This Programme is managed by WRAP and is funded 
through the Aggregates Levy Sustainability Fund. 


A full invitation to Tender document can be obtained from the WRAP website 
WWW.WIap,Org. uk or as follows: 


Requests. i, in: writing please to: 

Kelly Smythe, (INSOO11/E), WRAP, The Old Academy, 21 Horse Fair, 
Banbury, Oxon OX16 OAH or e-mail: kelly.smythe@wrap.org.uk quoting 
reference INSOO11/E 


Closing date for submitted tenders: Tuesday 26th November 2002, 12.30pm. 





The Economist October 12th 2002 | 






















| PROFESSOR OF FINANCE AND 
_ | DIRECTOR OF THE CENTRE FOR 
| FINANCE AND INVESTMENT (Xfi) 















| i School of Business & Economies 











| Highly Competitive Salary + Generous Relocation 
Allowance 
















AS a result of a very generous multi-million pound benefaction, the 
University has established the Centre for Finance and Investment (Xfi). 
The intention is that Xfi should become a ‘world class’ Centre for 
research, teaching and professional practice development in the areas 
| Of finance and investment. The Director will play a pivotal role in setting 
the agenda for the new Centre and for developing and implementing a 
strategy that contributes to leading edge international thinking and 
which promotes good teaching in finance and investment. 










You should already have established an international reputation as an 
outstanding academic and be able to demonstrate the impact that 
your ideas have had on the thinking of leading practitioners. A clear 
Strategic thinker, you will have the dynamism and flair to provide 
leadership and direction to a team committed to pursuing world class 
standards. You will also possess the ability to forge successful and 
productive partnerships with leading academic and financial 
institutions. 











In order to allow the Director to maintain a principal focus on research 
and teaching, we expect to appoint a Business Development Director 
to work closely with the Director, fulfilling other aspects of our strategy. 







Information is available fron www.exeter.ac.uk/jobs 
or e-mail a.howes @ exeter.ac.uk or fax 444 (0)1392 
263414 quoting reference number 9101. Closing 

date for completed applications is 8 November 2002. 


Equal opportunities employer 
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Travel — 
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PRIVATE HOTELS 





Maldhaus 


| 

| 

| 

: Sils-Maria = 6 miles from bustling St. Moritz: 

| An unspoiled and peaceful alpine village amidst gleaming lakes + 
| impressive mountains. And above it all this remarkable + historic 
| hotel, family owned and managed ever since it opened in 1908 
| 2002-2003 winter season: 
| 2003 summer season: 


Dec. 13 to April 23 
June 12 to Okt. 26 


Grand, but friendly and relaxed; children very welcome! Great 
hiking, skiing and much else. Free pickup at St. Moritz train station. 


m CH-7514 Sils-Maria TS db d 
me ici +4181 838 5100 - Fax +4181 838 5198 
Es Www.waldhaus-sils.ch 
M +F Dee cu. Kienberger kk kk 


— ENGADIN 





———P M AATA 


t 







swisscontact 


For one component of the Project Developing Business Service . E 
Markets in. Bangladesh, Swisscontact, Swiss Foundation for .. 
Technical Cooperation, is looking for an | 


International Expert for 
Conducive Business Environment 


For information: 
Please visit our website: www.swisscontact.org 


Swisscontact, Human Resources, Dóltschiweg 39, 
CH-8055 Zürich, Switzerland 
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Tenders 


REPUBLIC OF MALI 


MISSION DE RESTRUCTURATION DU SECTEUR COTON (MRSC) 
COMPAGNIE MALIENNE POUR LE DEVELOPPEMENT DES TEXTILES 
(CMDT) 


SALE OF ASSETS BY THE CMDT IN THE OHVN-KITA AREA 
TO CREATE A NEW PRIVATE COTTON COMPANY 


CALL FOR TENDERS 


Pursuant to the action plan detailed in the Cotton Sector Development Policy Letter 
(LPDSO), the Government of the Republic of Mali has decided to prompt the creation 
ot a new Cotton Company in the OHVN and Kita areas, The new Cotton Company will 
take over the industrial assets currently held by the CMDT in these areas. 


The CMDT assets to be purchased by the new private cotton company are: 


* The Ouelessebougou ginnery (buildings, installations and equipment). The 
factory is located in the OHVN area. Currently under construction, it is nearing 
completion. It will have a daily ginning capacity of 320 tonnes of cottonseed. 

^ The Bamako ginnery (buildings, installations and equipment). The factory is 
located in the OHVN area. It has a daily ginning capacity of 104 tonnes of 
cottonseed, 

* The Kita ginnery (buildings, installations and equipment). The factory is located 
in the Kita GMOT area. R has a daily ginning capacity of 320 tonnes of 
cottonseed. 

* The building housing the CMDT's Kita regional headquarters. it is located in the 
city of Kita. 

* The other buildings and installations located in the Kita CMDT area (stores, 
ZAER housing facilities, etc.). 


The surface areas exploited for the cultivation of cotton in the factories’ supply zone. 
are of: 40 254 hectares for a production of 35 553 tonnes of cottonseeds in the OHVN 


area and 34 378 hectares for a production of 36 042 tonnes of cottonseeds in the Kta c foo 


area (2001-2002 crop year), 


This call for tenders is addressed in priority to strategic investors with a proven — 
experience in agribusiness, outgrowers support and marketing in the cotton sector or E 
in other tropical agro-industrial sectors of activity, 

The tender documents wil be available as of 30 September 2002. 


The tenderers will have to meet eligibility criteria based on their references and — 
experience in the management of similar agro-industrial complexes, their financial. 


statements, their business ethics and the absence of conflicts of interest, A list of- : 


eligibility criteria is available from the contacts mentioned below. 


The tenderers will have to visit the assets for sale and will be able to participate ta 
the visit organised by the government during the week of 21 October. x 


The tenderers’ efigibility document will have to reach the MRSC at the address 
indicated below at the latest by 31 October 2002 at 10:00 am. The tenderers ^ 
representatives will be invited to assist to the opening of the eligibility docurnent, . 
which will take place on-31 October at 10:05 am in the offices of the MRSC. The 
tenderers will be informed of their eligibility on 8 November and eligible candidates will 
be invited to submit a technical proposal for 25 November 2002. p 


In order to obtain the tender documents, please contact the persons listed below. A. 
non-refundable check of FCFA 600 000 (or EUR 900) to the order of the Mission de. © 
Restructuration du Secteur Coton and the signature of a confidentiality commitment 
will be required. : 


MISSION DE RESTRUCTURATION DU SECTEUR COTON 
Mr N'Fagnanama Kons / Mr Yaya Coulibaly 
462, Avenue Moussa TRAVELE 
Quartier du Fleuve - Bamako B.P: E 368 
Tet: (223) 223.86. 14/ 223.86.15 
Fax: (223) 223. 86.15 
e-mail mrsc& datatech.net.mi . 


SOFRECO 
Mr Philippe Thevenoux 
92-98, bd Victor Hugo 
92115 Clichy ~ France 
Tal (33) 14127 9898 | ^ 
Fax: (33) 1 47 37 96 20 
e-mail: pth&bsofreco.com.— ~ 











“AT COLUMBIA UNIVERSITY 










< COLUMBIA'S EARTH INSTITUTE DIRECTOR JEFFREY D. SACHS SEEKS 
OUTSTANDING SCHOLARS TO APPLY TO BECOME 


EARTH INSTITUTE FELLOWS 


The Fellows Program is the premier program in the world for those dedicated 
to better understanding critical scientific and social issues to meet global sus- 
tainable development goals. Fellows will be guided by a multidisciplinary team 
of outstanding, committed senior scientists from a diverse group of Earth 
Institute research units and departments across Columbia University. 

The Earth Institute is the world's academic pioneer in mobilizing the sci- 
ences and public policy in pursuit of a sustainable future, especially for the 
world's poor, More than 800 scientists are applying their expertise to reduce 
hunger, disease, and environmental degradation, particularly in nations ravaged 
by the AIDS pandemic, climate change, and extreme poverty. 

The Fellows Program has significantly expanded. Designed to provide 
young, innovative scholars with the opportunity to build a foundation in one of 
the core disciplines represented within the Earth Institute (i.e., any of the social 
Sciences, Earth sciences, biological sciences, engineering sciences, or health 
sciences), the program offers a unique intellectual surrounding that fosters 
cross-disciplinary interaction, research, and education. 

Senior scientists interested in redirecting their career paths may also apply 
to the program. Specifically, candidates are sought who have demonstrated 
intellectual excellence and commitment and who desire a research career, 
within or across disciplines, that addresses sustainable development. 
Applicants are encouraged to visit www.earth.columbia.edu/postdoc/. Earth 
Institute fellowships will ordinarily be granted for a period of 24 months. 

Candidates should submit a proposal for research based in one of the core 
disciplines mentioned above. The proposal should indicate how the research 
will contribute to the goal of global sustainable development. Applicants should 
also indicate the general direction of the disciplinary, multidisciplinary, or inter- 
disciplinary training and research that they would like to pursue at the Earth 
Institute, This may represent the candidate's novel ideas or indicate interest in 
existing Earth Institute projects. Successful applicants will have the opportu- 
nity to engage in a modest amount of teaching, if they so desire. 

Proposals will be evaluated by the Earth Institute Academic Committee on 
the basis of the strength of the research proposal and relevance to the Earth 
Institute's goals. 

Application forms may be completed on line or printed from the Web: 






http://www.earth.columbia.edu/postdoc/. 


They can also be obtained by contacting: 


Postdoctoral Fellows Selection Committee 
The Earth institute at Columbia University 
535 West 116th Street, Mail Code 4335 
New York, NY 10027 
Telephone: (212) 854-3893 Fax: (212) 854-1993 


Ll. - Applications submitted by January 17, 2003, will be considered for fellowships. starting ii the X 


I summer or fall of 2003, and fellowship offers will be made early in March 2003. 


Columbia University is an affirmative action/equal opportunity institution. 
Minorities and women are encouraged to apply. ^. 





The Earth Institute 











Daiwa Scholarships 2003 


roung "talerited graduates and professionals from the UK are invited to 
apply for the Daiwa Scholarships, a unique opportunity to experience 
Japanese language, culture and work-placements. 

Since 1991, nearly eighty Daiwa Scholars have benefited from the 
programme and have gone on to successful careers in science, 


. engineering, social science, law, architecture, theatre and journalism. 


Further details: www.dajf.org.uk. Closing date: 12 December 2002. 


The Daiwa Anglo-Japanese Foundation 
Daiwa Foundation Japan House, 13/14 Cornwall Terrace, London NWI 4QP 
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Tenders 


GUATEMALA, CENTRAL AMERICA 


The Instituto Nacional de Electrificación 
-INDE invites to present offers for: 


“THE TECHNICAL AND FINANCIAL ADVISER FOR THE 
EMPOWERMENT PROCESS OF THE CENTRAL THERMAL 
POWER PLANT OF ESCUINTLA, GUATEMALA 


The Instituto Nacional de Electrificacion -INDE- with the objective 
to promote the empowerment of the Central Thermal Power 
Plant of Escuintla (CTE), Guatemala, invites through this 
announce to qualified consultants to participate in the 
presentations of offers to contract the Technical and Financial 
Adviser for this process. The requirements to participate are the 
following: 


i) Demostrable technical capability for the analysis and 
determination of the best technical option for the Plant 
(CTE) empowerment. 


li) Demostrable knowledge and capability to convoke 
development groups or private investors that have 
capability to lead to the sign of contract. 


ii) Financial analysis capability to develop models and 
evaluation forms required by the project. 


iv) Comparable work experience in the conception, 
development and selection of developers, investors and 
implementation of generation processes up to 80 MW. 


v) Demostrable participation in electric generation projects 
during the last 5 years. 


The cost of the terms of reference is US$2500 or the equivalent 
in the national currency Quetzales, at the purchase exchange 
rate that publish the Guatemalan Bank for the day that the 
purchase will be realized. They will be available at the Gerencia 
de Servicios Corporativos Office, located at Level N1 7?. Av. 


. 2-29, :9, Edificio La Torre, Guatemala city, Central America, 
"previo s pa ment at the Treasurer Office, located at the same 









in Spanish. shall must be delivered. on the date | 
sda ob Sth. 2002 at 9:30 hours (Local. 


orig of Directors Saloon, located at the same 
DU 
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The SCF Gron. est. in 1989 pee) full ranges of a services at what we believe are the 
most bebe rates currently é aval Hable by a licensed sis ional firm. 


- LONDON: 


LICENSED CU. —— Mord FR Y - Ri A Helen Harper LL. B (Hons), Dip. Law, AOI pups Lotery B.Sc (Honc) 
& TRUST TAE T | kdo : E-Mail: heienapscigroup.com E-mail: janson@setgroup.com 
f Tel +44 (B) 20 7352 2274 Charles Baker M.A. (Hons) 
Fax +44 (0) 20 7795 0016 E-mail: charles@scigroup.com 





Sterne & Co LLC 
M&A ADVISORS 


TO THE SOFTWARE INDUSTRY 
914.674.0220 
sterne@attglobal net 
HIRE THE MOST EXPERIENCED 


TAX-FREE S’PORE 
& OFFSHORE CO. 


Incorporation, tax planning & bank a/c 


Offshore Corporations | IMMIGRATE TO CANADA 
Banks, Trusts, Foundations We Can Help” 


: -" " 30 Years Experience in Inaignialon Matters 
Bank A/ Cs " C redit C 2 rds The law fem of Somjon & Peterson 
i httpi/wwn.somjen.com 
SPOEYPRAG DAZ NAC EE Email: somjendisomjen. com 
www. GLOBAL-MONEY com Suite S10, 1240 Bay Street, 
Toronto, Ontario, Canada, MER 247 
Tel (4169922 8083.— Fax: (4163022 4234 
"Ne Con Help" 


Allen & Bryans Consultants 
allen bryans@pacific.net.sg 
T: 65-63233021 F: 65-63233959 





Mrama area e 








e-incorporate.com 
* incorporate in all 50 states 
* U.S. bank accounts opened 
* Legal Delaware address 

CALL ANYTIME 
Tei: 1 800 423 2993 (toll free} 
ot +302 996 5819 Fax: 1 800 423 0423 
(USA/Canada only} 
or Fax: 4302 996 5810 


ccr en £ 


PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 
Write or send your manuscript to 


ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TW1 AEG. UK. 
E- mer eae Peco ad) com 







dud dui: cae Banking Specialists 
: Offshore Company Formation 
Private Bank Acquisitions 
Bank Introductions 
Credit Enhancement 
and Citizenship Programs 
Diplomatic Introductions 
Tel: +44 (0)20 7958 fn 
Fax: 444 (0020 7958 938. 


Email: Infoc?globalcapital.cc Gtobal hg 


OFFSHORE 
COMPANIES 


WEALTH PROTECTION » 
AND TAX MANAGEMENT semboury® ocra.com 


With over 25 years experience in 
facilitating offshore and international 
O F F «S H Q N F business, we deliver workable and cost 


kooo effective solutions. 
TAX-FREE 


Companies world-wide 











www.akcanada.com 


Pree onini consuduanion, 24 Iours per day, 7 days per week 
per das ys f 


Abrams & Krochak 
Canadian bamiggutien Lawyers 

2588 Mires Suec, Gute: AC, “Fens, Cien, MAS ERE 
dud. oe dle dI FIAT Fux, es (0 3 HS AR OUT 



































CUT THE COST OF YOUR 














STAY IN LONDON 
Comfortable self-contained serviced studio flats in 
A&nightshbnüdge near Harrods, fully equipped | 
Küchen-dinefíe, bathroom, phone, satelite TV. 
central heating, elevator, maid service. resident 
manager, Shull 1-2 persone. 
Brochure by AirMail: 

Knightsbridge Service Apartments 
45 Ennismore Gardens, 
London SW7 1AG. 
TEL: 020 7504 4123 Fax: 020 7584 9058. 
inta ksflats.cilomon co. uk 

www.ksfiats.demon. co.uk 
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Tenders 


A, 


REE NNR REIT 


lini 


Master Plan Development 
for Sulaimany University 


Solutions for Expatriates 





Trading or investing internationally 
compares, opening of bank accounts | | | an 
telfax/mail forwarding service 





Protecting your wealth 


UNESCO and the Ministry of Higher | UNITE DK KINGDOM. 


Education & Scientific. Research of the 
Council of Ministers of the fragi Kurdistan 
Region are planning the construction of a 
new university campus in Qilyasan, Iraq. 
SCTE Hiis Inlet Dave VOS years COE E-mail: london(? laveco.com 

experience in planning higher education fOO PI 70 0 050070 0 0750 07 0 


insütutions with at least 3 universities in a ; " 
country of the Middle East region. The finm ‘Tel: HUNGARY ian +44 ü 624) ; 899 ; 


will be asked to revise and enrich the "IO" ! 
program oof Requirements, produce Email organ Glnecoon Mes : Dus +44 (1624) 811 011 , 


community model alternatives and resulting ane i wey 
master plan. Conditions of contracts with Morem business DOCS EUH E 


Setting up a business overseas 





LAVECO Ltd. 
Tel: 444-207-556-0900 
Fax: +44-207-356-0910 


Contact David Stevenson for an 
exploratory discussion or a copy of 
our FREE 110 page brochure 


j Formation and administration of 





HEC A E TARDA RA Nene ROMANIA 
Sa meni for qualification, detalted Bl: 430-722-126-329 WWW.Ocra.com 
instructions for bidders are available at: E SEN NERONE 
Fax: 30-21-313-7177 VUE RUNE 
UNESCO co Chorne RAMBELOSON — DE/EPS | (d — mail: romania@laveco.com — 
t.rembeloson(CDunesco org CYPRUS 


del: 4357-24-636-919 
Fax: 4157.24-636-920 
E-mail: eyprusiillaveco.com 







7 place de Fontenoy - 75007 Paris - France 


fenders shall be delivered before 
November 30, 2002 in plain 
sealed packages ar the above address. 


ISO 9002 94 Certified « Credit cards accepted 
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Overview 


Equities tumbled around the world. The 
worst-affected stockmarkets were those in 
the euro area, especially in Germany, where 
the Xetra DAX index fell by 11.2% over the 
week. In France, the cac 40 index declined by 
9.7%. In America, the S&P 500 fell by 6.2%. 
In Japan, the Nikkei 225 fell by 5.6%. Brit- 
ain's FTSE 100 index fared less badly, but still 
declined by 4.2%. 


Much of the gloom in Germany reflects inves- 
tors’ worries about the banks. But there is 
also increasing concern about the prospects 
for growth in an economy that accounts fora 
third of Gop in the euro area. Industrial pro- 
duction in Germany was somewhat stronger 
in August than expected, but was still 1.4% 
lower than a year ago. German unemploy- 
ment remained at 9.8% in September. 


In America, wages rose by 3% in the year to 
September. The unemployment rate dropped 
slightly to 5.6% of the labour force. 


In Britain, manufacturing output stalled in 
August, leaving industrial production 3.5% 
lower over the year. But house prices con- 
tinue to rise sharply, keeping consumer 
spending strong as home-owners released 
wealth through mortgage-equity with- 
drawal. In the second quarter, this added up 
to 5.9% of disposable income, the highest 
level since the boom year of 1988. 
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Data on more countries are available to 
subscribers on www.economist.com 


Output, demand and jobs 























% change on year ago 

The Economist poll Industrial Retail sales Unemployment 
eee AS year 2002 — 2003 — ^ latest latest latest year ago 
Australia +24 +38 02 +38 + 3.5 + 2.7 Q? + 6.3 Q2 6.2 Se 6.7 
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Denmark 







Netherlands 























Spain Lu enun 11.3 Aug 106. 
Sweden — — «24 4 Jul 41 Aw! 43. 
Switzerland — «0.4 - 0.4 Q2. 2.8 Sep] 1.7 — 
United States — . 5.6 Sep 5.0. 
Euro area 8.3 Aug 8.0 





** change at an annual rate, {Not seasonally adjusted. tMay-July; claimant count rate 3.1% in Aug. SEU harmonised rate 8.3% in Sep. 
**Jun-Aug. T Revised series. 
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Prices and wages 
% change on year ago 
The Economist poll 
Consumer prices consumer prices forecast Producer prices ages/earnings 
epee ee latest —yearago - 2002 2003 — latest — yearago latest. yearago 
Australia — à$— «28 Q +60 +28 +25  -11 M «56 +37 Q «44 
Austria * 1.9 Aug + 2.5 + 1.7 247 -0.1 Sep +01 +23 Aug + 2.9 
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Money and interest rates The Economist commodity price index 
19954100 
n, 
, Moneysuppy* aai Interest rates % p.a. (Oct 9th 2002) "——ÀÓ : E id 
* change on year ago 3-mth money market — 2-year 10-year gov't bonds. corporate month year 
Loo Darrow broad — ^ latest — yearago — gov'tbonds — latest — yearago bonds Dollar index .».”.} 
Australia — - 42  * 88 Aug 489 NNI. NI AB uud SAO 19.75. att tems 74.5 74.3 -28 75 
Britain — — «86 +58 Ag — 391 — 441 13:98. AT AE 20h. dood . ^ 9s t 794 -31 4215. 
Canada — «162 — «7.3 Mg 281 298 — 3.4 — 495 532 688 o pigg e ee ELLEN, 
Denmark — «6.3 EAD T 7.0 Aug UR eens 3 45 500 CHEERS 3 A3 0005897585. 686. All 67.8 67.4 - 24 +11.6 
Japan — 315  *35 Ag — 002 — 001 — 000 — 134 139 12 pa 159 95 224 
Sweden * 2.2 + 4.2 Jun 4.03 3.71 4.06 4.82 5.19 40 serama mmm n een 
Switzerland — «12.0 — « 5.8 Aug | 076 2.172 108 | 252 3.00 398 .Metais — ^ 945 ..! 64.5 -&0 + 3.2 
United States + 32 +83 Aug 168 230 168 358 ^ 459 623 Steflngindex 
kuro areal — 678 — 170 4q — 103. 16? — 0301 —. 425 . 46$ — 53 E LLLI09.,, DE 09H 
*Natrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. Germany for bonds, Benchmarks: US 30-year 4.72%, Japan Euro Index 
No.242 1.15%. Central bank rates: US fed funds 1.75%, ECB refinancing 3.25%, BOJ overnight call 0.002%, BOE repo 4.00%. Sources: Allitems — — | 39.5 | ..998 . -33 +10.3 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Warburg, ORI-WEFA, Westpac, Thomson Yen index 
Datastream. Rates cannot be construed as banks’ offers. Allitems 97.2 98.2 40.8 421.6 
Ead ^ eec cundem it Us 
Stockmarkets $peroz — 32140 319.60 &— + 0.4 105 
Market indices West Texas Intermediate 
% change on $ dE barrel 30.77 29.46 -0.6 4310 
2002 PERRA one record Dec 31st 2001 
Oct 9th high low week high in local in $ 
E ae so an £ltrency terms _ 
Australia (All Ordinaries) — — 2,860.55 — 3,440.0 2,860.55 ^ - 28 ^  -166 ^ -146 -84 
Austria (ATX) — — — 1,0018 — 1,3572 1,0038 Z 6.9 T4 TRO c7 5 
Belgium (Bet 20) . . L773.] 2,8998 1173] ^ - 90 ^ -518 ^ -362 229.3 
Britain (FTSE 100) —  — 37424 5,3238 — 3,671.1 ^ - 42  -460 -283  -232 - 
Canada (Toronto Composite) — 5,695.3 — 7,9581 — 5,605.3 — - 6.6 &—  -500 ^ -259 -258 
Denmark (KBX) — — — 156.6 233.4 1566 - 35  .r481 , 7303  -22.7 .— 
France (SBF 250) — — ^— 1/945 3,0819 17945 ^ - 87 -591 ^ -398  -333 - 
11 KACO) sn 2,656.5 — 4,688.0 3 2,656.5 — 7 97  , 7616 ^ 7-426 -36.3 
Germany i (Xetra DAX) booo 2,597. M. 5 462.6 - "n 2, 597,9 E CC -67.8 B = -497 44.2 E 
Italy (BC) — — 9744 151.0 974k ^ - 9. 554 ^ -320  -247- 
Japan (Nikkei 225) —  —  — 8,539.3 11,9799 — 8,5393 ^ - 5.6 ^ -781 ^ -190  -1&2 
Topix — | oos 844.3 1339.4 — 844.3 03:9, 7707. 1&2. on 
Netherlands (AEX) — — 2914 — ' 531.2  2,291.4 - 829  , 7985 7425  -363 d— 
Spain (Madrid SE) — . — — 56 ud cuu LLL Le E -31.0  -?3.0 
Sweden (Affarsvariden Gen) — 122.7 2368 ^ 1227 ^ - 83 ^ -693 ^  =470 -401 
Switzerland (Swiss Market) — 4,435.0 — 6,604.1 — 4435.0 — - 8.5 — ^ -473 ^ -309  -227 - 
United States (DJIA) 7,286.8 10,635.3 7,2868 ^ - 60 -378 -273 -273 
.....,'(98P500 — ^ 7768 11725 ^ 7768 ^ - 62 -491 -323 -323 
(NASDAQ Comp) 1,1141 2,059.4 1,1141 -62 -779 ^ -429  -429. 
Europe (FTSE Eurotop 300)* 797.2 1,279.7 797.22 - 10 -532 -368  -299 
Euro area (FTSE Ebloc 100)* 639.4 1,125.1 639.4 -86 -588 -42.5  -363 
World (MSCI)? — 701.6 10044 ^ 7136 — - 30 -498 ^ ma -275 
World bond market — 499.1 5042 — 4303 +02 - 10 ^ ma +135 








*In euro terms. TMorgan S Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 
tSalomon Smith Barney World Government Bond Index, total return, in $ terms. 





Trade, exchange rates and budgets 














Trade balance*, $bn — | Current account č  ž — Exchange rate Currency units 

latest 12 $bn The Economist poll - trade-weig hted! per per per per 

months latest 12 mths % of GDP, forecast Oct 9th year ago $ £ euro — Y100 
———————- Og tne, a Te Oct9th yearago — — .  2002* 
Australia — —  — - 1J mg  — 16 Q — -37  -38 738 695 182 ^ 1.99 ^ 2.84 180 147 01 
Austria — — — - 14 dn —— 7 09 X4 — -16 —-17 — — na 100.3  — 101 1.10 — 158 - 082 
Belgium —  — £147 Jub *125 Jm$ +50 +52 oS na 99.3 101 110 158 = 082 ^ m it 
Britain — — — - 442 Ag — 5B Q —-234 -20 106.3 — 105.2 — 0.64 0.69  - — 0.63 0.52 —  -08 — 
Canada —— — *343 Ju +121 02 «20 +22 747 ^ 765 ^  —— 1.59 1597 . 048 157 129  — 10. 
Denmark —  — rto. + 33 MD +22 +20 OoOO 103.2 — 1030 — 7.53 — 816 117 7.43 609 22 
France +102 jl 273 A — *17 — *16 — ^a 109 101 — 110 — 158 — - 0.82 -20 
Germany — —  *106.6 Aug — — *319 Ag — * 14 — «11 — o Ma 989 ^ 101 110 ^ 158 ^ - 082 _ -28 
Haly — — — * 106 34 — — - 32 jm — — ni — -0. ^ nma —727 101 — 110 — 158 — - 082 ^ -14 
Japan 52865 Aug 114.0 Aug +28 + 2B 130.7 — 1393 — 124 120  — 193 122 ^ - ^ ^ -80 — 
Netherlands — «250 X — + 27 o $39 +36 0 2. na — 982 101 ^ 110 ^ 158 ^  - 082 ^  — 
Spain — — — - 367 Xi — — - ~ 15.3 Jn — -19 — -16 na — 744 — 101 —110 158 ^ - 082  4— 03. . 
Sweden — .  * 146 Aug — * 8.1 Ju — *33 ^34  —  — 713 727 929 — 106 ^ 145 9.7 7.51 ^ 241 
Switzerland + 3.5 Aug — +227 02 — «10.1 — «103 —  — — 1147 — 111.6 1 148 1.63 2.31 146 120 ^  — ma 
United States — -438.5 Ju — ^ -428.8 Q2 — -47 ^ -49  — 1149, MO hale Sa 5. 155 098 ^ OB. —0. 
Euro area + 83.3 Jul + 27.5. dul + 0.5 4 0.6 82.2 79.5 1.01 1.10 1.58 - 0.82 -1.5 


RE ———————É————————— P H——————— 


*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob, All others cif/fob. 11990-100, Bank of England. *OECD forecast. SNew series. 





di Emerging-market indicators "XE | The Economist October 12th 2002 | 


Overview 


Emerging stockmarkets have held up better 
than their more developed brethren this 
year. Share prices in emerging markets have 
seen an average loss of 15% in dollar terms 
since January, half the average decline in 

~ rich countries. Markets in Thailand, Indone- 
= sia, the Czech Republic and Russia have all 

> enjoyed double-digit dollar gains. 

















Taiwan's consumer prices fell by 0.7% in the 
12 months to September. A year ago, Argen- 
tina also had deflation, but prices have 
surged by 38.5% over the past year. 
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GDP Industrial Consumer Trade Current reserves* 
production prices balance account $bn, latest 


China «8.0 G2 +12.7 Aug ~ 0.7 Aug -29.1 Aug +17.4 2001 250.5 Jul 


nmn RHENUM 


Hong Kong -11.2 02 ~ 3.3 Aug - 8.4 Aug +15.7 a2 111.2 Sep 


€—€— | PM " ent Rad A RINE PR A A Pe BN NTP PAPAS REPRE 





% change on year ago Latest 12 months, $bn Foreign 





India — — $6.0 o *64 Xi ç *39 ag — SLD Mg +20 Q 595 Sep 











Indonesia 


C ———— M ——ÓM UR RE 


Malaysia +38 üz * 5.9 Aug + 2.1 Aug +12.8 Aug +69 Qe 33.0 Aug 


P i nt mt aa ty EAL AA AAAA EAA S A EAA AR PINE AAAA AAE ARS s 


Philippines +45 q + 6.4 Ji + 2.9 Sep * 2.8 3 + 6.3 Jun 13.2 Sep 


~13.8 01 +10.1 Sep +26.6 Aug *6.1 i 29.3 Aug 


—————— M — ————— e ROAR ERR RR A P ———Á REPERI o RR 














Singapore +39 Q +15.8 Aug ~ 0.4 Aug + 6.9 Aug +17.5 02 80.7 Sep 


South Korea + 6.3 Qe + 8.5 Aug + 3.1. Sep + 9.9 Sep + 5.5 Aug 116.5 Aug 


Taiwan + 3.0 Qe + 5.8 Aug ~ 0.7 Sep +18.2 Sep +248 Q 156.4 Aug 


Thailand +51 ae +11.4 Aug + 0.4 Sap + 3.4 Aug + 6.3 Aug 37.7 Aug 
Argentina -13.6 a2 - 9,2 Aug 438.5 Sep *14.1 Aug + 3.9 a2 9.2 Aug 






































Brazil + 1.0 a2 + 0.9 Aug + 7.5 Aug + 9.9 Sep — -15.2 Aug 37.6 Aug 

















Chile +17 02 ~ 1.0 Aug + 2.3 Sep + 2.4 Aug ~ 0.6 2 14.9 Aug 





Colombia +22 (0? + 2.7 Jul + 6.0 Sep + 0.5 Ju -1.4 Qi 10.6 Aug 























Mexico +21 a +19 m + 5.3 Aug - 9.0 Aug -16.3 92 46.5 Aug 





Peru + 3.8 Aug +68 Ju + 0.7 Sep + 0.2 Jul -10 Q 9.5 Aug 

















Venezuela -9.9 Q2 ~ 6.6 Jul +28.2 Sep +85 02 +19 Qz 8.2 Jut 
Egypt + 4.9 20011 + 7.8 2001! * 2.7 Aug - 7.9 Jun nil ae 13.0 Jun 


Israel -1. Qe - 18 Ju + 6.2 Aug ~ 6.1 Aug -23 0 24.6 Sep 














OREN HIPS UALR LRH Nn gM A Ah A Gg tA an Se yal It ARR ——— Hr —— ABA 


South Africa + 2.2 Q + 8.2 Aug +11.6 Aug * 3.4 Aug -0.3 a2 6.0 Aug 














Turkey £82 Q +72 ag +37.0 Sep -10.9 Ju +15 Ju 251 Aw 
Czech Republic 42.5 Q2 ~ 2.8 Aug + 0.8 Sep - 2.3 Aug ~ 2.3 R 22.3 Sep 


Hungary + 3.1 Q - 0.9 Aug + 4.5 Aug ~ 2.6 Aug -~ 2.4 Aug 10.3 Aug 











Poland + 0.8 02 - 1.1 Aug + 1.2 Aug -10.3 Aug - 6.4 Aug 28.2 Sep 








Russia +41 Œ + 3.4 Aug +15.0 Sep 442.4 Ju — 428,3 02 41.9 Sep 
“Excluding gold, except Singapore; IMF definition. Year ending June. 

















Financial markets 


Currency units Interest rates — Stockmarkets % change on 


per per £ short-term Oct 9th Dec 31st 2001 


Oct9th yearago Oct 9th % p.a. one in local in $ 
week currency terms 


China 8.28 8.28 12.9 na 1,602.3 - 2.9 - 6.4 - 6.4 



































Hong Kong — 780 — 780 — 122 194 89714 ^ -14  -212  -213 


India 48.3 48.0 75.2 5.76 2,956.9 -0,1 ~ 94 - 9,5 


























Indonesia — — 8,997 9,985 14,018 1405 ^ 3918 ^ -43 ^ - 0.1  *155 
Malaysia — — 3.80 3.50 & 5.92 & ^ 3.20 (^ — 6415 — -08 «— - 78  - 78 
Philippines 52.7 51.8 82.1 6.63 1,081.3 -3.0 - 74 = 9.3 


E Ó—  — À— PIPERIS 


Singapore 1.79 1.81 2.78 1.31 1,376.6 *1.6 - 15.2 - 12.3 


Fer Ted HI NN EANAN AAA ANANA AAAA AAAA AA AAAA A NRSA AASTAARUANNE APIE DEANA ANAIA AARAA AALA AAN ANA Uainn A nd atata a A aaah at AA AAAA A A AE AAAA: 


South Korea 1,242 1,303 1,935 4.87 619.9 ~ 4.3 - 10.6 - 5,5 


Taiwan 35.1 34.6 54.6 2.10 3,947.6 ~ 5.4 - 28.9 - 29.0 





Thailand 43.6 44.8 68.0 1.94 338.4 +0.9 + 11.4 + 12.9 
Argentina 3.72 1.00 5.80 22.90 396.6 +1.2 + 34,3 ~ 63.9 














Brazil 3.88 2.77 6.05 17.90 8,714.9 -1.2 - 35.8 - 61.8 


715 111 2.76 4,597.3 -2.1 - 14.8  - 25.0 





Chile 751 


Colombia 2,853 2,325 4,446 7.91 1,296.8 *3.3 * 21.1 =. odd 














Mexico 10.20 9.40 15.9 7.89 5,762.4 -1.1 - 9.6 - 18.7 


Peru 3.62 3.47 5.65 5.79 1,146.4 -0.7 5o Qu - 7.3 











Venezuela 1,492 743 2,324 29.91 7,591.7 +1.4 + 15.5 - 41.3 
Egypt 4.63 4.25 7.02 6.97 5,271.4 -0.0 - 0.0 - 1.3 











Israel 4.84 4.33 7.54 6.40 325.9 -2.9 - 27.1 - 33.5 


re anne mn i ER RE EEA ORAM LAR SRI tN ef to lf yg ge Pt ed tt Not m RE m m Re Pe nena h mem RRS HE 








South Africa 10.5 9.22 16.3 13.55 9,190.9 -3.6 -120 + 08 


et nN A en i RNA MARANA ÓP S 


Turkey 1,647,500 1,641,000 2,567,135 42.00 9,145.6 *1.6 - 336 ~- 461.4 


Czech Republic — 31.0 36.9 48.3 2.85 406.9 -7.7 + 3.1 + 18.3 


————————— A EEEE A A A A AEA AAAA A DA DAA AA AAA AA PA AAAA AAAA AAAA AA SANAA AN ANAA NAA BAADA A af i R a aaa 











a N het ee E A EAA EE AE EEA AA AAAA DAAA ——————Ó AAAA A dt Aa A E aA a 


E. ——— PPBMnÓÓMÀ (P 


Hungary 249 281 38 9.70 6,691.4 -3.7 - 6.2 +3. 





Poland 415 — 414 — 64] 765 127421 OR - 85  -129 


Russia 31.7 29,5 49.4 21.00 348.5 *2.1 * 39.2 + 34,0 


E yg Hr a a 


EMF (MSCI)" 1.00 1.00 1.56 na 259.4 -3.8 na - 15.0 


re EE ERREUR th ime ah tm RU SSIS SPE VE RACV LAV RAR PR RNA YR ly pp never winnie Pare 


EMBI+ 1.00 1.00 1.56 na 202.5 -0.7 na + 1.1 


*Emerging Mkts Free, ARA Morgan Chase's Emerging Mkts Bond Index Plus. * In $ terms. 
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Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit: Reuters; UBS War- 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel: 
Standard Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 
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Data on more countries are available to subscribers on www.economist.com 
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intel.com/apac/business 


an you expect technology to 
be tested quadrillions 
of times before you use it? 














Putting full PC performance Providing performance Powerful and cost-effective High-performance technology 
into versatile, thin and reliability to drive servers to run the broadest for the most data-intensive 
and light notebooks. business applications. range of applications. business-critical applications. 
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You never 


actually own a Patek Philippe. 


You merely 


look aftet it Tor the next generatión: Annual Calendar 
by Patek Philippe 


For information: Patek Philippe S.A., P.O. Box 2654, 1211 Geneva 2, Switzerland. Tel : (41) 22 884 20 20. www.patek.com 


Pakistan's unsettling election 
PAGE 27 


Fear and loathing in Iraq 
PAGE 41 


Time to buy shares? 


PAGE 67 


Europe’s struggling economies 
OCTOBER 19TH-25TH 2002 PAGES 15, 57 AND 72 


— 
e 
- 


— t im V = ) Y \ iu — 

ey ES ela a Tae, — SWE 

fal) = (v KES atc Tau utm 
ES ipd gae =— 


D 


SLIP ELIS, 


j 


| 


im 


AN. 


M. 
ef 


j d 
UL 


[Itti 


TINTA 


TATT 


TRITTTTELLUALLILERELTEIT, 
‘ 


-— 
NOE — — A 


Te. 
Tar, 


TONETTE TET 






TE ETTC CACT 


m T LLL. ` 
PS < | 
X 
LJ 
* 
a 
^w 
i ~ 
= => 
Api "= 
= ^ 
- 
2 — 
> - ~ 
e22-.2225*-. =Œ 
meo. Ee re caste, aZ - “= 
ta l 


+ "+ 
prd P E 
Ld 


LI rut 
m P aim as z 
~- 
REE PAORA a, T 
- — 
2s as rs 


Ld oan Pty Kr 752 P REM --—— — E—— l-cl:- 
- eee ee ee put ae 
Australia.... A$7.95(Inc.GST) I ETT TT US$4.50 Korama sx Won 6,000 New Zealand........ NZ$9.00 Stt Lanka... sorore Rs200 
Bangladesh............ TK150 Hong Kong............ HK$45 Macili.cicisss c xcov edv HK$45 Pakistan... etre Rs120 Tal Wan, «eoe seen NT$180 
Brungl cesicccscevarcris B$9.50 UC Baer reer er err Rs120 Malaysia............ RM12.00 Papua New Guinea..... K6.50 Thailand............ Baht 120 
0 71486"02674 7 Cambodia........... US$4.50 Indonesia.......... Rp25,000 Mongolia............ US$4.50 Philippines......... Pesos120 TOAOBi Sess eee rave US$4.50 


Clita: cives Apr ue RMB 55 Japan........ ¥920(A (t ¥876) Népal. uccisi sides NR150 Singapore...S$$9.50(Inc.GST) X Vietnam............. US$4.50 


Claims is the nexus of cost and service for property and casualty/ 
general (P&C) insurers. Improvements to the claims process represent 
the single greatest opportunity for P&C carriers to reach the next 
level of profitability. | am Chubb's idea, delivered. Accenture 

is partnering with the Chubb Group of Insurance Companies to 
develop an easy-to-use web-based solution to manage Chubb's 
claims process via the Internet. Drawing upon the most advanced 
technology available, this system is revolutionising the claims 
process by allowing claims professionals to further improve the 
superior service for which Chubb is known. 


fo develop a sustainable competitive advantage in the global chemical 
industry, Dow sought to aggressively leverage its investment in 
information technology, dramatically improving systems productivity 
and significantly reducing application costs and time to market. 

| am Dow's idea, delivered. In a unique outsourcing relationship, 
Accenture helped Dow consolidate nearly all of its IT activities into 
four regional centres. Jointly staffed with professionals from both 
companies, the centers have accelerated time to market by 10%, 
increased overall productivity by 30% and made a hefty contribution 
to $70 million in annual IT savings since 1992. 


To open a new sales and communications channel to its dealers 
and end users, Volvo Construction Equipment (VCE), 

a leading manufacturer of construction equipment, wanted 
to launch its new compact product line electronically. 

| am Volvo Construction Equipment's idea, delivered. 
Accenture worked closely with VCE to develop the company's 
eBusiness strategy and introduce a B2B dealer portal 

and consumer website. By making it easier for dealers to 

do business with VCE and for consumers to do business with 
dealers, the project is expected to reduce operating costs 

by $20 million over the next five years. 





It's not how many ideas you have. It's how many you make happen. 


Ws. UD  —— In early 2000, the world's number one computer company set out 
—i nm to upgrade its already world-class manufacturing infrastructure 

with a bold yet simple premise: "build more systems with less 

inventory." | am Dell's idea, delivered. In about 100 days, 

Accenture and Dell conceived and implemented an approach that 

allows Dell to operate on no more than two hours of inventory 

at a time. Now in place in Dell's plants around the world, 

this system has already generated a 500% return on investment, 

while enabling Dell to adapt more quickly to rapidly changing 

technologies. 


In 1996, after three years of explosive growth but few changes 
inits operations or business processes, electronics-retailing giant 
Best Buy's profitability had evaporated and its stock price was 
plummeting. The company needed a major — and immediate — 
transformation. | am Best Buy's idea, delivered. Best Buy 
partnered with Accenture to engineer one of the most dramatic 
success stories in retailing history. In a two-year programme applying 
process, methods and tools that Accenture calls Scientific Retailing, 
Best Buy increased net earnings 138% and drove its stock 

price from $2 to $57, increasing its market capitalisation from 
$403 million to $11.4 billion. 


Frustrated with the administrative inefficiencies that had grown up 
around various student loan programs over the years, the U.S. 
Department of Education wanted to transform the Office of Federal 
Student Aid (FSA) into the government's first performance-based 
organisation, supported with modernised technology, processes and 
services. | am the U.S. Department of Education's idea, delivered. 
Accenture helped FSA outline a transformation blueprint, realign 
itself to improve service delivery, reduce costs and adopt proven 
business and government practices. Now delivering satisfaction levels 
that rival the private sector, FSA is on track to realise substantial 
budgetary savings. 


* Consulting * Technology * Outsourcing * Alliances 
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Its not how many ideas you have. It's how many you make 
happen. So whether it's your idea or Accenture's, we'll help you 
turn innovation into results. See how at accenture.com 


° Consulti ae lec nology e ()utsourcina e Alliances 
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Innovation delivered. 





WE PROMISE TO EXPLAIN THE WONDERS OF OUR SYSTEM-ON-CHIP RESEARE 
AND HOW SCOTLAND IS SHAPING THE FUTURE OF ELECTRONIC DESIGN. 


BUT FIRST WE NEED TU GET PAST THE KILT THING. 







The roots of the 
kilt design can 
be traced all-the 
way back to the 
. Roman toga. 


Larger kilts can 
also be used as a 
cloak, camouflage, 
travel bag or 
sleeping bag. 


Kilts. were never 
popular outside of 
their originating 
Highlands, where 
horses were 
expensive and rare, 
This is because 
they are impractical | 
for riding. 
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The reality is you'll find more Scots donning lab coats than kilts these days. 

In electronic design, our innovative Alba Centre is leading the world's R&D in System Level Integration technology, as well as 
promoting enormously successful collaborations between top universities and private sector partners. And of course, there's Dolly, 
our now famous sheep who became the first mammal cloned from an adult cell—a direct result of Scotland's thriving and inventive 
biotech industry. 

Today, the question progressive companies are asking us has little to do with matters such as why we wear kilts—and has 
everything to do with how to gain access to the kind of vast knowledge base Scotland offers. 

Scottish Development International is a government-funded organisation that has a network of offices around the world that can 
help your business tap into Scotland's key strengths in knowledge, high-level skills, technology and innovation. 

Global companies are always looking for ways to gain.a competitive 
advantage. Scottish Development International will help you find that 
expertise in Scotland. Find out more about bringing your business to 
Scotland. Or Scotland to your business. 

Visit www.scottishdevelopmentinternational.org for more information, 

or call our Glasgow Headquarters at 011 44 141 228 2828. 


í SCOTTISH DEVELOPMENT 
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d The world this week 


Politics 


A car bomb destroyed the 
heart of the nightclub district 
of the Indonesian island of 
Bali, killing around 200 peo- 
ple, most of them Australian 
tourists. Indonesia said it be- 
lieved the bombers were 
linked to Osama bin Laden’s 
al-Qaeda network. 


Bomb blasts in the centre of 
Zamboanga city, in the Philip- 
pines, killed five people and 
injured at least 144. 


North Korea admitted that it 
had defied a1994 agreement 
with America and continued 
work on nuclear weapons. It 
did not say if it now possessed 
such weapons or not. 


Five Japanese kidnapped by 
North Korea some 20 years 
ago returned home, but only 
for a brief visit. Their children 
remain in the North. 


Pakistan’s general election, 
which President Pervez Mush- 
arraf tried to “engineer”, in- 
stead produced a strong 
anti-American grouping in 
parliament. 


India and Pakistan said they 
would withdraw some of the 
1m troops along their com- 
mon border, easing tension 
over their claims to Kashmir. 
Indian forces killed eight sus- 
pected Islamic militants in In- 
dian Kashmir. 


Washington in the crosshairs 
A sniper terrorising Washing- 
ton, DC, claimed a ninth vic- 
tim, a 47-year-old FBI analyst. 
Fearful citizens have taken to 
minimising time spent outside 
and many open-air events 
have been cancelled. Police 
were assisted in the hunt for 


the killer by military-surveil- 
lance aircraft. 


George Ryan, governor of Illi- 
nois, started clemency hear- 
ings for around 140 prisoners 
on death row. In April a bi- 
partisan commission reported 
serious flaws in the system for 
handling capital-punishment 
cases. 


Jimmy Carter won the Nobel 
peace prize for his unstinting 
support of mediated solutions 
to international clashes. The 
announcement came just after 
Congress passed a resolution 
authorising President George 
Bush to use force against Iraq. 
Mr Carter said that he would 
have vetoed the resolution. 


Saddam Hussein won 100% 
backing from a 100% turnout 
in a referendum on whether 
he should rule for another 
seven years in Iraq. Hans Blix, 
the chief UN weapons inspec- 
tor, confirmed that the inspec- 
tors would not be returning to 
Iraq until there was a new Se- 
curity Council resolution. 


Ariel Sharon had talks with 
George Bush. Mr Bush ac- 
cepted Israel's right to retali- 
ate if attacked by Iraq. 


Lebanon switched on a new 
pumping station that will 
draw water for irrigation from 
the Wazzani, a small river 
whose waters eventually flow 
into the Jordan. Israel objects 
strongly. America has been 
trying to mediate. 


Kenya's long-ruling KANU- 
party split when several mem- 
bers defected to form a 
"National Rainbow Coalition" 
with opposition groups for 
December's election. They 
plan to challenge Daniel arap 





Moi's chosen presidential suc- 
cessor, Uhuru Kenyatta. 


After a month of instability, 
rebels in Cóte d'Ivoire briefly 
seized Daloa, a town in the 
heart of the cocoa-producing 
region. Angolan troops were 
reported to be helping the gov- 
ernment. A truce of sorts 
seemed imminent. 


In Sudan, a man who tried to 
hijack a Saudi Arabian airliner 
shortly after it took off was 
overpowered by on-board se- 
curity forces. 


Taxing times 

Gerhard Schróder announced 
a new coalition-government 
programme and cabinet for 
Germany. His Social Demo- 
crats and their Green partners 
will raise taxes by cutting al- 
lowances, and restrain spend- 
ing—just as the EU wants and 
Germany's faltering economy 
does not. Are they ready for 
real structural reform? Yes, 
they said. Nonsense, said the 
centre-right opposition. 


The Dutch government col- 
lapsed. Its Fortuynist ministers 
were bickering among them- 
selves, while both they and 
the Liberals disagreed with 
the dominant Christian Dem- 
ocrats over the swift pace of 
EU enlargement. 


Britain's great scandal of de- 
liberate downgrading of exam 
results for 17- and 18-year-olds 
collapsed into farce: re-mark- 
ing of hundreds of thousands 
of papers suggested that only 
2,000 students had in fact 
been unfairly treated. 


In Italy, a "technical" error in 
the text endangered passage 
of the proposed law that 
would help some parties to 
lawsuits—not least friends of 
Silvio Berlusconi, the prime 
minister—get court cases trans- 
ferred if they could reason- 
ably argue that the judges 
were prejudiced. The law has 
still to be considered by the 
constitutional court. 


Serbia's presidential election 
collapsed: in the second 
round, on October 13th, less 
than half the electorate both- 
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ered to vote, and the whole 
election has to be rerun. The 
main nationalist (and pro-Mil- 
osevic) candidate, Vojislav Se- 
selj, who had narrowly failed 
to get into this round, and had 
told his followers to boycott it, 
may do well next time. 


In Northern Ireland, de- 
volved government was sus- 
pended after Unionists 
refused to go on working with 
Sinn Fein, the IRA'S political 
arm, claiming that some of its 
people had gathered informa- 
tion that might help a return 
to terrorism. 


President in waiting 

Opinion polls gave Luiz Inacio 
Lula da Silva of the left-wing 
Workers' Party a big lead over 
Jose Serra, his opponent in the 
run-off ballot for Brazil's pres- 
idency. The currency and Bra- 
zil's bonds sagged again, 
prompting a surprise increase 
in interest rates. 


Hundreds of thousands of op- 
ponents and supporters of 
Venezuela's president, Hugo 
Chavez, took to the streets of 
Caracas in demonstrations 
within three days of each 
other. Hardline opponents 
called a strike against the pres- 
ident for October 21st. Unde- 
terred, Mr Chavez departed on 
a European tour. 





In Jamaica's general election, 
Prime minister P.J. Patterson, 
and his People's National 
Party won a fourth consecu- 
tive term, but with a reduced 
majority. About 60 people 
were killed in the run-up to 
the election. 


The commander of Chile's air 
force resigned over the mis- 
handling of an inquiry into 
the whereabouts of victims of 
General Augusto Pinochet's 
dictatorship of 1973-90. 
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Business 





After months of gloom, stock- 
markets bounced spectacu- 
larly. On Wall Street, the Dow 
Jones Industrial Average rose 
by 13% in four days, its biggest 
percentage increase over such 
a period for over ten years, 
after hitting a five-year low 
the previous week. The story 
was similar in Europe: Ger- 
many's Xetra DAX was up by 
17% and Britain's FTSE 100 
gained 5% in a day. 


Profits in the bank 

Citigroup led the way in a bet- 
ter week for most of Amer- 
ica's banks. Profits at the 
financial conglomerate rose 
by 23% in the third quarter 
over a year ago, to $3.9 billion. 
Profits at Merrill Lynch, Bank 
of America, Wells Fargo and 
Bank One were also up. All 
these banks' shares rose. 


J.P. Morgan Chase bucked 
the trend, reporting profits 
down by 91% to just $40m be- 
cause of bad loans and a poor 
trading performance. It an- 
nounced 2,000 additional job 
cuts at its investment-banking 
arm. 


Credit Suisse also had a bet- 
ter week. The cash-strapped 
Swiss bank sold its remaining 
3.5% stake in Swiss Re, the 
world's second-largest rein- 
surer, for around SFEr1 billion 
($669m). Investors applauded 
the move, and sent its shares 
up by 13%. 


Bank of Ireland, paying little 
heed to a recent rebuff, set out 
the terms of its hostile bid for 
Abbey National. Its cash and 
shares bid values the British 
bank at £10.3 billion ($16 bil- 
lion). Abbey National spurned 
-its suitor once more. 








Cars are a write-off 

General Motors reported a 
third-quarter loss of $804m 
after writing off $2.2 billion to 
reflect the plummeting value 
of its 20% stake in Fiat's car- 
making operations. This was 
seen as a hint that GM is not 
prepared to pay much for the 
Italian car company in 2004, 
when Fiat can exercise a put 
option to sell it. Meanwhile, 
the Italian government was 
debating a bail-out, 


Ford suffered a loss of $326m 
in the same period, after writ- 
ing off $500m following the 
sale of Kwik-Fit, its loss-mak- 
ing British car-repair chain. 


Porsche said that profits for 
the year had whizzed ahead 
by 71% compared with the pre- 
vious 12 months, to €462m 
($418m). Sales of the German 
luxury sports-car are seen as 
an indicator of economic con- 
fidence; about half its produc- 
tion is sold in America. 


Vodafone v Vivendi 

Vodafone decided to force the 
hand of Vivendi Universal 
over ownership of Cegetel, a 
French telecoms company. 
The mobile giant offered BT 
and sBC Communications 
€6.3 billion ($6.2 billion) for 
their stakes in Cegetel, raising 
its own stake from 15% to 
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56%.Vodafone also offered Vi- 
vendi €6.8 billion for its 44% 
of Cegetel. The French media 
giant has the pre-emptive right 
to buy the stakes from BT and 
SBC (at a premium), but it will 
have trouble finding the cash. 


Granada agreed to pay £1 bil- 
lion ($1.6 billion) for Carlton 
Communications. Britain's 
two big independent-rv com- 
panies have flirted with each 
other in the past, but regula- 
tory concerns have come be- 
tween them. New media laws 
may now let a marriage go 
ahead; but advertisers fear 
that the new company will 
have too much power. 


Europe's Airbus soared above 
Boeing, its transatlantic rival, 
winning an order for 120 air- 
craft from easyJet, a European 
low-cost airline. Rumours 
abounded of a very generous 
discount, said to be 50% off a 
total list price of $6 billion. 
Boeing hit turbulence; it said 
that profits in the third quarter 
were down by 43% compared 
with a year ago, to $372m. 


TXU, an American energy 
company, pulled out of its 
European operations~and 
may sell up-and slashed its 
dividend in an attempt to sus- 
tain its troubled American 
arm. 


Henkel, a German chemicals. 
company, hoped to add extra. 
shine and body to its product | 
range with an offer of €4.5 bil- 
lion ($4.4 billion) for Wella, a . 
shampoo and hair-care com- : 
pany. Wella gave Henkel's low 
bid the brush-off. | 








Bad news from Reuters. The - 
British news and information | 
group said that revenues were 
falling faster than expected. Its — 
shares tumbled. Reuters’ mar- 
ket capitalisation has shrunk 
by over 75% in the past year. 


Inside story 

ImClone's former chief exec- 
utive, Sam Waksal, pleaded 

guilty to insider-trading 

charges. A probe continues 

into whether he had tipped 

off two family members, a 
mysterious unnamed third 

party and Martha Stewarta — — 
friend and America's queenof 
home styling, about impend — 
ing bad news atthe company. 


America Online bowed to 
pressure from subscribers and 
vowed to stop taking pop-up 
ads on its Internet site. The 
risk of irritating paying cus- 
tomers was deemed to out- 
weigh the cash generated by 
the unwelcome intrusions. 
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Your car will be watching the road, 


We all know how important it is to pay attention to the road but, once in a while, your mind wanders. We are working 
on ways to help prevent your car from wandering too. We're also developing the 'electronic eye', which 


may recognize obstacles on the road. And bring your car to a stop if necessary. Now do we have your attention? 
Find out more about the ‘Vision for Accident Free Driving’ at www.daimlerchrysler.com. 
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Answers for questions to come. 








SCOTLAND 
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ENGLAND 
Pipes 
Never underestimate the importance of local knowledge. 


To truly understand a country and its culture, 
you have to be part of it. 
That's why, at HSBC, we have local banks 
in more countries than anyone else. And all 
of our offices around the world are staffed by 
local people. 
It's their insight that allows us to recognise 
financial opportunities invisible to outsiders. 
But those opportunities don't just benefit our 
local customers. 
Innovations and ideas are shared throughout 
the HSBC network, so that everyone who banks HSBC (X 
with us can benefit. Think of it as local 
knowledge that just happens to span the globe. The world's local bank 
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A world of terror 


Bali, Iraq and now a nuclear North Korea 


T death toll was shocking, 
the target unexpected, the 
deed itself monstrous. But in 
some ways last weekend's car- 
bombings in Indonesia were no 
surprise. The holy war Osama 
bin Laden declared in 1998 

Me. as | against "America and the Jews” 
was always going to be a long one. 

This is a war, moreover, for which the rest of history will 
not obligingly stop while the world works out how to win it. 
Other dangers, some of them related dangers, need to be 
guarded against at the same time. Chief among these is the 
prospect of unstable individuals acquiring weapons of mass 
destruction. In the case of Saddam Hussein, the best guess is 
that Iraq is still a few years away from acquiring nuclear weap- 
ons. In the case of Kim Jong Il, it now looks as if the nuclear ge- 
nie has slipped out of the bottle. Confronted a fortnight ago 
with incriminating evidence from American intelligence, the 
North Koreans at last admitted that they had been systemati- 
cally flouting the solemn agreement they had made with Bill 
Clinton in 1994 to freeze their nuclear-weapons work. That 
agreement, the North Koreans now say, has been "nullified". 
In short, one member of George Bush's “axis of evil” may al- 
ready have the bomb. 


Naught for your comfort 
How is the world to cope with these multiplying dangers? The 
first grim truth to acceptis that the war on terrorism did not be- 
gin with last year's felling of New York's twin towers, and is 
not going to end in Bali. Two years before the twin towers, al- 
Qaeda killed more than 200 people in and around America's 
embassies in Kenya and Tanzania. Despite being pushed out 
of Afghanistan, it has since killed a busload of German tour- 
ists at a synagogue in Tunisia, tried to blow up an airliner over 
the Atlantic, come close to sinking a French (“Christian”, said 
its communiqué) oil tanker and claimed credit for a miscel- 
lany of multiple murders in numerous countries. No govern- 
ment seems to know or will say for certain whether Mr bin 
Laden himself is alive or dead, or whether the Bali massacre 
was mounted by al-Qaeda itself or by some local cell inspired 
by or affiliated to it. Either way, the bleak message is that his 
war will continue, unrestrained by any apparent moral scru- 
ple. Young westerners having fun in a tolerant Muslim coun- 
try? A perfect target. Bleaker still, given what is known about 
al-Qaeda's efforts to obtain chemical and biological weapons, 
and to fabricate a “dirty bomb", the world must brace for the 
possibility of a future blow being more destructive still. And 
thisis justas likely to fall on Chicago, Manchester or Marseilles 
asonaremote island in Asia. 

If any good can come from Bali, it is that this attack may 
snap the government of the world's most populous Muslim 
country out of alethal complacency. Alone in South-East Asia, 





Indonesia had dismissed well-founded foreign anxieties 


ibout the danger of international terrorism as so much scare- 
ngering. Neighbours such as Malaysia and Singapore, as 
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well as the United States, had implored President Megawati | 
Sukarnoputri to take stronger action against various local ex- 
tremist groups with links to al-Qaeda (see page 23. She de- < 
clined—ostensibly for lack of evidence, but more probably for ^. 
fear of taking action that Indonesia's Islamic parties might 
construe as siding with the Westin a global war of religions. . 
Even before Bali, this calculation was probably overcau- 
tious. Mrs Megawati has now been given a new and all-too- 
powerful reason to think again. The worst thing is not that ter- 
rorism will drive away tourists and investors, though thatis 
bad enough. Indonesia is fragile: at any moment, a dozenorso 
ethnic or separatist conflicts grumble away somewhere in this: _ 
scattered archipelago. The quickest way to destroy its tentative _ 
new democracy would be to let the sort of people who | 
bombed Bali go about their business unhindered. Nothing _ 
could be better calculated to tempt an army that has been only | 
too ready to encroach on politics to make a new grab for: 
power. As for the big Islamic parties, it is by no means clear. 
that they would ever have reacted strongly toacrackdown on _ 
the violent fringe, and they are even less likely to make a hue _ 
and cry about it now. It is one thing to feel a sneaking sympas 
thy for bin Laden and anti-Americanism from afar. It is some- 
thing else when your own country starts to go upin flames. — 
If all goes well, in other words, the horror of Bali may in . 
time strengthen the East Asian front of the war against terro- i 
rism in two ways: by jolting a supine government into belated __ 
counter-terrorist action, and by driving a wedge between ab 
Qaeda's fellow travellers and the moderate, non-violent 1s- __ 
lamic parties of Indonesia. Se 





Waking up the East, mixing up the West ze 
Bali'simpactinthe West has been more mixed. Here,too,ithas __ 
brought a bitter awakening. Passing time had tempted some 
Americans to look upon the slaughter of thousands of people _ 
in one go on September 11th last year as a one-off, a "lucky" — 
strike on a scale the terrorists would be hard-pressed to repeat _ 
once the Americans had toppled the Taliban regime in Af- _ 
ghanistan and so deprived al-Qaeda of its sanctuary. Beyond _ 
America, and no matter what their heads said, few peoplein | 
other countries—perhaps least of all the Australians, who suf- 
fered so much this week—believed in their hearts that they _ 
faced a similar danger. Bali suggests that this was wishful 
thinking. But the American government, to its credit, never 
thought this way. Its refrain was that fighting terrorism was go- 
ing to be alongand many-fronted war, without clear victories. 
The pity is that so many people wrote the refrain off as hype 
bole—or, worse, as nothing much more than a cynical attempt 
to talk up the danger from terrorism and cast George Bush as à 
permanent wartime president so that he could maintain a po- 
litical advantage at home. | 

Bali has at a stroke reversed this complaint. A great and in- 
coherent wail has now gone up against the whole of Amer- 
ica's prosecution of the war against terrorism. Some of the 
same voices that accused Mr Bush yesterday of hyping up the 
terror danger accuse him today of letting his attention wan- 
der. Yes, he conquered Afghanistan, but he somehow allowed >» 

























-al-Qaeda’s top people, those who were wanted “dead or 
alive", to slip away to new havens in Pakistan. Now, say his 
critics, Afghanistan is plagued by warlordism and Pakistan 
(see page 27) shows a growing anti-Americanism of its own. 
But instead of correcting these mistakes and hunting al- 
Qaeda, Bush the younger seems fixated, like Captain Ahab on 
his whale, on trumping up pretexts for a distracting new war 
against Mr Hussein, the Iraqi dictator Bush the elder failed to 
finish off a decade ago. This fixation, so it is alleged, is already 
diverting resources and attention from the fight against terro- 
rism ("America's obsession with Iraq leaves others free to kill," 
in the priceless blame-America headline of Britain's Guard- 
- ian. Andif an Iraqi war should come, say the doubters, its one 
- . sure result will be to make millions of Muslims hate America 
the more, driving some of them to arms. 


... Yes, do two things at once 

A few parts of this argument need to be taken seriously. Oth- 

ers just can't be. Reasonable people can and do disagree about 
whether it is worth going to war to defang Iraq. But how has 
the balance of that argument changed in light of the unsur- 
prising fact that the terrorists have struck again? Did thinking 
about Iraq lower America's guard in South-East Asia, or any- 

where else? There is no jot of evidence for this. Since Septem- 
ber 11th, the Americans have intensified their intelligence- 
gathering in every sphere. Just recently this hasled to a spate of 
arrests of al-Qaeda suspects around the world. If there was a 
failure in Bali, it does not seem to have been a lack of American 
attention but Indonesia’s failure to heed the timely warnings it 
received from both America and others. 

None of this is to argue that the Bush administration has 
performed flawlessly. As in any war, there have been both tac- 
tical errors and strategic ones. A tactical error in Tora Bora en- 

-abled the al-Qaeda leadership to escape. The Economist sub- 
mits that it was a strategic error to confine Afghanistan's 
. -international peacekeepers to Kabul; and to give Pervez Mush- 

 arraf, Pakistan's military dictator, a green light to undermine 
what was left of his country's parliamentary system. There is, 
furthermore, serious force in the argument that an American 
war against Iraq might turn more Muslims against America. 

^... The war against Islamic terrorism must in large part be a war 
-> for the hearts and minds of Muslims. That is uncontroversial. 

The hard question is how to win this part of the war. 

X. Some of America’s critics counsel a generalised flaccidity, 
-> in the style of Mrs Megawati: keep a low profile and do noth- 
- -ingatall that might stir up the hornets. Others compose a list 
of useful chores for the superpower to take on right away, the 
one common feature of which is that none of them is Iraq. 
` Solve Palestine, solve Kashmir, end world poverty, turn Mus- 
. lim leaders into democrats, make the lion lie down with the 
_lamb. Curiously, it is assumed in the case of Iraq that Ameri- 
. can intervention is pre-ordained to be incompetent and that 
the looked-for benefit will be outweighed by the unintended 
- consequences. Everywhere else, American omnipotence is 
‘taken for granted. Solve Palestine? A decade of intensive 
_ American peacemaking led by Bill Clinton failed, yet it is 
. blithely assumed that America has now merely to brandish a 
- magic wand or big enough stick to make Israel disgorge the oc- 
. cupied territories ithas been choking on for decades. 

.. Evenin its present muscular mood, even with its present 
<- unchallenged power, an America that is asked to do the im- 
= possible, or which promises it, is bound to disappoint. Deliver 
us from evil, goes the cry from every point of the globe; just 











make. sure notto stir up any hard feelings while you're about it. 

This is an impossibility. America cannot fight al-Qaeda 
without offending the millions of Muslims who persist in 
thinking that al-Qaeda has half a point. And though all the 
items on that list of chores matter, all require a long slog. The 
regional conflicts in Palestine and Kashmir are a thicket of 
thorns. Democracy? America can preach and nudge, but can- 
not at a stroke impose pluralist values on all the countries 
where people are denied them. In the meantime, one of the 
weapons America must deploy against al-Qaeda is traditional 
statecraft, which often entails opportunistic alliances with the 
sort of regimes—in Egypt, Kazakhstan, Pakistan—Americans 
would not choose to be governed by themselves. There may 
be ways to assuage some Muslim "grievances" without tip- 
ping into appeasement. But do not expect too much. The chain 
of causation that is said to lead from Palestine to the decision 
of aterrorist to murder young partygoers in Bali is not going to 
be easy to interrupt by making an adjustment in diplomacy. 

Above all, America must not let the things which it cannot 
do right away stop it from doing the things that it must do right 
away. In the view of this newspaper, one of those is prevent- 
ing Mr Hussein, a proven sociopath, from acquiring an atomic 
or biological bomb, and so the ability to threaten or kill mil- 
lions of people. It is possible, if the UN cannot do this peace- 
fully, that the only way to stop him is by war. It may also be 
possible that such a war will further inflame Muslim opinion 
against the West (even though millions of Iraqis will doubtless 
rejoice in his removal). But all of these things were true last 
week, before a gang of terrorists killed hundreds of innocents 
in Bali. How perverse it would be if that crime were to distract 
the world from an action that could yet save millions 


Better earlier than too late 
Some will say, with the revelations from North Korea, that Iraq 
is no longer a priority. Mr Hussein has not yet got his bomb; 
Mr Kim may have his already; so it is North Korea that poses 
the clear and present danger. This is to get the logic of the argu- 
ment the wrong way around. The time to act against such re- 
gimes is before they build, buy or steal such weapons. Disarm- 
ing them afterwards, when they can threaten to lash out, is a 
far more delicate affair. Though Mr Bush has now to deal with 
a difficult new situation in North Korea, what has happened 
there ought only to strengthen America's pleas for forceful in- 
ternational action in Iraq, before it is too late. 

What, meanwhile, can still be done about North Korea? 
Much will depend on what it does next. A few short weeks 
ago, the North came clean about its kidnapping of Japanese 
nationals and apologised, knowing that otherwise it could 
not hope to win the generous Japanese aid it needs for its 
clapped-out economy. At the time, Mr Kim assured Japan's 
visiting prime minister that it would honour its various nu- 
clear agreements. Perhaps coming clean about its past nuclear 
dabbling now is intended to clear the slate for talks about a 
new relationship with America, leading eventually to the su- 
pervised elimination of those weapons. Unlike Iraq, more- 
over, North Korea is boxed in by countries that are rich or pow- 
erful or both—China, Russia, Japan and South Korea~all of 
which have leverage to exert and all of which have good rea- 
sons to ensure that Mr Kim disarms. 

And if they fail? It is too soon to say. But if the world has 
learned one thing about this age of terrors, it is that wishful 
thinking, succumbing to blackmail, and vesting false hopes in 
unverifiable agreements are no answer at all. a z 












- Europe's troubled economies 


‘he dangers of atavism 





Prope: sindustrial policies should be brought up to date 


Ev day seems to bring 
more woes for Europe, and 
. especially for the big three euro 
members: Germany, France and 
. Italy. This week German banks 
. were reported to be in trouble, 
and German productivity 
growth was found wanting. 
France faced an Eu investigation over subsidies to Electricité 
de France (EDF). And Italy's government was embroiled in de- 
bate over a state rescue of Fiat Auto. 

Controversy also rages over Europe's economic policies. 
German and French politicians are taking potshots at the Euro- 
pean Central Bank for its overly tight monetary policy. And 
everybody is denouncing the Ev's stability and growth pact, 
which requires tax rises and public-spending cuts in the teeth 
of economic slowdown. 

Just the usual smattering of gloomy news, you might sup- 
pose. Look harder and a pattern becomes apparent. The ata- 
vistic instinct, call it: a steely determination to apply yester- 
day's remedies to current problems. (In some cases even the 
problems are out of date.) 

Consider Fiat. Ithas been clear for months, if not years, that 
the group's car-making arm was in trouble. An orderly re- 
trenching, including plant closures, should have paved the 
way for a planned sale to America's General Motors (see page 
57). Instead, even the avowedly free-market government of Sil- 
vio Berlusconi has responded to union pressure with talk of a 
state bail-out. A similar story can be told of Germany's bat- 
tered banks. They are weighed down by bad loans and un- 
profitable forays into investment banking (see page 70). But 
what lured them into these and other mistakes was a chronic 
lack of profits at home, caused mainly by the presence of state- 
guaranteed competitors in the shape of landesbanks and sav- 














ings banks. The German government fought tooth and nail to - 
defend these guarantees against EU competition rules, only re- - 
luctantly agreeing to scrap them from 2005. The policy has ac- 
tually weakened the country's banking industry. 

Then there is France's desire to protect EDF by keeping its 
domestic energy market largely closed to foreign competition. - 
The effect of this1970s-stylefostering of nationalchampions- 
something Germany does too, albeit more subtly—is to en- 
trench an overmanned, high-cost supplier of energy, to the. 
detríment of French consumers and taxpayers. d 

To complete the picture, the ECB seems to be displayingan __ 
inherited tendency to ape the German Bundesbank's unyield- 
ing battle against inflation in the 1970s and 1980s, eventhough 
today's struggle should be more against slow growth andthe __ 
risks of deflation (see page 72). 

Believers in the European way might say that Europe is not 
doing all that badly. Its productivity and growth compare 
quite well with America’s lately—even since the euro arrived 
in 1998. Yet that is not what euro enthusiasts looked for. They 
hoped the currency would unleash much faster growth, with 
Europe usurping America as the engine of the world econ- _ 
omy. Given the gap that Europe has to close, the idea was not 
absurd. Measured this way, Europe's performance in the past 
half-decade has been awful. P 

The atavists’ second response is that they are doing what 
voters want: preserving welfare systems and fighting for jobs. 
The answer to this is to be found surprisingly close athand, in _ 
such fringe euro members as Spain, the Netherlands, Finland _ 
and Ireland. These countries have embraced liberalisation, — 
opened their economies, reformed their labour markets and 
welcomed foreign competition. As a result, they are enjoying _ 
faster growth, more job creation, falling inflation and healthier 
public finances. The backward-looking trio at the heart of the: ud 
euro area should take note. @ e 





American politics 


In praise of lowa 


The only democratic part of the United States 


HIS newspaper has doubts 
about Iowa. It is too empty. 
And every four years presiden- 
tial candidates file to its cau- 
cuses to be blackmailed by dour 
farmers into supporting their 
ethanol subsidy-as foul a piece 
of political pork as you will find. 
It is no great surprise that this year’s monstrous farm bill was 
largely the work of Senator Tom Harkin of Iowa. 
Yet, in one respect, lowa towers above the rest of America 
: “likea asilo above the cornfields: democracy. This year, America 
ald be set for a close election. The Republicans have an 11- 





seat advantage in the House, the Democrats a precarious one- 
seat advantage in the Senate, and there are plenty of governor- 
ships up for grabs. The polls showed the Democrats ahead in 
the summer, when the economy was the main subject; now 
thanks to Iraq, the Republicans are just in front. | 

And how will this *50:50 country" emerge at the hustings? 
There will indeed be close races in the statewide contests—ie, 
those for the Senate and the governors' mansions. But in the 
biggest forum of American democracy—the House of Repre- 
sentatives-no more than 20 of the 435 races look competitive. 
In any other evenly divided country's lower house, one in ev- 
ery five members of parliament, deputies or assemblymen 
would be a nervous wreck by this stage; in America, only one , 























The reason is redistricting, the rejigging g of, district bound- 
aries to take account of demographic changes. In most coun- 
tries, this is done by independent bureaucrats. In virtually ev- 
. ery American state it is done by state politicians—and, boy, 
. does it show. The parties “gerrymander” districts to cram sup- 
` porters into absurdly shaped districts: doughnuts, embryos, 
. crabs, Rorschach tests. 
Usually, the ruling party cheats. In Florida, which the latest 
. presidential election indicated was an evenly divided state, 
the ruling Republicans have produced 17 Republican seats and 
` eight Democratic ones. More often, the two parties cut deals to 
. protectincumbents. Ten of the Florida seats are so safe that the 
|. candidates are running unopposed. The only competitive seat 
in the whole of California is that occupied by the disgraced 
Gary Condit, who is now retiring. 
_. The law does nothing to stop this. Indeed, the Voting Rights 
|. Act, which encourages majority-minority districts, provides 
an excellent excuse for cheating. Illinois's bizarre sandwich- 
like fourth district, which consists of two unconnected slivers, 





exists purely to gather up Democratic Latinos. And new soft- 
ware is allowing the parties to be even more precise about 
their cheating. Given all the other advantages that incumbents 
have, in terms of name-recognition, money-raising powers 
and the ability (like Mr Harkin) to bring home pork, this makes 
for a travesty of democracy. 

There are coincidental exceptions to this rule: seven states 
are so sparsely populated that they have only one House seat 
each. Five other states have bipartisan commissions, some- 
times with a neutral tie-breaker. But the noblest exception is 
Iowa: it has handed redistricting over to an independent bu- 
reau that is not allowed to take political considerations such as 
voting patterns and party registration into account when 
drawing boundaries. As a result, four of its five seats have com- 
petitive races~more than California, New York, Texas and Illi- 
nois combined can muster. The citizens of Arizona recently 
voted by referendum to adopt a similar system to lowa’s. 

No method of redistricting is perfect, but the Iowan way is 
better than the rest. Forget the jokes about silos. Maybe it is 
time to tow the Statue of Liberty to Des Moines. im 





Computers and government 


Getting IT 


Governments are notoriously bad at buying IT. Here's how they could do it better 


HE debate about the British 
government's plans to re- 
vive the National Health Service 
has focused on structural re- 
form. The prime minister insists 
thatheis being bold and thatthe 
reforms he is demanding will be 
“transformative”. Some critics 
(including this newspaper) argue that he needs to go much fur- 
ther in dismantling the monolith. Others (including trade un- 
ions) say he has gone too far already. But, in the short-term at 
.. least, a less-discussed aspect of NHs reform will probably 
_ have more impact on the government's ability to deliver: rr. 

-—. Over the next five years, the government is doubling IT 
|. spending in the nus to £2.5 billion ($3.9 billion) a year. When 
... Tony Blair talks ecstatically about a new consumer focus— 
_ from hospital appointments booked online at times conve- 

. nient to patients to electronic medical records that can be ac- 
` cessed wherever the patient is—he is depending on 1T to de- 
-liver the goods. Yet large government iT projects have a habit 
_ of going spectacularly wrong. 

-The government thinks it has learned the lessons of past 1T 
disasters (see page 51). The new Office of Government Com- 
merce has created something it calls the Gateway process, a 
sensible enough system of appraisal and review, which it be- 
< lieves will cut down the number of “rogue” projects. But it is 
_ far from clear that the government understands why 1T pro- 
_ jects in the public sector are particularly susceptible to failure. 
z There are many reasons. Big projects are difficult to manage 
^. whether public or private. But the most intractable problems 
-. arise from attitudes that are distinctively public-sector. 

. . Mostprivate-sector bosses—especially since the bursting of 
the dot-com bubble—hope for nothing more than a return on 
. their investment through lower costs and some improvement 














in competitiveness. But politicians (vide Mr Blair), desperate to 
find quick fixes and unencumbered with any understanding 
of what technology can and can't do, often expect miracles. 
And one of the things that technology can't do is to alter peo- 
ple's attitudes towards change. “Change management" is 
never easy, but in the public sector it is especially hard be- 
cause there is too little competitive pressure pushing it, and 
there are too many powerful unions holding it back. The com- 
monest reason for rT failures is that custom-made systems are 
built to fit existing ways of working. Such systems, which con- 
sultants are only too happy to create, are expensive, deliver 
only marginal benefits and are inherently likely to go wrong. 
So how can civil servants avoid disaster? First, they should 
regard installing new software as an opportunity to re-engi- 
neer the way they work in the light of both the Internet and 
how they want to operate for the next 20 years. Consultants 
cannot make those decisions for them. The new business pro- 
cesses must also fit unmodified software, not the other way 
round: the more modifications to the software, the greater the 
risk. Second, they should beware of incomplete automation: if 
one area of operations still depends on hand-written forms, 
little will be gained. To this end, they must buy business appli- 
cations that have been engineered from the outset to work to- 
gether. These may not individually be the "best of breed" that 
consultants often recommend, but they are more likely to be 
properly integrated—think of Microsoft Office. Finally, rr sys- 
tems should provide managers with vital information; most 
fail to because data are fragmented and hard to find. With an 
Internet-based system, important information can be kept in 
one place, and managers can get at it when they need it. 
The civil servants responsible for the health service's rr 
"revolution" have been told, helpfully, by their political mas- 
ters that "failure is not an option”. It is, of course—but the risk 
can at least ber re edu ced. n eo 
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BEST SUITES 


BEST CONFERENCE 
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BEST SPA 


BEST LOCATION 


Winner of the Gold Key Award, Excellence in Hospitality Design « Ranked among the 
world's Top Decadent Suites by Elite Traveler magazine «e One of the most technologically 


advanced executive conference centres in Singapore e Amrita Spa is Asia's largest, with Raffles Cha Dlana 
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UNenforceable 
` SIR - Your article on Israel and 
. Iraq misses its target ("Double 
- standards”, October 12th). The 
-UN is a talking shop. The dou- 
ble standard is applied by the 
-nations that constitute the UN 
and specifically America. It is 
not so much the precise UN 
resolutions that shape the 
double standards applied in 
= Israel and Iraq but the power 
=- of America to veto Chapter 
... Seven resolutions concerning 

Israel, and its willingness to 
act outside the UN should its 
proposed enforcement resolu- 
tions against Iraq be vetoed. 

On strictly legal grounds, 
as you Say, a certain number 
. .. Of Israel’s actions have been 
-~ . held to be illegal-for example, 
_. the building of settlements. It 
is here where a legal case for 
action against Israel can be 
|. built and where a legal double 

_ standard exists. The scale and 

'.. the duration of the settlement 

. . plan profoundly affect both 

-= the chances for a peaceful set- 
tlement and the nature of the 
occupation itself. To claim that 
the occupation is not illegal 
when there is ample evidence 

that a primary aim of that 

|. occupation is to conduct ille- 

-... gal acts with permanent con- 

|... Sequences is a legal nicety that 

is quite transparent. 

: Turning to the Israeli weap- 

|... Ons programme, you are right 

5. that the mere possession of 

* nuclear weapons is not illegal. 

... However, it is worth noting 

v that America (not the Interna- 

....tional Atomic Energy Agency) 

_ was to have conducted inspec- 

-tions of Israel's nuclear facili- 

|... ties from 1961 to 1969 in order 

-= to prevent Israel from obtain- 

= ing nuclear weapons. At the 
time, Israel hid its nuclear- 
weapons programme and 
blocked the full access of in- 
spectors. The result was farci- 
cal but no action was taken 
against Israel, then or later. 
< GEOFFREY KIDD 
.. Paris 
















-. SIR - You imply that head- 

- hunters are to blame for the 

.. damaging cult of charisma in 
= the market for chief executives 


(“Bosses for sale”, October 





5th). The media—not search 
firms—are captivated by the 
cult of personality. Executive 
search is not about spice. Most 
executive-search firms (includ- 
ing all those you mention, as 
members of the Association 
of Executive Search Consul- 
tants) subscribe to a strict code 
of ethics precisely to uphold 
professional standards and 
avoid any taint of suspicion. 
Operating as they do in an 
ambience of extreme con- 
fidentiality, they neither crave 
nor need publicity. 

PETER FELIX 

President 

Association of Executive Search 
Consultants 

New York 





Nurturing the opposition 


SIR - You make a number of 
mistaken assertions about Kir- 
gizstan (“For whom the Lib- 
erty Bell tolls", August 31st). 
First, for four years our nation 
was under vicious assault by 
al-Qaeda's 5sth battalion. You 
suggest that our government 
used this fact to justify repres- 
sion of dissent and erosion of 
civil liberties. Kirgizstan is 
proud of its achievements in 
ten years of democracy and 
independence, but is happy to 
accept well-intentioned criti- 
cism. However, you go too far 
in suggesting that our govern- 
ment uses a broad brush to 
characterise its opponents as 
terrorists. We have been nota- 
bly more reluctant to use this 
phrase than many of our 
neighbours and we still know 
how to distinguish religious 
fundamentalists who keep to 
themselves and their con- 
science from those who seize 
weapons and bombs, and at- 
tempt to overthrow the state 
through acts of violence. Most 
of the government's opposi- 
tion is secular and has noth- 
ing to do with al-Qaeda. 
Second, your statement 
concerning President Askar 
Akaev's "entrenched" political 
position is simply at odds 
with the facts. Mr Akaev an- 
nounced that he will not seek 
re-election when his term 
ends in 2005, so he is now 
what our Anglo-American 








friends would call a “lame 
duck". He has also reconsti- 
tuted the government to in- 
clude representatives of 
several groups previously in 
opposition to him and has or- 
ganised a constitutional coun- 
cil, also filled with opposition- 
minded figures, to provide 
further opportunities for a 
change of power. Our nation 
now faces its first transition of 
power since independence. 
BAKTYBEK ABDRISAEV 

Ambassador 

Kirgiz embassy 

Washington, oc 


Brazil’s risky future 


SIR - None of the candidates 
for Brazil’s presidency, particu- 
larly Luiz Inacio Lula da Silva, 
accepts responsibility for the 
increase in country risk ("The 
meaning of Lula", October 
5th). It is far easier to blame 
foreign speculation. Though 
much of the increase in risk 
can be attributed to dry inter- 
national capital markets, low 
investor tolerance for risk and 
poor growth prospects in de- 
veloped markets, this does not 
exonerate Mr da Silva or the 
rest of them. 

Mr da Silva's lack of experi- 
ence in office is worrying. 
Markets are concerned about 
any uncertainty, particularly 
in a country where the debt 
dynamics are so critical and 
complicated. Mr da Silva says 
that he will not keep Arminio 
Fraga, one of the world's most 
respected central bankers, as 
governor of the central bank. 
He has given no indication of 
à Successor or a new set of in- 
flation targets. This is danger- 
ous given Brazil's current 
financial needs and the un- 
willingness of international 
capital markets to finance 
them. | 

Mr da Silva could, of 
course, have avoided all of 
this tension if he and other 
candidates had followed the 
advice of Pedro Malan, the 
current finance minister, who 
proposed a pre-campaign 
agreement on basic economic 
policies that would be main- 
tained to prevent the type of 
attack that the real has suf- 
fered. This agreement did not 
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meet the electoral needs of the 
candidates. Brazil's new presi- 
dent will suffer from an in- 
creased debt burden that was 
entirely avoidable had he pre- 
sented information in a trans- 
parent and consistent fashion 
to both markets and voters. 
TONY SPANAKOS 

Universidade de Brasilia 
Brasilia 


SIR - The cartoon accompany- 
ing the "World this week" (Oc- 
tober 12th) depicts a foot- 
balling Mr da Silva, trying to 
score a free kick on “prosper- 
ity" from just outside the pen- 
alty box though admittedly 
from within a deep pit. There 
is no goalkeeper nor a defen- 
sive wall. Having witnessed 
the free-kicking prowess of 
Brazilians past (eg, Rivelino 
and Zico) and present (Ri- 
valdo, Roberto Carlos and, as 
the English will recall ruefully, 
Ronaldinho), the opportunity 
as depicted seems a certain 
goal for Brazil. 

DAVID RHYS DAVIES 

Austin, Texas 





Romania's learning curve 


SIR - In your survey of fi- 
nance in Central Europe (Sep- 
tember 14th) you claim that 
Silviu Brucan, a former ad- 
viser to Nicolae Ceausescu, 
was right or even optimistic to 
state that "it would take 20 
years for Romanians to learn 
about democracy." 

It is hard to believe that Mr 
Brucan, Moscow's hatchet 
man in Romania for decades 
prior to 1989, knows anything 
about democracy much less 
can teach it to anyone. His 
mistake (and, unfortunately, 
yours) is to equate capitalism 
with democracy. Many de- 
mocracies are free-market ori- 
ented nowadays, but 
capitalism is quite happy un- 
der autocratic regimes that tol- 
erate it. 


MIHAI AZIMIOARA 
La Jolla, California @ 





CARIBBEAN DEVELOPMENT BANK 
VACANCY 


DIRECTOR, PROJECTS 


DEPARTMENT 


The Caribbean Development Bank (CDB) is seeking to recruit a 
national from its member countries for the position of Director, 
Projects Department. CDB is a development finance institution that 
works in a collaborative manner with the Borrowing Member 
Countries (BMCs) towards promoting their sustainable social and 
economic development and the fostering of economic cooperation 
and integration among them. The Projects Department is 
responsible for delivering CDB’s lending and technical assistance to 
the BMCs. It is a major interface between the Bank and its clients. 
Details regarding the required qualifications and accountabilities of 
the position and general information on CDB can be found at its 
website: www,.caribank.org. 


Applicants should send a detailed Curriculum Vitae stating age, 
nationality and the names, designations, addresses and telephone 
numbers of three (3) referees not later than November 14, 2002 to: 


Deputy Director 

Human Resources and Administration 
Caribbean Development Bank 

P.O. Box 408 

Wildey, 

St. Michael 

BARBADOS, WEST INDIES 


E-mail: recruit@caribank.org 
Fax: (246) 427-4626 






Director of Internal Oversight (D2) 




















The OSCE is looking for a qualified candidate to direct the activities of 
the Organization's Internal Oversight which encompasses the 
examination and evaluation of the adequacy of the Organization's 
systems of internal control and quality of performance. It provides the 
full range of internal audit, including management audit, evaluation 
and investigation, quality and value-for-money assurance and 
management advice. 






Advanced university degree in accountancy or related field and/or 
membership of an internationally recognised accountancy / oversight 
body. Minimum of 15 years progressively responsible experience in all 
aspects of oversight/audit work including value for money assurance. 
Highly developed analytical, communication and diplomatic skills. 
Ability to quickly grasp complex issues. Excellent knowledge of 
English, working knowledge of another OSCE official language and 
excellent report writing skills. 


Tax-free salary, excellent benefits and the opportunity of working in 
a unique multinational, multicultural environment. 


To apply, please quote vacancy number 85/2002 and go online to: 
hitp://www.osce.org or send your application to: 






OSCE Recruitment Section 
Kärntner Ring 5-7, A-1010 Vienna, Austria 
Email: recruitment@osce.org or fax: +43-1-514 36-96. 
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Closing date: 5 November 2002 


OSCe 





The Organization for Security and Co-operation 
in Europe is à major regional security organization 
active in early warning, conflict prevention, crisis 
management and post-conflict rehabilitation. 
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| SENIOR CONSULTANTS 
human SENIOR ADVISORS 
dynamics eS 

human dynamics is a leading Austrian . 
provider of premium consulting services in - 
public & private sectors, for the IBRD, the EC throughout Central & South |. 
Eastern Europe, the CIS, the Middle East and Asia. i 


consulting & research 


A. Urgent: consultants with in-depth knowledge in the areas listed below for 
long term, short term and retained consultancy assignments. 


> public finance: legislation, budget execution, expenditure / cash 
debt & treasury nianagement, financial planning, audit, forecasting 


customs & border control: capacity building, HR, EU IT systems 
public administration: institution building, legislation, WTO, HR 
experienced in-house project manager for IFI contracts in CEE/NIS 


A Requirements include; Academic qualifications related to the above; ao] 
minimam of 5-8 years work experience including top level civil service, politics, | 
private sector, lobbying or journalism; excellent English verbal & written. 
communication skills; other local languages desirable; resourcefulness, client 

orientation, strong conceptual, analytical & reporting skills; outstanding track 

record of successfully completed assignments. 


A Benefits: we offer competitive remuneration packages according to 
qualifications and experience plus premiums for outstanding performance, 


à Contact; You are invited to send your CV in electronic form, indicating and f. 
ranking specific area(s) of documented expertise, preferences for long-term or: 2r 
short-term assignments and remuneration history to: 


human dynamics, Intl Recruitment, Heumarkt 27, A-1030 Vienna Austria | 
e-mail: recruitment &humandynamics.org website: humandynamics.org: 









CEO - Zambuko Trust - Zimbabwe 


A member of Opportunity International Network 













Zambuko Trust located in Zimbabwe is a private limited micro finance company established tens) 
years ago, to make small foans to economically disadvantaged entrepreneurs. Zambuke Trust ip] 
Partner in the Opportunity International Network, which is a global coalition of Chrisüian-hbased d: 
organizations dedicated to helping those in poverty transform their lives through the provision. of T S P 
micro enterprise financial services, The Trust aims to provide a bridge between the marginaljsed S 
and the unemployed and opportunities for enterprise and income generation. z 

As part of a long term strategic plan, Zambuko Trust intends to convert to become a regulated 
deposit taking institution with full bank status under the regulation of the Reserve Bank ofo 
Zimbabwe. The new institution will widen the availability of financial services to the poor ttr 
Zimbabwe to include savings and insurance products together with a wider variety of credit 
facthities. 
























Zambuko Trust is seeking to recruit a Chief Executive Officer to manage the conversion process, 
and to train the local management team to take on senior roles in the new institution as it develops. 
Reporting to the Board of the Zambuko Trust, and ultimately to the new Board of the Bank, the 
CEO will have responsibility for the planning and implementation of all aspects of the conversion 
process, inchiding the setting up and management of the key functions of the institution, 
management of relationships with external stakeholders (including the Reserve Bank, othe 
regulators, donors and investors). The CEO will also be responsible for the spiritual nurture an 
welfare of staff. nO 









The CEO will have the support of the Opportonity International Network's (OIN) Investmen 
Services Division which is managing the licensing, capitalisation and business planning proces 

for the new institutions, and the Technical Services Division which provides technical support at 
consultancy to OIN's Partners around the world throughout the conversion process. s 


EXPERIENCE AND APTITUDES REQUIRED 

e Applicants should have at least five years experience m a senior role in retail banking, and 
commensurate qualifications 

e International experience in Africa is preferred but not essential 

e Acommítment to the development of products for economically disadvantaged chents, with à 
particular focus on the needs of women clients since 85% of the Network's clients are Wome 

e Residence in Zimbabwe or willingness to relocate to Zimbabwe for the delivery af the projec 
is essential 

e Candidates should be able to demonstrate that they are in sympathy with the Christian ethos of ^ 
the organisation i 












Apply in the first instance by sending à CV to: 
Laura Gates, Human Resources, Opportunity International Network 
Email: recruiting @ opportunity.org 
Fax: 620-282-7471 


— 
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Openings for Faculty 
-. School of Economics and Social Sciences 


. The Singapore Management University (SMU) was officially 
incorporated in January 2000. It holds the unique position of 
being Singapore's first private university funded by the government 
of Singapore. Modeled after the Wharton School of the University 
of Pennsylvania, America's top business school, SMU's curriculum 
aims to groom outstanding business leaders and creative 
entrepreneurs capable of excelling in a rapidly changing and 
dynamic world. 


The School of Economics and Social Sciences offers a Bachelor 
of Science (Economics) degree starting in 2002. Applications 
are invited from candidates with teaching and research interests 
in the following areas of specialty: 





* international! Economics 

+ Macroeconomics and Monetary Economics 
* Public Sector Economics 

* Economic Development 

* Labor Economics 

* Statistics 


These are full-time tenure-track or tenured positions Starting 
in July 2003. We are interested in applicants with PhDs from 
“universities with strong graduate economics departments for 
positions at the assistant professor level, and applicants at 
the associate and full professor levels with demonstrated 

achievements. 





Interested candidates should send a cover letter, curriculum 
vitae, three letters of recommendation, and a sample of written 
work to: 


Professor Bobby Mariano 
School of Economics and Social Sciences 
singapore Management University 
. 469 Bukit Timah Road 
Singapore 259756 


Email: economicscv@smu.edu.sg 
i The deadline for applications is November 29, 2002. SMU faculty 


- Will be present at the American Economic Association Annual 
Meeting in Washington DC, 3 — 5 January 2003 for recruitment. 


Visit our website at 
www.smu.edu.sg 









MANAGEMENT 


























of the United Nations - 


seeks for its Headquarters in Rome: 
Chief, Agricultural and Food Engineering Technologies Service 


Responsibilities: Provide leadership, including technical and policy advice and 

programme formulation, for the Organization's work on agricultural and food 

engineering: | 

* integrated value-added transformation and preservation of food and 
agricultural products, ensuring quality and safety within food and 
commodity chains; 

* Application of engineering principles and technologies to on-farm crop 
and livestock production; ; 

* Design, construction and maintenance of rural structures and services, 

Plan and manage the use of resources in support of programmes and projects, 


| ensuring the coherence and technical quality of the normative and operational 


work. Guide, supervise and evaluate the work of the staff of the service. Ensure 
provision of technical advice, information and support to FAO Members, UN 
and specialised agencies, and global, regional and national bodies, including 
inter-governmental fora for the discussion and negotíation of agreements, 
codes, standards and good management and practices in agricultural and food 
engineering. 





Requirements: Advanced degree in Agricultural Engineering or 
Agricultural/Food Processing Engineering or equivalent post-graduate 
professional development. Demonstrated managerial and technical leadership 
of a high order. Experience in preparing project proposals for funding and 
interacting with diverse funding agencies. Experience working in an 
international setting. Fluency in English, French or Spanish and a limited 
knowledge of any of the other two or Arabic or Chinese. 






Send your curriculum vitae, quoting VA AG-43/02, before 31 October to: 
Director, HR Division, FAO, Viale delle Terme di Caracalla, 00100 Rome, Italy (fax 
*39-06-57055131; e-mail: senior-vacancies@fao.org) 





More information available at http://www.fao.org/va/Senior/AG43_02e.htm 









The Inter-American Development Bank, tn 
largest regional multilateral development institution, based in Washington, DC, ís now 
reviewing. candidates for the position of: 


SR. OPERATIONAL SPECIALIST/OPERATIONAL SPECIALIST 
OBJECTIVES OF THE POSITION: 1) Carry out portfolio management and 


performance monitoring tasks related to the Bank's project performance monitoring 
systems, Management's self-evaluation activities, corporate reporting on portfolio 
management, and support to borrowers in monitoring and evaluation. 2) Coordinate 
and oversee the preparation of special reports to Bank Management and the Board of 
Executive Directors on issues related to project monitoring and portfolio performance, 
including the Bank's Annual Report on Projects in Execution. — 3) Coordinate 
feedback on documents reviewed for relevant Management committees, to enhance the 
effectiveness of Bank interventions. 4) Maintain a close working relationship with the 
Bank's Oversight and Evaluation Office (OVE), the. EVP’s Office, other Bank 
departments, and other organizations on monitoring and evaluation issues, 8) Provide 
technical advice to Country Offices, borrower agencies, and other operational units of 

the Bank in matters related to knowledge management and operational lessons learned, _ 
and in Bank policies, procedures, practices and methodologies related to project -— 
monitoring, portfolio performance and management. 





oe 


REQUIREMENTS; Education: Master's degree (or equivalent level of education) 
in Economics, Business Administration, Development Studies or related field. 
Experience: A minimum of 8-10 years’ operational experience with international 
development assistance projects, including 4 years' in project monitoring/evaluation. 
Experience with Latin America is preferred. Languages: Fluency in English and 
Spanish is required. 





For additional information regarding this position and instructions on how to 
apply, please refer to our Web Site and access Vacancy Announcement No. 02/72, 
through the following link: http://www.iadb.org/hrd/vacancies.asp Please note 
that all applications must be received by October 29, 2002. 


As a reflection of its commitment to its borrowing member countries, the Bank may | 
require staff to accept assignments in both country offices and headquarters. Only - 
candidates selectéd for interviews will be contacted. The IDB ‘encourages. gender 
equality in its hiring practices. The Bank offers a ‘competitive’ compensation - 





package |. 5 0- 


1300 New York Avenue, NW (Stop E0507); Washington, DC. 20577 


. The Economist October 19th 2002 . 
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l SC GORDON S. MARSHALL SCHOOL 
batata OF BUSINESS 

UNIVERSITY 

OF SOUTHERN The University of Southern California seeks 
CALIFORNIA nominations and applications for the position of Dean 
aeee of the Gordon S. Marshall School of Business. 






The University of Southern California, one of the nations leading research 
universities, is the oldest and largest private research university in the 
American West. USC is an international center of learning, enrolling more 
than 28,000 students on two campuses and offering degrees through its 
College of Letters, Arts, and Sciences, Graduate Programs, and 16 
professional schools. The educational experience at USC arises from the 
culturally rich urban character of its surroundings. This diverse 
community has become an integral part of the college experience through 
one of the most ambitious social outreach programs of any university in the 
nation. 
































Over the past decade, the School has risen significantly in the rankings and 
is looking for a visionary leader who can continue to move the institution 
forward. Candidates should currently be active either in the academy or in 
the corporate world. For those outside of the academy, it will be important 
that they have demonstrated connection to and credibility in business 
education. All candidates should evidence: strong academic credentials and 
values; strategic leadership skills; commitment to quality and high 
standards; entrepreneurship; and proven financial and organizational 
management skills. A commitment to diversity and a successful track 
record working collaboratively within large, complex organizations will 
also be important. The successful candidate will be expected to assume his 
or her duties in the summer of 2003. 














Application Procedure: Please send nominations and applications (cover 
letter, resume, and references) to: 


Jennifer Bol, Partner, Heidrick & Struggles at jbol@heidrick.com. 


Review of applications and nominations will begin immediately. USC is 
proudly pluralistic and firmly committed to providing equal opportunity for 
outstanding men and women. USC actively seeks nominations of and 
applications from qualified individuals from the broadest possible 
community (AA/EOE). 


Please see http://www.use.edu for additional information about the 
University of Southern California. 
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EUROPEAN UNICN 


Strategic Opportunities in Kosovo 


The European Union Pillar of the United Nations Mission in Kosovo 
(UNMIK) is assertively leading the strategic reorientation of key areas of 
the economy. Within the EU Pillar, the Kosovo Trust Agency has taken over 
the administration and oversight of the public enterprises, ranging from 
public utility providers to transport and telecommunications, with the aim 
to foster sustainable development based on commercial principles. The 
Kosovo Trust Agency is the primary agent in the overall privatisation and 
commercialisation process. Primary focus is on: 


Modernisation of Telecommunications 
Revitalisation of the Airport Sector 
Upgrading of the Water, Irrigation and Waste Division 
- Implementation of a commercialisation and privatisation process 


We are seeking mature professionals for the following positions: 


Director of Telecommunications 

Director of Postal Services 

Network Design Manager 

Division Manager, Water, Irrigation and Waste 
Deputy Manager, Airport Sector 

Restructuring and Transaction Lawyer (2 posts) 
Transaction Officer (5 posts) 


Detailed job descriptions for all vacancies can be found at 
www.euinkosovo.org 


An internationally competitive compensation package, inclusive of 
location allowance, is offered for all posts. 


letter in English are to be submitted to eupillar- 
ijkorg. Closing date for applications is November Ist 
be nationals of an EU member state or CARDS 





encourages application from female candidates, 


- . The Economist October 19th 2002- 





AFRICAN DEVELOPMENT BANK 


Established in 1964, the African Development Bank (ADB) is the premier pan-African 
development institution fostering economic growth and social progress in Africa. The 
ADB's primary goal is to reduce poverty and improve living standards by mobilising 
resources in and outside Africa and providing financial and technical assistance for 
development projects and programs in Africa. The ADB is based in Abidjan, Cote 
d'Ivoire, and has a total of 77 member states comprising 53 regional (African) and 24 
non-regional countries. At the continental level, the ADB's vision focuses on Economic - 
Integration, while at the country level, three broad priority themes are predominant; " 
Agricultural and Rural Development, Human Resource Development, and Private E 
Sector Development. - 




















The ADB currently has openings at different levels to fill present vacancies. 
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The incumbent will formulate and update the Bank Group's agricultural and rural) 
development policies, guidelines, procedures, criteria and norms to guide intervention. | 
of the Bank Group in Regional Member Countries. He/She will coordinate agricultural} 
and rural development policy formulation and implementation with other multilateral. B 
development institutions. above. vacancy. notie Jose on ai 3 
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SENIOR FIXED ASSETS MANAGEMENT OFFICER - (Ref: 
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Countries. He/She will act as a catalyst in mobilizing resources for investment in the 





private sector through co-financing operations. The above vacancy notice 
e 15th of November 2 





The incumbent will ensure Bank Group's support to private sector development in the 
Regional Member Countries. He/She will plan, organize and carry out the activities. 
related to private sector project identification, preparation, appraisal, implementation. 


Jose on the 15th of. 
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The ADB offers an internationally competitive remuneration and benefits packagt 
This includes a tax-free salary, dependency allowance, education grant, educatio 
travel, medical, group life insurance, generous annual leave, home leave every tw 
years, pension plan, and diplomatic immunity and privileges depending on level. 


Applicants must be nationals of ADB member countries, Interested applicants are. 
invited to visit the Bank Website Attp:/Avww.afdb.org for detailed description of duties 
and required qualifications as well as procedure for applications. . 
Division Manager 
Staff Planning and Recruitment Division 


African Development Bank 
01 B.P. 1387 ABIDJAN 01 - COTE D'IVOIRE 
FAX (225) 20.20.49.43 ADB Homepage: http://www.afdb.org — E-maikrecruit @ afdb.org 
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When local anger joins global hate 


Terrorism in South-East Asia takes a new, and much more worrying, turn 


EVE before the bombing in Bali last 
week, South-East Asia had already 
earned a reputation as a hotbed of terro- 
rism. Over the past year, bombs have ex- 
ploded at bus stations, street markets and 
church services in the Philippines, and 
across Indonesia on the islands of Java, Su- 
lawesi and Ambon. The governments of 
Malaysia and Singapore claim to have un- 
covered terrorist cells planning big attacks. 
America considered Abu Sayyaf, an Is- 
lamic militant group in the southern Phil- 
ippines, threatening enough to send 
troops to help fight it. Investigators discov- 
ered that senior al-Qaeda figures, not to 
mention some of the September 11th hi- 
jackers, had spent time in the region. 

South-East Asian governments have 
been floundering in the face of these 
threats. Malaysia and Singapore keep ar- 
resting more suspected terrorists, an indi- 
cation that their networks have spread 
more widely than the authorities at first 
imagined. Meanwhile, Indonesia's failure 
to crack down on Islamic radicals drew 
criticism from around the world. 

The outrage in Kuta might seem like a 
sad but inevitable continuation of this 
trend. In fact, it marks a new and even 
more worrying departure. First, it was 
much more sophisticated and blood- 


thirsty than any previous attack in the re- 
gion. Second, it was aimed at western tour- 
ists, rather than the local or regional targets 
of most past attacks. Most disturbing of all, 
it suggests co-operation between local and 
international terrorists. 

The bomb that went off in Manado, on 
the island of Sulawesi, at the same time as 
the Bali blast, is the sort that South-East 
Asia is used to. It targeted the Filipino con- 
sulate, presumably in protest at the current 
Filipino military campaign against Abu 
Sayyaf in the nearby Sulu archipelago, and 
did little damage. Even the more deadly 
bombings in South-East Asia in recent 
years, such as those that struck the Jakarta 
stock exchange and a number of churches 
around Indonesia in 2000, appear to have 
been motivated by parochial grievances. 

But the Manado attack was different in 
one critical detail: its apparent co-ordina- 
tion with the Bali bombings. Until now, 
there has been scant evidence that local 
militant groups were co-operating with 
more sophisticated outsiders. Militant In- 
donesian groups, for example, have vocif- 


Neil Bowler, of the Economist Conferences’ 
team in Singapore, was killed in the Kuta 
bombing. He was in Bali with the Singapore 
Cricket Club. 
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erously denied any connection to al- 
Qaeda and ridiculed Mr bin Laden. 

That is not to deny the presence of al- 
Qaeda, or at least some internationally in- 
spired and trained terrorists, in the region. 
In the early 1990s, Ramzi Yousef, master- 
mind of the first attack on the World Trade 
Centre, lived in Manila. Last year, the gov- 
ernment of Singapore uncovered-and 
foiled—a plotto blow up the American em- 
bassy there, based on documents found in 
Afghanistan. Yazid Sufaat, a Malaysian, 
had played host at different times to two of 
the September 11th hijackers and the sus- 
pected mastermind of the attack on the 
USS Colein Yemen in 2000. But, to this day, 
the Malaysian government denies that al- 
Qaeda ever established a local cell. If it is 
true that al-Qaeda and local groups con- 
spired together in the Bali bombing, that is 
a new departure. On October 17th, bomb 
blasts in a shopping mall in the largely 
Christian city of Zamboanga, in the Philip- 
pines, killed five people and injured at 
least 144. This, too, may be part of a newly 
co-ordinated series. 

The irony of all this is that Indonesia 
had just begun to crack down both on pos- 
sible international terrorists and on local 
militant groups. Since September 11th, it 
had been co-operating with America be- 
hind the scenes while trying to appease lo- 
cal militants with a non-committal public 
stance. Earlier this year, for example, it se- 
cretly handed over two foreign terrorism 
suspects to American officials. But Indone- 
sian authorities made no move against lo- 
cal militants, such as Laskar Jihad or the Is- 
lam Defenders Front (rPD), a vigilante 
group. And they kept on insisting that they 
had no grounds to act against Abu Bakar 
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Basyir, an extremist preacher considered 
by Singapore and America as the leader of 
Jemaah Islamiah, the terror network they 
believe lies behind many of the region's 
latest bombings. 

But on October 1st, the Indonesian se- 
curity services announced a change of 
heart. They said they had arrested another 
foreign terrorism suspect, this time from 
Germany, and planned to interrogate him 
themselves. They also said that they 
wanted to question one of the suspects 
they had so hastily palmed off on America 
earlier in the year. Most strikingly, they 
called on parliament to pass a new terro- 
rism law, which might provide grounds to 
arrest the likes of Mr Basyir. 

Local militant groups have also come 
under pressure. For four years now, FPI 
has bombed and ransacked bars and 
nightclubs in the name of Islamic propri- 
ety with no protest from the police. But ear- 
lier in October, the police arrested nine of 
its members for a similar rampage. On Oc- 
tober 16th, they also summoned the leader 
of the group for questioning. Jaafar Umar 
Thalib, the leader of Laskar Jihad, is cur- 
rently on trial for inciting a Muslim mob to 
attack a church. The rest of the group, see- 
ing which way the wind is blowing, has 
announced that it is disbanding. 

The Bali bombing should make it easier 
for Megawati Sukarnoputri, Indonesia’s 
president, to pursue this crackdown. The 
carnage has humiliated political rivals 
such as Hamzah Haz, the vice-president, 
who used to court Islamic militants by dis- 
missing all claims of terrorist activity in In- 
donesia as American propaganda. 

But even if the Indonesian government 
does set about the war on terror with 
greater vigour, it may not get very far. 
Throughout South-East Asia, as elsewhere, 
the biggest obstacle to catching terrorists is 
a lack of good intelligence. In the Philip- 
pines, the army was reduced to tracking 
Abu Sayyaf by following the runners who 
delivered pizza to the insurgents. Even Ma- 
laysia and Singapore, with well-funded 
and efficient police and security services, 


appear to have made their first arrests on 
the basis of foreign tip-offs. Indeed, offi- 
cials there seemed astonished to find terro- 
rists in their countries at all. 

Countries such as Indonesia and the 
Philippines are worse off still. Their secu- 
rity services-underfunded,  undisci- 
plined, under-trained and over-stretched— 
must police vast archipelagos with lawless 
and porous maritime boundaries. Lack of 





computerised records makes it hard to 
keep track of comings and goings. Teeming 
cities and steaming jungles provide plenty 
of good hiding places, especially for local 
terrorists. If American expertise and 
equipment could not put an end to Abu 
Sayyaf—a far more visible and numerous 
group than most terrorist cells-it is un- 
likely that Indonesia and its neighbours 
will do much to scotch them. s 





Australia’s reaction 
The no-longer- 
lucky country 


CANBERRA 
What are Australia's priorities now? 


HE rest of Indonesia may be a mystery 

to most Australians, but Bali is one part 
they have long understood. They have 
flocked there for 30 years, especially re- 
cently, when the declining value of the 
Australian dollar made it one of the last 
places where they could enjoy a cheap 
holiday abroad. Bali had everything: a 
touch of Asia on their northern doorstep, 
tropical beaches to rival their own, 
friendly locals who welcomed their 
money, colourful nightlife—and safety. All 
that was shattered on the night of October 
12th. 

Most of the victims were young and 
single, many on their first trips abroad. 
Their ranks were swelled by football teams 
from Sydney, Perth, Adelaide, the Gold 
Coast in Queensland and Forbes, an out- 
back town in New South Wales, celebrat- 
ing the end of the Australian football sea- 
son. All the teams lost “mates”. John 
Howard, the prime minister, warned Aus- 
tralians to prepare for a much higher death 
toll and condemned the bombing as “bar- 
baric, brutal mass murder”. On October 
17th, all Australians were urged to leave In- 
donesia. 

But more was shattered than lives and 
families. Australia has lost, perhaps for 
ever, its happy sense of security as a rela- 
tively isolated country. Before October 
12th, disasters were what nature brought: 
floods, fires, drought. The Bali bombing is 
likely to be a watershed for Australia’s en- 
gagement with its region, particularly with 
Indonesia, its largest and most volatile 
neighbour. 

Relations with the world’s biggest Mus- 
lim country have rarely been smooth. Mr 
Howard is now bound to demand that the 
Indonesian government take a tougher 
stand against Muslim extremists. He was 
quick to declare his “suspicion” that the 
Bali bombing was linked to al-Qaeda 
through Jemaah Islamiyah, a mysterious 
Indonesian terrorist group. Australia has 
sent plenty of manpower to Indonesia to 
help find the bombers. But it now appears 
that its own intelligence agencies failed to 
heed two American warnings: one about 
cells in Indonesia linked to al-Qaeda, and 
the other, two weeks before the bombing, 
advising travellers to avoid Bali. 

Some wonder whether the bombing 
was linked to the conservative coalition 
government's strong support for President 
George Bush's war on terrorism and his 
. plans to attack Iraq. Mr Howard has dis- 





Sydney grieves 


missed such suggestions. But after Austra- 
lia has gone through a national day of 
mourning on October 2oth, his govern- 
ment will have some serious thinking to 
do. It must reconsider its decision to make 
Asia a lesser priority in foreign policy. 
Meanwhile, an angry and confused coun- 
try may well demand that Australia 
should pour its energy and resources not 
into helping America fight distant Iraq, but 
into helping its neighbours fight terror. @ 








Al-Qaeda 
An ever-shifting 
web 


Weakened but still growing 


W:: Bali part of a pattern of new al- 
Qaeda attacks? George Bush thinks 
so. On October 14th, he linked the night- 
club bombing to two other recent inci- 
dents: the apparent suicide bombing of a 
French-flagged ship, the Limburg, off Ye- 
men on October 6th, and a series of shoot- 
ings, by civilians in pick-up trucks or 
sports-utility vehicles, at American ma- 
rines training in Kuwait. On October 8th, 
one marine died in such an attack and an- 
other was wounded-and this in the most 
pro-western country in the region. 
American intelligence officials agree 
with the president. Investigators are still 
examining the hole in the Limburg, but 
they have found the fibreglass wreckage of 
a small boat, and are beginning to treat the 
incident as a near-copy of the al-Qaeda at- 
tack on the USS Cole off Yemen two years 








ago. In Kuwait, local officials say 15 men 
have confessed to helping plan the shoot- 
ings of October 8th; some are said to have 
links with al-Qaeda, and to have trained in 
its camps in Afghanistan. | 

These attacks have coincided with the | 
possible re-emergence of al-Qaeda's top 
men. On October 7th, the al-Jazeera TV sta- 
tion in Qatar broadcast an audiotape in 
which, allegedly, Osama bin Laden prom- 
ised to repay the United States "twofold" 
for any attack on Muslim countries. A 
week later al-Jazeera received a fax, appar- 


ently signed by him, which praised the at- E! 


tacks in Yemen and Kuwait as a strike at 
"the umbilical cord of the Christians" and 


said that neither al-Qaeda nor the Taliban — 


had been weakened. Another audiotape 


was aired on October 8th, this time from - Us 


Mr bin Laden's top aide, Ayman Zawahiri: 
it, too, praised the attack on French inter- 
ests, and advised these “deputies of Amer- 
ica", to retreat from the region "before they 
lose everything". 


Mr Zawahiri was thought to have been __ : 
wounded last winter, in an American ait: 


strike in Afghanistan in which several of 
his family died. He may have fled to Pak- 
istan. His audiotape appears both genuine 
and recent. About Mr bin Laden, intelli- 
gence officers are less sure. He last surfaced 
ona videotape made in December, and his 
audiotape contained no contemporary in- 
formation. The fax, which does, has not 
been firmly linked to him. But he, too, may 
bein Pakistan. Al-Qaeda is known to be re- 
cruiting and seeking allies among Paki- 
stani militant groups; and another senior 
al-Qaeda figure, Khalid Sheik Moham- 
med, is believed to be directing worldwide 
operations from a hiding-place in Karachi. 

But western intelligence officials 
increasingly believe that the nature of al- 
Qaeda has changed, and that the Bali 
bombing demonstrates it. Weakened by 
the disruption of its finances and commu- 
nications, with its base destroyed and its — 
leaders in flight, it has become a loose and = 
ever-shifting alliance of like-minded — 


groups. These, though they may share a E 
common militant Islamistideology,arees- —- 


sentially independent cells working loe- 
cally. Rather than enormous orchestrated _ 
set-pieces, like the attacks of September | 
11th, their operations are smaller and—for - 
all the wild rhetoric—less ambitious. e 
They remain extremely dangerous, not _ 
least because such “killer cells", as Mr Bush ` 


calls them, seem to be both growing and 
spawning imitations. But the president re- 


mains confident that America can fight ter- 3 


ror simultaneously on this front and in... 


Iraq. In his mind, of course (though he has E 
not yet produced the evidence), they also- 
remain connected. “We need to think", he. 
said on Monday, expanding this unproven ` 
theme, “about Saddam Hussein using al- - 
Qaeda to do his dirty work, to not leave fin- _ 
gerprints behind." @ 
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Project finance, Intellectual 
property. Emerging markets. 
CDOs. Structured asset finance 
transactions are complex. It 
takes special expertise to ensure 
all the components are properly 
aligned. Enter Centre. When 
conventional sources of capital 
are stymied, we help make deals 
happen through unique forms of 
credit enhancement, financial 
products and insurance coverage. 
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Oh, what a lovely ally 


LAHORE 


Ananti-American grouping makes important gains that are likely to embarrass 


President Musharraf 


66 AMERICANS are the killers, the butch- 

ers, the murderers,” observes the 
mild mannered but plain speaking secre- 
tary-general of Pakistan's Jamaat-i-Islami 
party, Syed Munawar Hassan. The views 
of Mr Hassan and his party are not new. 
Like much of the Muslim world they are 
convinced that the United States and Israel 
have formed a tag team for the purpose of 
oppressing Muslims, a belief fanned into 


fury by the American bombing of Af- 


ghanistan, Israel's assaults on Palestinians 
and now the threat of war against Iraq. 

Until now, such views could be treated 
as dissent, blasting Pakistan's pro-western 
policies without injuring them. Pakistan 
has been among the most valuable mem- 
bers of the American-led coalition against 
terrorism. Last week's general election 
may have changed that. The MMA group- 
ing of religious parties, including Jamaati- 
Islami, stormed from the fringes of Paki- 
stani politics into the centre, positioning 
themselves to govern two of Pakistan's 
four provinces and winning more seats in 
the national parliament than they have 
ever done. There is a chance that this group 
will be part of the coalition in charge of the 
central government. 

Opposition to Pakistan's anti-terrorist 
alliance with the United States was the 
centrepiece of their campaign and will be 
their top priority in government, says Mr 


| A vote for uncertainty 


Pakistan's general election result 
National Assembly directly-elected seats 


National Alliance 
13 


Independent candidates 
24 


Pakistan People's 
Party Parliamentarians 
62 










Pakistan Muslim 
- : Leaque (Nawaz) 
Muttahida Qaumi 14 


(MOM 


Majlis-i-Amal 
(MMA) 


52 
Pakistan 
Muslim League 
(Quaid-i-Azam) Others 
77 17 


Source: Election Commission of Pakistan 


Hassan. The two provinces they look set to 
govern, North West Frontier Province and 
Balochistan, blur into Afghanistan. They 
are prime hunting grounds for refugee 
members of al-Qaeda, including, perhaps, 
Osama bin Laden. George Bush and Pak- 
istan's president, Pervez Musharraf, must 
now be wondering what the religious par- 
ties can do to sabotage the hunt. They are 
not the only ones in shock. The days of 
freedom of expression in parliament are 
behind us, laments Aitzaz Ahsan, a leader 
of the centrist Pakistan People's Party. He 
recalls that in 1999 a handful of funda- 
mentalist senators so intimidated their col- 


| 27 








29 Athaw in Kashmir 





30 Mr Jiang goes to Washington 


30 Kazakhstan's middle class 





leagues that only four voted for a resolu- 
tion condemning honour killings of 
women who had eloped. Will tradition 
now smother modernity? 

India, Pakistan's perennial enemy, is 
also worried. Its foreign minister, Yash- 
want Sinha, called the gains of the reli- 
gious parties a bad signal. How much 
closer will fundamentalists get to control- 
ling Pakistan's arsenal of nuclear weap- 
ons? The rise of the religious parties is the 
sum of some fears, not all of them. It brings 
an illiberal, anti-American element to the 
centre of Pakistan's political arena, which 
cannot but complicate the war on terro- 
rism. General Musharraf, who tried, 
though not very consistently, to curb the 
influence of religion in public life in the 
three years since seizing power in a coup, 
will probably stop trying. 

Concessions to India over the disputed 
state of Kashmir, never imminent, are 
even less likely. But there is little danger of 
Pakistan becoming a rogue Islamist state, 
an Iraq with a hankering for martyrdom. 
Some of the religious parties are pro-Tali- 
ban, but are more worldly and pragmatic 
than their defeated Afghan brothers. Ac- 
cess to political power will make them 
more so. They must contend with many 
other forces, including rivals in the frag- 
mented parliament, the armed forces, 
which can veto almost anything politi- 
cians do, pressures from the United States 
and divisions within their own ranks. Pak- 
istan is in for a period of uncertainty, per- 
haps even instability, but not revolution. 

The elections knocked Pakistan askew. 
The idea had been to restore democracy 
after three years of military rule without 
bringing back the habitual sins of corrup- 
tion, political vendettas, masochistic econ- 
omic policies and clashes between civilian 
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> and military authorities, which often 
ended with the army taking over. To this 
end, General Musharraf first secured his 
own position as president by holding a ref- 
erendum in April, which almost no one 
but he regards as legitimate. He then 
amended the constitution to give the presi- 
dent the power to dismiss parliament and 
to give the armed forces a permanent role 
in government through a National Secu- 
rity Council, headed by the president and 
including the top generals and elected off- 
cials. Finally, he tried to engineer the elec- 
tion so that the parliament it produced 
would acquiesce in all of this. 

Criminal proceedings against Pak- 
istan's two pre-eminent politicians, Bena- 
zir Bhutto and Nawaz Sharif, both former 
prime ministers, kept them out of the 
country. A split was arranged in Mr Sha- 
rif's Pakistan Muslim League; PML(Q), the 
bitfriendly to General Musharraf, got extra 
help from the administration and won 
more seats than any other party. The elec- 
tion had serious flaws, said observers from 
the European Union. Not serious enough, 
though, to deliver a comfortable result for 
General Musharraf. The religious parties 
were supposed to do well (a decent show- 
ing would make the general look all the 
more indispensable to the West as a bul- 
wark against extremism), but not too well. 
As things turned out, the Muttahida Maj- 
lis-i-Amal (MMA), the six-party religious 
alliance, won enough seats in parliament 
to deny the general’s allies, PMr(Q) plus as- 
sorted others, a reliable majority. 

General Musharraf’s other potential 
partner is the People’s Party of Miss 
Bhutto, which agrees with him about fight- 
ing terrorism but, like the MMA, rejects the 
constitutional innovations that place him 
above parliament. He seems to face a 
choice between a party with a hostile ide- 
ology and one that is merely hostile to his 
ambitions. Just what will emerge from the 
parliamentary scrum is uncertain. The 
price the People’s Party will set for joining 
the government, which may include drop- 
ping cases against Miss Bhutto and her 
husband, whois in jail, may be too high for 
General Musharraf to meet. Other coali- 
tions are quite possible. A friends-of-Per- 
vez government, including everyone but 
the MMA, the People's Party and Mr Sha- 
rif’s faction of the Muslim League, might 
eke out a majority, though it would be too 
slender to last. 

The current parliament, however, is un- 
likely to deliver stable government. 
Avowed foes of military rule have about 
half the seats. Even seemingly compliant 
civilian prime ministers have a way of 
turning on the generals once they sniff 
power. The current political line-up seems 
doomed to constant bickering over posi- 
tion and policy, which may end with the 
president dismissing parliament or even 
with the politicians getting rid of the presi- 
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Qazi Hussain, the MMA's weightiest leader 


dent. None of this would be new for Pak- 
istan. Whatis new isthatthe religious right 
will have a big say in what happens. 

The official line, from the government, 
headed by General Musharraf until he 
gives way to a prime minister, from the re- 
ligious parties themselves and from poten- 
tial coalition partners, is that the MMA will 
use power responsibly. It is not funda- 
mentalist or militant, merely religious, 
says Pakistan’s information minister. 
Some Pakistanis compare it to the Bhara- 
tiya Janata Party, the Hindu-nationalist 
party that rules India. The MMA down- 
plays its radicalism, eager to be seen as a 
savvy player in the give and take of par- 
liamentary politics. Even on its top prior- 
ity, ridding Pakistan of American terrorist- 
hunters, the party sounds reasonable. It’s a 
process, says Mr Hassan of Jamaat-i- 
Islami, not a switch button. 

Parliamentary polish does not quite ob- 
scure the MMA’s rough pedigree. Some of 
its constituent parties have a soft spot for 
the Taliban. One leader said that if the Un- 
ited States molested Mr bin Laden Ameri- 
cans in Pakistan would be attacked. 
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Largely non-violent themselves, their ad- 
vocacy of jihad has underwritten violence 
in Afghanistan, against Indian rule in 
Kashmir and even against other Islamic 
sects within Pakistan. In their commin- 
gling of violence and respectability they 
are typical of Pakistani institutions, includ- 
ing the army. Fazlur Rahman, issuer of the 
threat to kill Americans, heads the most 
powerful faction of the Jamiatul Ulema-i- 
Islam (ui). Its madrassas (religious 
schools) educated the Taliban and sup- 
plied legions for its army. Its fierce creed, a 
puritanical brand of Sunni Islam, de- 
veloped during the 19th century in the In- 
dian town of Deoband, spawned even 
fiercer groups. 

Sipah-i-Sahaba, a Punjab-based group 
started by former ju1 men in 1985, has a re- 
cord of killing Shia Muslims. It spun off an 
even more violent group, called Lashkar-i- 
Jhangvi, which is suspected of involve- 
ment in recent attacks on westerners and 
foreigners. Sipah-i-Sahaba is banned, and 
too disreputable for the MMA, but its 
leader, Azam Tariq, won a parliamentary 
seat in the southern Punjabi city of Jhang, 
boasting in a campaign brochure of loving 
the great soldier, Osama bin Laden. Mr 
Rahman is more politician than warrior. 
He was chairman of the foreign-affairs 
committee of parliament and an ally of 
Miss Bhutto, and has been named by his 
party as a candidate for prime minister. 

His nickname, Maulana Diesel, testifies 
to a reputation for commercial acumen, 
which some suggest can be exploited in 
the cause of moderation. Like many stal- 
warts of the religious right, he is thought to 
be partly beholden to the armed forces, 
which, through its Inter Services Intelli- 
gence agency (rsr), has used religious par- 
ties for tasks as diverse as promoting Paki- 
stani influence in Afghanistan, fighting »» 






> Indian rule in Kashmir and clipping the 
wings of political parties at home. 

Jamaat-i-Islami, the driving force be- 
hind the MMA, has had nothing to do with 
the narrow ideologies that spawn violence 
among Islamic sects; though it was a pio- 
neer of promoting jihad in Afghanistan 
and in Indian-administered Kashmir. Qazi 
Hussain Ahmad, its leader, is more moder- 
ate than Mr Rahman, but perhaps less 
yielding. He is generally considered the 
MMA's weightiest leader. 

Its other constituents make strange 
bedfellows. Shias and Barelvis, an easier- 
going sort of Muslim, have both been vic- 
tims of savage Deobandi attacks and an- 
swered in kind. Yet they have shown up in 
the MMA. The fusion of these and other 
groups is something of a miracle, brought 
about, some say, by the army, which 
wanted a counterweight to the main- 
stream political parties besides PML(Q). It 
betokens moderation. Or maybe, its adver- 
saries hope, an eventual falling out. Their 
rising stake in democratic politics could 
tame them further. 

This is what General Musharraf counts 
on when he declares that Pakistan will re- 
main a key member of the coalition 
against terror. If the United States attacks 
Iraq, the MMA can express Pakistan's rage 
from the podium, making it less likely that 
people will do so with guns. Despite the 
brave face some Pakistanis are putting on 
it, the MMA's success has put it in a posi- 
tion to slow down, if not derail, the initia- 
tives that have made General Musharraf a 
popular figure in Washington. 

By just how much depends on the out- 
come of the multi-sided tussle now taking 
place in Islamabad, the capital. Fighting al- 
Qaeda is mainly the job of the central gov- 
ernment. The brunt is borne by such agen- 
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cies as the 1s1, by the army and by centrally 
run militias such as the Frontier Constabu- 
lary. Some 60,000 Pakistani troops and a 
handful of Americans are ranged along 
the border with Afghanistan, most in the 
federally administered tribal areas of 
North West Frontier Province, which are 
governed by the centre to the extent they 
are governed at all. If the MMA tries to un- 
dermine the fight against terrorism, the 
government has hinted that General 
Musharraf's National Security Council 
will block it. One message this sends out is 
that Americans ought to love the council, 
even though most Pakistani parties want 
to dismantle it. But the MMA can make 
trouble. Even if it sits in opposition, the 
MMA chief ministers of the North West 
Frontier Province and Balochistan will oc- 
cupy two seats on the 13-member council. 
It could get more, through such offices as 
the speakership of parliament and the 
chairmanship of the Senate. 

Most MPs from the tribal areas are 
MMA men who may, some analysts 
worry, provide havens for foes of Afghani- 
stan's American-backed government. In 
Quetta, the capital of Balochistan, newspa- 
pers report that a dozen local Taliban were 
freed from the district jail on instructions 
from newly elected MMA representatives. 
This could be a taste of sabotage to come. 

And what of those nukes? The prime 
minister will head the National Command 
Authority but de facto control of the weap- 
ons rests with the armed forces, says Ha- 
san Askari Rizvi, an expert on the Pakistani 
military. The army will not countenance 
an extremist as prime minister; if he rashly 
ordered deployment of nuclear weapons, 
says Mr Rizvi, the military would disobey. 

If the MMA’s anti-American agenda is 
blocked, its domestic wishlist may be- 
come more important. It has called for the 
implementation of sharia, Islamic law, 
which it says can be done within the 
framework of the revived constitution. 
The party wants to banish interest from 
bank lending. Its aversion extends to the fi- 
nancial-aid programmes within Pakistan 
that are underwritten by the 1mF and 
World Bank. Whether the MMA sits in gov- 
ernment or opposition, it is hard to see a re- 
vival of a programme to modernise ma- 
drassas, which General Musharraf had 
already put on a slow track. In the North 
West Frontier Province and Balochistan 
state schools may come to resemble ma- 
drassas rather than the other way around. 
Pakistani liberals now fear a chilling effect 
that will close minds, hinder reasonable 
expression and make women timid. 

Prelude or interlude? Those who fret 
about fundamentalists taking over used to 
be reassured by the religious parties' con- 
sistent failure to win more than a few seats 
in elections. That comfort is no longer 
available, but that does not mean that Pak- 
istan is succumbing to fundamentalism. 
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Kashmir 
A winter thaw 


India withdraws troops 


Tap is to carry out a limited with- 
drawal of its troops along its border 


with Pakistan. It will be the first impor- 
tant easing of tension between the two 
nuclear powers for almost a year. 

Something like 1m men have been 
facing each other across the border in 
the latest confrontation over Kashmir, 
the disputed state that has been the trig- 
ger for two of the three wars between 
India and Pakistan. The proposal for an 
Indian withdrawal came from a secu- 
rity advisory group chaired by the 
prime minister, Atal Behari Vajpayee. It 
was then approved by the cabinet's se- 
curity committee. “Don’t blow it up,” a 
cautious member of the advisory 
group told reporters. "There's still a 
long way to go.” 

Apart from gaining kudos interna- 
tionally, this may be a good time strate- 
gically for India to move back some of 
its troops. With the approach of winter 
the Himalayan passes between the two 
countries will become iced up, making 
it more difficult for Pakistan-supported 
militants to cross into Indian Kashmir. 
A withdrawal could soon be followed 
by aresumption of diplomatic ties, or 
so optimists believe. 


The MMA’s success arises in part from a 
fleeting alignment of circumstances: the 
hobbling of the mainstream parties, the 
Afghan war and the fragile alliance itself. It 
won a tenth of the popular vote, not much 
more than religious parties had won in 
previous elections. The difference was that 
this time they pooled votes rather than 
splitting them. 

The vote for the MMA is not a vote for 
beards, burqas, and jihad, wrote one col- 
umnist, but rather a vote against imperial- 
ism and indignity. And against political 
fat-cats, some of whom shifted from the 
mainstream parties to General Mushar- 
raf’s PML(Q). The new affection could be 
strengthened by war in Iraq, or weakened 
by incompetent government, which 
would not be surprising with so many 
newcomers in the assemblies. Blacking 
out cable stations could alienate people. 
People love to see Indian movies, even in 
the villages, says Haji Muhammad Adeel, 
a candidate whose pro-American party 
was decimated by the MMA. After one or 
two years will everything return to nor- 
mal? Not quite. General Musharraf has 
had three years to set Pakistan firmly on 
the road to modernisation. The elections 
confirm that he has failed. m 





China and the United States 
One hour with 
Mr Bush 


BEIJING 
What China's leader will tell the 
Americans 


EXT week Jiang Zemin will leave be- 

hind a simmering power struggle at 
home to pay a farewell trip to the United 
States as China's president. Despite an ar- 
ray of misgivings in China about Ameri- 
can power and the foreign policy of 
George Bush, Mr Jiang is bending over 
backwards to ensure the trip goes well. Mr 
Jiang wants to be remembered as the Chi- 
nese leader who got America and China to 
treat each other a bit more normally. 

Mr Jiang has been battling with his ri- 
vals over leadership changes to be un- 
veiled after a five-yearly Communist Party 
congress due to begin on November 8th. 
Although he is constitutionally obliged to 
relinquish the presidency next March, he 
may still cling to his position as military 
chief and possibly even as head of the 
party as well. Factional manoeuvrings 
may be atleast partially responsible for re- 
cent problems involving prominent per- 
sonalities with links to senior politicians. 
These include the disappearance of the 
head of China's State Power Corporation, 
Gao Yan (a protégé of Li Peng), who is said 
to be under investigation for alleged econ- 
omic crimes, and the sentencing last week 
of another state-sector businessman, Zhu 
Xiaohua (a protégé of Zhu Rongji), to 15 
years in prison for corruption. 

The delay of the party congress until 
November (it was at first expected to con- 
vene in September) may have been partly 
engineered to allow Mr Jiang to visit Amer- 
ica with his authority still undiluted. The 
trip is particularly important to Mr Jiang 
because he regards the improvement in 
Chinese-American ties over the 13 years 
since he was appointed party chief as one 
of his great achievements. When he took 
office, China was being shunned by the 
United States and some other countries 
because of the violent suppression of the 
Tiananmen Square protests a few days ear- 
lier. Now Mr Jiang is preparing to be re- 
ceived (albeit only for lunch and an hour 
of talks) at Mr Bush's ranch at Crawford, 
Texas, quite an honour in China's eyes. 

There are clearly strong concerns in 
China about whatis seen as American uni- 
lateralism. There are also worries about 
the strengthening of American security 
links with countries on China's periphery, 
among them those of Central Asia, and 
with Taiwan. But China's misgivings are 
less strongly voiced than they were at the 
time of NATO's action in Yugoslavia in 
1999, when the Chinese embassy in Bel- 


grade was bombed, accidentally. At that 
time, many Chinese scholars expressed 
fears that intervention in Yugoslavia might 
pave the way for similar intervention one 
day in affairs seen by China as its own in- 
ternal business, such as separatist cam- 
paigns in Tibet, Xinjiang and Taiwan. Now 
China's anxiety appears to have abated. 
There is little obvious sign of worry that an 
American attack against Iraq might set a 
precedent for action against China. 

Mr Jiang is certain to raise China’s con- 
cerns about American arms sales to Tai- 
wan, and call for an end to restrictions on 
the launch of American commercial satel- 
lites by China’s rockets and on military-to- 
military contacts between the two coun- 
tries. There are still disagreements over 
whether an accord on the restriction of 
missile-technology exports by China 


reached between the two countries in 
2000 should apply to contracts already 
signed by China at that time. 

But the four-day visit, which begins on 
October 22nd and also takes Mr Jiang to 
Chicago and Houston, before he heads to 
Mexico for a summit of Asia-Pacific lead- 
ers, will be far more about symbolism and 
stressing the two countries’ new-found 
common cause, the campaign against ter- 
rorism. In August, the United States dep- 
uty secretary of state, Richard Armitage, 
agreed to place a little-known organisation 
campaigning for independence for Xin- 
jiang on America’s list of foreign terrorist 
groups. A western diplomat reckons that 
“some bright American” suggested this as 
a reward for China’s support. For Mr Jiang, 
securing such gestures is a sign that his di- 
plomacy has paid off. @ 
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The mid-term elections 


The battle for Iowa 


DES MOINES 


a 


Sometimes, one state and one issue embody an election. In 2000, it was Florida and 
its tied vote. In 2002, itis lowa and the power of incumbency 


VERY fourth winter Iowa becomes the 

centre of American politics when its 
caucuses start the presidential primaries. 
Otherwise the state is largely ignored. It is 
too small, too agricultural and too mono- 
ethnically white to be the centre of any- 
thing. But this year, though the presidency 
is not at stake, election-watchers' eyes are 
fixed on boring old Iowa. 

Iowa has become a classic swing state. 
In 2000, Al Gore won it by fewer than 
5,000 votes. Now it is one of four states in 
the upper mid-west with a close Senate 
race. It is one of three where other state- 
wide races are close, too (along with Min- 
nesota and South Dakota). And, uniquely 
inacountry where most congressional dis- 
tricts have been gerrymandered on behalf 
of incumbents, Iowa lets a non-partisan 
panel design its districts. Four of the state's 
five House seats have competitive con- 
tests, so its 3m people will decide more real 
battles than the 86m people in California, 
New York, Texas and Illinois. 

If the Republicans are to take back the 
Senate, they probably have to win Iowa or 
another mid-western state. If the Demo- 
crats are to regain the House of Represen- 
tatives, Iowa represents their best shot at 
winning a block of seats. Alas for both, 
and for those hand-rubbing election- 
watchers, neither looks likely to happen. 

The first and most important reason is, 


wait for it, incumbency. Iowa has not 
booted out a senator since 1984, or a gover- 
nor for 40 years. Tom Harkin, the Demo- 
cratic senator, won in 1984 and is now 
seeking a fourth six-year term. 

A few analysts, including John Zogby, a 
pollster, have argued that incumbency 
will be a liability this year because voters 
think it is “time for a change". That has not 
happened since 1994, when Newt Ging- 
rich's Republicans swept to power, and 
very little in Iowa bears out the idea that it 
could happen again. 

Incumbency builds name-recognition. 
Everyone knows Mr Harkin. Fewer than 
three-quarters knows his Republican chal- 
lenger, Greg Ganske, a plastic surgeon 
turned congressman. He represents the 
state's biggest city, Des Moines, butis nota 
familiar name outside it. 

It is true that name-recognition is a 
mixed blessing for Mr Harkin. A prairie 
populist with a left-wing voting record, he 
provokes the same sort of frothing at the 
mouth among conservative Iowans as Bill 
Clinton does among conservative south- 
erners. He has won each of his re-election 
fights with a successively smaller portion 
of the vote. 

This year, his campaign reduced his 
chances further by an extraordinary self- 
inflicted wound. In September, a Harkin 
supporter wangled an invitation to a meet- 
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ing at which Mr Ganske discussed strategy 
with the White House's political director, 
Ken Mehlman. A transcript of the suppos- 
edly private meeting was released to the 
local press. The Harkin campaign then for- 
got the adage that "it's not the crime but 
the cover-up." It lied about its involve- 
ment, claiming it had nothing to do with 
the tape or leak—charges it later conceded. 
Republicans demanded a criminal investi- 
gation: taping private meetings is illegal. 

In some circumstances, this could have 
sunk Mr Harkin. But county prosecutors 
deemed the meeting to be a public one, so 
the taping was legal. And Mr Harkin's peo- 
ple blamed everything on a junior mem- 
ber of the staff, now suddenly an ex-mem- 
ber. Unless more evidence comes to light, 
the episode seems to have ended without 
affecting Mr Harkin himself. His poll lead 
fell only from 12 to nine points. 

Part of the explanation for Mr Harkin's 
resilience is personal: he is a veteran of 
house-to-house combat; Mr Ganske is ill at 
ease in campaign warfare. Mr Harkin's 
campaign is also better financed and or- 
ganised. But the biggest factor is the advan- 
tage that incumbency provides in the Sen- 
ate, and the use he has made of it. 

The chamber operates on the old-fash- 
ioned principle of seniority. Long service 
equals top jobs. Mr Harkin is chairman of 
the Senate's agriculture committee. This 
matters because Iowa produces more food 
per head than any other state. 

This year, the farm bill came up for re- 
newal, a job that begins in Mr Harkin's 
committee. The bill authorises spending 
$180 billion over ten years, and lowan 
farmers will get more per head than any 
other state's. Mr Harkin shepherded the 
bill through the Senate. Mr Ganske voted 
against it in the House (hoping for more). 
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For the first time, Mr Harkin has won the 
endorsement of the state's largest farm 
organisation, the Iowa Farm Bureau Fed- 
eration. This body usually prefers Republi- 
cans but is hardly likely to snub the 
farmer's best friend in Washington. David 
Yepsen of the Des Moines Register thinks 
the benefits of seniority are Mr Harkin's 
strongest defence against the argument 
that itis “time for change". 

For an incumbent, the most dangerous 
re-election battle is usually the first, which 
takes place before you have built up along 
record. That is one reason why Tom Vil- 
sack, the one-term Democratic governor, is 
having a harder time in his race than Mr 
Harkin is in his. The other is that Iowa's fi- 
nances are suffering, like every other 
state's. The governor argues he has done as 
well as he could in the circumstances (the 
state still has a small surplus). More in- 
triguingly, he has latched on to Mr Har- 
kin's coat-tails, claiming they are both 
working on the same issues—health care 
and drug costs-in different ways. So far, 
that has been enough to give Mr Vilsack an 
edge over his Republican challenger, Doug 
Gross, who served as chief of staff to Mr 
Vilsack's Republican predecessor. 

Perhaps the most intriguing test of in- 
cumbency, though, comes in the House 
races, thanks to last year's redistricting 
after the 2000 census. The map produced 
by Iowa's admirably independent com- 
mission has produced competitive races 
everywhere except in the predominantly 
Republican west. Four of Iowa's incum- 
bents have a race on their hands. 

Consider the second district. Jim Leach, 
a Republican, has been in Congress even 
longer than Mr Harkin. His old district in- 
cluded a lot of unionised factory workers, 
most of whom vote Democrat; he kept 
their support with one of the least conser- 
vative voting records of any Republican, 
including a vote against the war-on-Iraq 
resolution. His new district includes five 
counties from his old one, but adds in ten 
new counties—all of them Democratic, ac- 
cording to Dennis Goldford of Drake Uni- 
versity in Des Moines. In what is close to a 
new district, Mr Leach looks vulnerable. 








iEn: eL 
There is a similar story in the third district, 
where the struggling incumbent is a 
Democrat. The Republicans in the first and 
fourth districts look only a little safer. 

Iowa holds one last lesson for 2002. 
Both the Republicans and the Democrats 
have been trying to “nationalise” the elec- 
tion—to make it about nationwide issues 
(the economy, if Democratic; national se- 
curity, if Republican). In Iowa, local issues 
prevail. Iraq plays almost no role, even 
though on this Mr Harkin is a prominent 
opponent of Mr Bush. Kitchen-table issues 
have been localised: witness the farm bill. 
Even the debate about prescription-drug 
cover has been turned into a complaint 
that New York and Pennsylvania do better 
from the Medicare system than Iowa. 

If local issues are what really matter, 
this election will not be won by a national 
campaign or a nationwide swing. It will be 
won or lost one state and one race at a 
time—and the incumbents, as ever, will 
start with a big advantage. m 


The elections in Hawaii 


Ready to erupt? 


HONOLULU 
After half a century of one-party rule, 
pressure for change is building 


Vea its outcome, the gover- 
nor’s race in Hawaii would have 
pleased Patsy Mink in one respect. Both 
the main candidates are women, only the 
second time this has ever happened in 
America. Ms Mink, who died in office last 
month at the age of 74, was the first Asian- 
American woman elected to Congress, in 


8 
me 
NY 


SS 





& 





7. e ve 


^V 
) " > 
Y BUE 7 cr AA Cy] 
2 n SAI, Po» he? 
Wd. Yt AM tal M a 
/ X LU 
Aa > ^v * ` * 
‘and Ba Te st: . | 
Aug ut 1$ 0L 22f |. b 
EETA TA rene "(I^ 
t AEST In t 


Tough place to go canvassing, Hawaii 













See i el 


1964, and an ardent fighter for the under- 
dog. For many of the Hawaiians who filed 
past her coffin as it lay in the state capitol 
earlier this month, Ms Mink embodied the 
best of the state's Democratic tradition. 

That tradition is now being tested, for 
the opinion polls give a small lead in the 
governor's race to the Republican. Linda 
Lingle, a former mayor of Maui County, 
blames the state's lousy economy on the 
Democrats and demands change. Mazie 
Hirono, the Democratic candidate and cur- 
rently lieutenant-governor, has responded 
by adding "responsible change" to her pro- 
mise of continuity with the past. 

Democrats have held sway in Hawaii 
since before it became a state in 1959. Japa- 
nese Hawaiians, who had come to work 
on the islands’ plantations and who 
fought for America in the second world 
war, deeply resented being excluded by 
the plantation owners. In 1954, they voted 
pretty solidly for the Democrats, and have 
not deserted the party since. 

An example of this is Daniel Inouye, a 
much-decorated ex-soldier of the famous 
Japanese-Hawaiian 442nd Regiment, who 
became the state's first congressman and 
was then elected to the Senate in 1962. He 
is chairman of the defence part of the Sen- 
ate’s appropriations committee. His se- 
niority has won for the islands a steady 
stream of federal projects, including an ex- 
cellent computing centre. 

But longevity can breed bad habits, 
such as complacency and even corruption. 
The man who was originally the leading 
Democratic contender for governor, the 
mayor of Honolulu, dropped out of the 
election after an investigation of his fund- 
raising from supporters in the construction 
industry. Ms Hirono, who had previously 
retired from the race butthen came back in, 
sneaked past a primary challenge from Ed >> 








> Case, a conservative Democrat, by 2,600 
votes in September. 

One target for the Republicans' Ms Lin- 
gle is the state's ossified schools: its pupils 
come 39th out of the country's 50 states in 
reading, 35th in maths. Ms Lingle wants to 
split Hawaii’s single school district into 
seven local school boards. She has taken 
the same “home-rule” approach to other 
issues, including water use. Ms Hirono re- 
plies that devolving power to individual 
islands or to regional boards will mean 
more layers of bureaucracy, not less of it. 

On many other issues the candidates 
are notso far apart. Ms Lingle is a pro-abor- 
tion, green Republican; Ms Hirono a cen- 
trist Democrat. Both make much of Ha- 
waii’s desire to control its future. The 
plantation owners may have left, but the 
state’s economy still depends on outsiders, 
such as tourists (whose spending accounts 
for 23% of the state’s $42 billion gross in- 
come) and the Pentagon (15%). 

“Diversification” is therefore much in 
demand. Lately there has been evidence 
that something may come of it. Generous 
tax breaks have helped high-tech start-ups. 
The University of Hawaii is trying to set up 
a biotech cluster. Maui has successfully 
touted itself to the film industry as a 
stand-in for Africa, the Caribbean and 
even Mars. Ms Lingle and Ms Hirono both 
promise to continue these projects. 


The importance of arriving first 

Ms Hirono's best chance of winning may 
have less to do with policies than with her 
origins. She came to Hawaii from Japan 
when she was eight, and she has hinted in 
her television commercials that Ms Lingle, 
who was older than that when she arrived 
from the mainland, is less in tune with 
“our people” than she is, and that her ri- 
val's campaign is being financed by other 
such “outsiders”. By last month, Ms Lingle 
had raised $3.35m compared with Ms Hi- 
rono's $1.26m. 

One reason why outsiders are inter- 
ested in Hawaii is the Senate race. Mr In- 
ouye and Senator Daniel Akaka look ro- 
bust enough, but both are 78 and, with 
theirterms due to run until 2004 and 2006, 
Ms Mink's sudden death has reminded 
Hawaiians that politicians are mortal. If 
one of them were to leave office early, the 
governor would appoint his replacement. 

Who will win? Ms Hirono does better 
with deep-rooted Japanese and Filipino 
voters, whose party loyalty remains firm. 
Ms Lingle does well with newer arrivals 
and with whites, who make up just over a 
quarter of the electorate. The result may be 
decided by modernising Democrats, the 
sort of people who supported Mr Case's 
pro-business platform in the Democratic 
primary. His message was closer to Ms Lin- 
gle's than to Ms Hirono's. But he was a 
Democrat: for many Hawaiians, voting Re- 
publican may still be a change too far. 8 


The sais. risk and md reaction 
The logic of 
irrational fear 


WASHINGTON, DC 
The reaction to the sniper reveals a lot 
about Americans! perception of risk 


HE suburbs of the nation's capital are 

locked down. The Washington Area 
Girls Soccer League went on with its 2001 
tournament despite the September 11th at- 
tacks. This year's event was cancelled be- 
cause of the sniper who has killed nine 
people in the Washington area. Hundreds 
of schools have been operating under a 
*code blue", which prohibits all outdoor 
activity. Autumnal trips to pumpkin 
patches have been cancelled. And for 
those who dare to venture out of their 
homes, traffic dragnets designed to trap the 
killer's white van cause hours of delay. 

Contrast that with the reaction to Sep- 
tember 11th. Then George Bush went on 
television urging the country to start 
spending again, to travel again and, in so 
far as possible, not to let daily life be dis- 
rupted. What accounts for the difference? 

There are two and a half “logical” ex- 
planations. First, the nature of the events 
themselves. The enormity of September 
11th put it in a category of its own. It was 
perceived as a one-off event, even though 
al-Qaeda is continuing its war. The 
sniper’s attacks are much more obviously 
part of a series; indeed, he is constantly 
compared to other serial murderers. 

Second, the political and legal concerns 
of the relevant authorities differ. Last year 
Mr Bush needed to reassure America that 
“terrorists would not win”. For school su- 
perintendents, the small risk of having a 
child shot far outweighs the passing incon- 
venience of cancelled events. They also 
run the risk of being sued. 

The half-logical explanation concerns 
the scale of the sniper-murders. The nine 
murders took place in five counties with a 
total population of 3.1m. Over the course 
of the two weeks the sniper has been at 
work, there was a one-in-344,000 chance 
of being killed by him. That figure is tiny, 
but it equates on an annualised basis to a 
theoretical murder rate of 7.5 for every 
100,000 people. That compares with a 
murder rate of 3.4 for those counties in 
2000 (the last year for which all figures are 
available). And three-quarters of the area’s 
“ordinary” murders took place in one 
county, Prince George’s. The annual rate 
for the other four counties is only 1.4. In 
theory, the risk for their inhabitants has 
been raised several times by the sniper. 

This is mathematically logical—but it is 
also bogus. The sniper cannot continue at 
the same rate; he has already had to slow 
down, and he was nearly caught at his last 





Hard to understand 


murder. He will surely either stop or be 
caught. 

So it is fair to say both that people are 
understandably alarmed, and that they 
are still exaggerating the risk. Why? Ex- 
perts seem to agree that Americans find it 
harder than most people to evaluate risks 
accurately. Lawsuits, labels on coffee cups 
(“Warning: the beverage you are about to 
enjoy is extremely hot”), even political pro- 
nouncements all often suggest it is possi- 
ble to avoid danger altogether. 

Beyond that, there are anumber of spe- 
cific reasons why potential victims in any 
country would find it difficult to evaluate 
the risk from the sniper. People generally 
exaggerate spectacular but low-probabil- 
ity risks, such as murder or natural disas- 
ter, just as they underestimate more com- 
mon risks, such as accidents in the home. 

In this case, adds Kip Viscusi, an econo- 
mist at the Harvard Law School, Ameri- 
cans face a new sort of risk—and people do 
not know how to evaluate something they 
have never seen before. There has never 
been a serial killer like the sniper. Other se- 
rial murderers have preyed on particular 
groups—often young women or boys. The 
sniper has killed randomly at a distance. 
This means no one in the Washington area 
can give any reason why he or she should 
not be the next victim. 

Because the risk is new, it is also uncer- 
tain. As Mr Viscusi points out, people tend 
to overestimate unknown risks. Econo- 
mists call this “risk-ambiguity aversion”. 
And in this case the main source of in- 
formation for Washingtonians is the blan- 
ket, sometimes hysterical coverage from 
television and newspapers, which tends to 
exaggerate the perceived risk further. Ev- 
eryone knows the number of murders. 
Few know how many people live in the af- 
fected area, or the murder rate. 

Lastly, the sniper-killings share some 
peculiarities with other risks that are also 
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exaggerated. One of the victims was a » 





> child—and parents dramatically overesti- 
mate any uncommon threat to their chil- 
dren's lives (such as the risk of kidnapping 
by a stranger). Similarly, the sniper repre- 
sents an "involuntary" risk, not one you 
run willingly for a benefit (such as driving 
too fast to get somewhere). People worry 
less about voluntary risks. 

Worst of all, the risk is hard to mitigate. 
You cannot easily lessen it by changing be- 
haviour-like wearing a seat belt. The only 
way to remove yourself from the sniper's 
mercy is not to go out at all. But that brings 
out another unusual side to this case. On 
the roads, the more people drive carefully, 
the lower your own risk. Here, if more peo- 
ple stay home, your risk actually rises mar- 
ginally. If, say, the sniper chooses a com- 
mercial parking lot and only half the usual 
number of customers are there, your 
chances of being a victim double. 

In such bizarre circumstances, fear can 
easily seem exaggerated. But it is hardly ir- 
rationalto be scared and perplexed. m 


Death and politics in Illinois 


The tale of two 
Ryans 


CHICAGO 
Today's Republican governor pulls the 
rug from under his would-be successor 


EATH and politics met in Illinois this 

week. By order of George Ryan, the 
lame-duck Republican governor, the 
state's Prisoner Review Board began an un- 
precedented series of clemency hearings 
on the cases of about 140 people awaiting 
execution on Death Row. If all are exoner- 
ated, it would be the largest such reprieve 
America has ever seen. It may not, how- 
ever, have the same effect for Jim Ryan, the 
Republican gubernatorial candidate. 

Illinois has been at the forefront of the 
debate about the death penalty since 
George Ryan's decision in January 2000 to 
order a moratorium on executions in the 
state. The move surprised Mr Ryan's con- 
servative colleagues, since he had previ- 
ously been in favour of the death penalty. 
He seems to have changed his mind after 
coming within days of executing a man 
who was then found to be innocent. 

Of some 290 people sentenced to death 
in Illinois since 1976, 13 have later been 
found innocent. Mr Ryan, who is leaving 
office in January, ordered clemency hear- 
ings for the current inhabitants of Death 
Row after a bipartisan commission re- 
ported in April that there are serious flaws 
in the system for handling capital-punish- 
ment cases. The Prisoner Review Board is 
now examining that claim, and will make 
non-binding recommendations to the gov- 
ernor, who has the final say. More than 20 
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George, the clement Ryan 


other prisoners awaiting execution who 
have not signed clemency petitions will 
also have their cases sent to the governor. 
Some public prosecutors, who want Mr 
Ryan to cancel the hearings, have sent the 
relatives of murder victims to give emo- 
tional pleas to the board. 

The most politically charged case is that 
of Rolando Cruz, who is now free but is 
seeking pardon for a past conviction. Mr 
Cruz was judged guilty of the rape and 
murder of a ten-year-old girl in 1983. When 
a convicted murderer serving two life sen- 
tences later confessed to killing the girl, the 
office of Jim Ryan, then state's attorney in 
the county where Mr Cruz was convicted, 
not only refused to pursue the man who 
had confessed but re-tried Mr Cruz twice 
after courts had overturned his conviction. 
Eventually, DNA evidence helped to ac- 
quit Mr Cruz, who now wants compensa- 
tion for the years he spent in prison. 

Jim Ryan, who detests George Ryan 
(even though they are not related), was al- 
ready behind his Democratic opponent, 
Rod Blagojevich, in the opinion polls. The 
fact that a group of lawyers has said that 
his handling of the Cruz case makes him 
unfit for the state's top job is not going to 
help. He filed two suits, unsuccessfully, to 
block this month's clemency hearings. 

The hearings could also hurt Joe Birkett, 
the Republican candidate for the attorney- 
general's job, who is currently state's attor- 
ney in the county where Jim Ryan once 
served. Mr Birkett is having a tough fight 
with Lisa Madigan, daughter of one of the 
state's most powerful Democrats. The 
Democrats are trying to suggest that Mr 
Birkett, too, is tainted by the county office's 
campaign against Mr Cruz. 

Most Americans say they favour capital 
punishment. But according to an opinion 
poll this month by Zogby International, 
the clemency issue divides the people of Il- 
linois almost half-and-half. Just under 50% 
oppose clemency for the occupants of 
Death Row, but 45.5% are in favour of giv- 
ing them life sentences. Next month’s vot- 
ing may show, among other things, which 
of the two Ryans’ views on the matter Illi- 
nois prefers. m 
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The Missouri election 


Unguessable 


ST LOUIS 


The strangest race of all? 


ISSOURI is holding one of the od- 

der Senate races in the country. 
First, itis an election outside the normal 
six-year Senate cycle. The incumbent, 
Jean Carnahan, was appointed after 
her husband, Mel, a candidate in 2000, 
died in an aircraft crash three weeks be- 
fore election day. The voters picked him 
anyway, knowing his widow would 
take his place for two years. The new 
election decides who will serve the rest 
of the six-year term. 

That could have immediate and un- 
usual political implications. As the term 
has started, the winner does not need 
to wait until January to be seated, as 
other new senators do—and this year 
Congress will be brought back for a 
lameduck session before inauguration. 
If the Democrats retain control in the 
new Senate, but the Republican candi- 
date, Jim Talent, wins in Missouri, he 
would tilt the one-seat balance of 
power in the old Senate back to the Re- 
publicans. They could then use their 
lame-duck control, say, to confirm 
George Bush's judicial nominees in an 
eight-week blitz. 

But will Mr Talent win? The race has 
been close, albeit in a bizarre way: the 
lead has ping-ponged back and forth, 
with Mrs Carnahan six points up one 
week and Mr Talent six up the next. The 
political differences are small. Mr Talent 
is a conservative trying to sound like a 
moderate. Mrs Carnahan is a moderate 
trying to sound conservative (she has 
voted with Republicans 71% of the 
time). But the personal differences are 
striking. He is a 46-year-old smooth- 
talking city slicker, she a 68-year-old 
grandmother with a farm. 

Another oddity is that the chal- 
lenger has a longer record than the in- 
cumbent: Mr Talent has done four 
terms as a Republican congressman. 
Mrs Carnahan has done quite respect- 
ably in her two years. She smoothed 
away anti-trust objections to a job-sav- 
ing takeover of Trans World Airlines 
(which employed 12,000 people in St 
Louis) and voted for big defence con- 
tracts for local aerospace firms. But it is 
not much to go on. 

With the voters not really knowing 
what the race is about, it is possible that 
external factors-Mr Bush's popularity, 
Iraq, out-of-state advertising—could 
make the difference. But a duel that 
could have a nation-wide impact is no- 
table chiefly for its idiosyncrasies. 





Seattle's transport 


Going nowhere 


SEATTLE 
Pay nine cents more and you could 
speed up alittle 


ACH day, Tom Myers commutes to 

work from a suburb east of Seattle. 
Thirteen years ago, when he moved to his 
present house, the drive took 30 minutes. 
But in the past decade hundreds of new 
neighbours have started to clog roads orig- 
inally laid out for a farming community. 
Now it takes close to two hours. 

Mr Myersis one of thousands of motor- 
ists in Washington state who are increas- 
ingly vexed by its inadequate roads, decay- 
ing bridges, rusting ferries and barely 
visible public-transport system. Transport 
engineers have big plans to put everything 
right-new lanes along interstate freeways, 
widened bridges, new trains and more. 
But these will cost billions of dollars. And 
money does not grow on trees in Washing- 
ton state. (If it did, there would certainly be 
no shortage.) Three years ago, the voters 
approved a cut in vehicle-licensing fees 
that gutted the state's ability to raise cash 
for transport. So the politicians are now 
asking voters like Mr Myers to relent a lit- 
tle. Perhaps they would not mind paying a 
slightly higher petrol tax? 

Politicians in Olympia, the state capital, 
could not bring themselves to pass such a 
thing into law. So the transport bill which 
was the focus of last spring's session has 


been tossed out of Olympia, labelled “Ref- 


erendum 51", and set before the voters, 
who will decide on November 5th 
whether a few more cents on their petrol 
will be a cheap price for less congestion. 

The proposed tax rise, of nine cents a 
gallon (3.8 litres), would lift the price of a 
gallon of mid-grade petrol to about $1.60. 
All hell, of course, has broken loose. 
Greens, who want less money spent on 
roads anyway, have joined up with anti- 
tax enthusiasts to fight the measure. Voters 
in the eastern half of the state grumble that 
most of the money will end up in Seattle, 
in the west. And Referendum 51’s suppor- 
ters seem to have little positive to say for it, 
except that it will help emergency services 
reach fires more quickly. Polls suggest that 
the measure will be lucky to squeak 
through. 

Other transport propositions are on the 
ballot. One would freeze the tax on private 
cars at $30 a year. This tax used to be levied 
on the value of the car (for instance, $600 
on a $20,000 car). Much of that money 
was spent on the roads. But a 1999 initia- 


tive slashed the car tax and subsequent ef- 


forts to restore it will perish if the initiative 
is approved. In short, voters are being 
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asked on the one hand to tax themselves to 
pay for transport, and on the other to cut 
the taxes that could also pay for it. 

In Seattle, a city ballot measure, if ap- 
proved, will levy $1.7 billion in taxes to 
build a monorail—an elevated railway that 
straddles a single large rail. Seattle has had 
one of these for nearly 40 years, running 
on a one-mile stretch from the site of the 
1962 World Fair to the downtown shop- 
ping district. Yet monorails have rarely 
worked well anywhere except as a nov- 
elty. Moreover, approval of this proposal 
will draw tax money away from other Se- 
attle traffic plans that are still on the draw- 
ing board, including one to replace an ele- 
vated freeway (which looks horrible and is 
vulnerable to earthquakes) along the wa- 
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terfront. 

The city's voters have no faith that their 
elected politicians will ever get to grips 
with transport. In 1996, for instance, voters 
approved a $3.9 billion light-rail system. 
But not an inch of rail has yet been laid, 
costs have gone up and the system has 
shrunk to two-thirds of its planned size. 

Now comes the legislature's craven fail- 
ure to pass a petrol tax on its own. "That's 
what I thought we elect the legislature to 
do," grumbles Mic Dinsmore, chief execu- 
tive officer of the port of Seattle, where 
freight heading to or from the docks is of- 
ten snarled in traffic. With transport policy 
as chaotic as itis, itis hardly surprising that 
anti-tax hardliners and monorail enthusi- 
asts have rushed to fill the gap. 8 


Fishy stuff at Elk Creek 


Do you prefer your salmon notched or trucked? 


ONTROVERSY is once again bub- 

bling up over the Elk Creek dam in 
Oregon. The unfinished structure is get- 
ting in the way of the dwindling popula- 
tion of endangered coho salmon and 
steelhead which want to swim up the 
Rogue river. So for the past few years the 
fish have been trapped and given a ride 
to the other side of the dam in trucks run 
by the local department of fish and wild- 
life. Now there are two plans afoot—a 
sensible one to “notch” the dam to let 
the fish through, and a slightly mad one 
to step up the trucking system. Guess 
which is closer to becoming law. 

Construction of the dam started in 
1986. The idea was to store water and 
prevent floods, and more than $100m of 
federal money was put up. But a lawsuit 
brought everything to a halt the follow- 
ing year. Two reservoirs were subse- 
quently built, taking care of flood control 
and covering more than the region’s cur- 
rent demand for water, so the dam re- 
mains unfinished. The Army Corps of 
Engineers has concluded that it would 
take another $84m to complete it, and 
that the dam would yield less than 40 
cents for every dollar spent. 

A supposedly temporary trap-and- 
haul facility for the salmon was added 
in 1992, and 1,500 hapless fish are driven 
around the dam every year at a cost of 
$150,000. Some die in the process. 

The corps thinks it could notch the 
dam for $7m. The opposition is led by 
the local Republican congressman, Greg 
Walden, an adamant supporter of the 
dam. He maintains that notching would 
destroy the chances of ever completing 
the dam—something that the corps de- 
nies. He wants to build a proper, perma- 


nent trap-and-haul system for the fish, 
which the corps says would cost $8m. 
He has got some money set aside for this 
in a water-and-energy appropriations 
bill, which is ready for a vote in the 
House of Representatives. 

Some 50 organisations—including not 
just the obvious green groups but Tax- 
payers for Common Sense—have de- 
clared this to be barmy. They want the 
Senate to stop Mr Walden’s scheme; and 
they entertain hopes that the dam will 
eventually be notched. Until that day, 
the salmon of the Rogue river must get 
used to life on the road. 





Where’s a truck when you need one? | 
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| (1 BUSH likes to pretend that he is above party politics: 
just a regular guy trying to do his best for the country. He 
.. has always made a great to-do about reaching across party lines: 
.. remember how he wooed Ted Kennedy over education reform. 
_ And he takes every opportunity to escape from Washington's 
_. partisan bickering for the bracing common sense of his Texas 
-> ranch. Don't believe a word of it. Mr Bush is as partisan a presi- 
dent as America has had. 
The laid-back Mr Bush is, in fact, a whirlwind of partisan en- 
ergy. He has spent more time on the campaign trail than any of 
... his predecessors, and raised far more money for next month's 
elections ($140m and counting). He plans to hit the road for 14 
straight days before the election, sweeping through as many as 
four states a day and visiting all those with tight Senate races. 
Mr Bush has used a disputed election victory to push 
through a strikingly radical agenda, on everything from tax cuts 
to military pre-emption. At the same time, he has refashioned 
the Republican Party in his easy-going image, urging it to swap 
_ the angry snarl of Gingrichism for the smiling face of com- 
|. passionate conservatism. Previous presidents have used place- 
. men to keep an eye on the party machinery. Mr Bush has 
- centralised control of the party in the White House. Karl Rove, 
_. Mr Bush's closest adviser, has a hand in everything from shap- 
- ing high policy to choosing local candidates. 
. Republicans will bristle at the comparison, but Mr Bush is 
Clintonian in both his partisanship and his energy. Dwight Ei- 
senhower hardly concealed his disdain for his party. Ronald 
-Reagan~a man who really did go to his ranch to relax—put little 
energy into supporting Republican candidates, and his party 
lost 26 congressional seats in the 1982 election. Mr Bush's father 
had little time for Republican hardliners. The son is thoroughly 
-at home in the world of the permanent campaign. 
—'. But Mr Bush has one huge advantage over Mr Clinton: people 
_ believe the guff about his being above politics. Mr Clinton could 
.. not say "good morning" without people parsing the remark for 
-- its political meaning. Mr Bush manages to look above politics 
= even when he is out stumping for his fellow Republicans. 
. The sheer chutzpah of his performance is driving the Demo- 
. rats crazy. One moment he is talking about the “urgency” of the 
- Iraqi threat. The next he is spending a fortnight on the campaign 





trail. One moment he is saying that “we must act, first and fore- 
most, not as Republicans, not as Democrats, but as Americans." 
The next he is saying that the Democrat-led Senate is “not inter- 
ested in the security of the American people". 

Yet they can’t lay a glove on him. The majority of Americans 
regard Mr Bush as a symbol of national resolve rather than as a 
fallible politician. Opinion polls show that voters don't hold 
him responsible for the corporate scandals, economic woes or 
intelligence failures of the past couple of years. Mr Bush enj oys 
the fruits of partisanship without the thorns. 

The most obvious reason for this is September 11th and all 
that. The country’s need to rally around national symbols after 
the explosion of international terrorism fits in perfectly with Mr 
Bush's desire to present himself as being above politics. But the 
Democrats also have themselves to blame. The essence of the 
Democratic case against Mr Bush has always been that he is too 
stupid and lazy to be president. They cannot suddenly change 
gears and accuse him of being a cunning partisan and a hyper- 
active campaigner. Add to this the fact that the previous Demo- 
cratic presidency was a by-word for partisanship, and Mr Bush 
has licence to be as partisan as he likes. 

How far is Mr Bush willing to take this licence? Some Demo- 
crats accuse him of exploiting the war on terrorism to get Repub- 
licans elected. Robert Byrd, on the Senate floor, has described his 
behaviour as “despicable”. Any number of campus leftists have 
accused him of inventing the whole drama in order to distract 
attention from corporate corruption and economic malaise. 

There is some truth to the first charge. Mr Rove has repeatedly 
told Republicans that focusing on the war is the best way to 
"maintain a positive issue environment". But there is a huge dif- 
ference between wagging the dog (inventing an unnecessary 
war in order to win an election) and wagging the donkey 
(wringing partisan advantage out of a necessary conflict). 


And maybe the clever thing is the right thing... 

In the past year, Mr Bush has never wavered in his focus on the 
war on terrorism. He was an early convert to the idea that terro- 
rist states and terrorist cells are two faces of the same evil. Was 
he really supposed to abandon the war against terrorism for the 
duration of the campaigning season? Was he really supposed to 
forget about building support in Congress and the United Na- 
tions until after November? The wag-the-dog accusers may have 
got things upside down: the once-lackadaisical Mr Bush may be 
campaigning so hard precisely because he thinks electing Re- 
publicans will help the war on terrorism. After all, almost every- 
one who voted against giving him war powers was a Democrat. 

The president's scheme of wrapping himself in the flag while 
pursuing a partisan agenda carries big risks. The memory of 
September 11th will eventually fade. The Democrats will learn 
how to land a few punches. The White House will one day have 
to deal with the contradiction between boosting spending on se- 
curity and cutting taxes. A potential backlash could diminish the 
presidency as well as damaging Mr Bush and his party. 

But for the moment Mr Bush's strategy is succeeding spec- 
tacularly well. A month ago it looked as if the Democrats stood a 
good chance of taking both Houses. Now, thanks to Mr Bush's 
tireless campaigning and relentless focus on Iraq, the Republi- 
cans have a reasonable chance of picking up seats in the House 
and retaking the Senate. No wonder they regard him as the best 
thing that has happened to their party since Mr Reagan. 8 








Jamaica's election 


The old guard outgunned 


KINGSTON 


Ageing politicians lack solutions to Jamaica's many problems 


LN AUGUST, Jamaica celebrated the 40th 
anniversary of its independence from 
Britain. To mark the event, a local news- 
paper conducted a now infamous poll. To 
the surprise and horror of many Jamaican 
politicians, 53% of respondents replied 
that the country would have been better 
off had it remained a British colony, while 
only 15% thought it would have been 
worse off. So it was perhaps to be expected 
that the island's general election, held on 
October 16th, was greeted with some apa- 
thy. And the fact that it did not produce 
greater change says much about the stasis 
of the island's politics. 

P.J. Patterson, the prime minister since 
1992, and his People's National Party (PNP) 
won a fourth consecutive term, but with a 
sharply reduced majority. Unofficial re- 
sults suggested that the PNP had won 35 of 
the 60 seats in the House of Represen- 
tatives, losing 13 seats to the opposition Ja- 
maica Labour Party (LP), led by a political 
veteran, Edward Seaga. “I would have pre- 
ferred a larger margin," Mr Patterson ad- 
mitted. Heavy rain helped to cut the turn- 
out, which has been declining steadily 
from a peak of 86% in 1980. 

The electorate's lethargic conservatism 
reflects the seeming intractability of Ja- 
maica's problems. The foremost of these is 
violent crime. The murder rate rose by 30% 
in 2001. So far this year, it is down by 14%. 
Even so, more than 700 people have been 
murdered since January in a country of 
2.6m people. Elections themselves are no- 
toriously violent affairs in Jamaica. But this 
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one was fairly quiet by local standards, 
with 60 people said to have died in elec- 
tion-related violence. The independent 
Electoral Advisory Committee decreed a 
ban on campaigning in six particularly vo- 
latile constituencies. 

The violence has roots in the political 
battles of the 1970s between Mr Seaga and 
the PNP's Michael Manley, a socialist 
nationalist (still revered as a national hero 
by many Jamaicans). They began arming 
their supporters, creating “garrison” con- 
stituencies where opponents could not 
campaign. Political violence peaked in an 
election in 1980, when 840 died. The garri- 
sons persist, but the gangs have turned to 
peddling drugs. 

Thatis both cause and effect of an econ- 
omy that has been stagnating for years, de- 
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spite jet-set tourist resorts clustered 
around Montego Bay and Ocho Rios on 
the north coast of the island. GDP growth 
of 1.7% last year amounts to a recovery of 
sorts, but unemployment stands at 15%. 
The burden of public debt is onerous. Debt 
payments eat up a massive 9% of GDP. 

Under Mr Patterson, the PNP has 
moved to the right. In 1992, it embarked on 
a programme of economic liberalisation 
and privatisation that still continues, albeit 
fitfully. Now, the party proclaims a sort of 
lukewarm third-way Blairism, with minis- 
ters preaching the virtues of the Internet 
and the “knowledge economy”. At least 
Mr Patterson can boast of six successive 
years of falling inflation, and some social 
improvements, such as in housing. 

As a result, there is now little to choose 
in policy terms between the PN» and the 
centre-right Labour Party, which tradition- 
ally presented itself as the party of econ- 
omic competence. This election has there- 
fore turned on personalities, where the 
PNP has the edge. Though Mr Patterson, at 
67, is hardly a new face, Mr Seaga is five 
years older. Polls suggest a desire for 
change, but neither man offers it. 

By retaining tight control of the party 
machinery, Mr Seaga has managed to 
squeeze all life, and many of its brighter 
prospects, out of the JLP. He has not been 
helped by a financial scandal, in which a 
hotel company with which he was in- 
volved has been accused of tax evasion 
(he did not know of this, he says). In short, 
Mr Seaga has become an electoral liability. 

Neither party has offered any convinc- 
ing answers to the pressing problems of 
the public debt, the low standard of educa- 
tion, and crime. It will probably take a 
younger generation of politicians to come 
up with the fresh, radical ideas needed to 
turn Jamaica around. Unfortunately, there 
seemed to be no sign of them emerging at 
this election. No wonder the electorate ap- 
peared unenthused. 8 
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Argentina's collapse 


Progress, of sorts 


BUENOS AIRES 
A face-saving deal with the IMF may 
finally bein sight 


aoe since he took over as Argen- 
tina’s president last January, Eduardo 
Duhalde has been predicting both a 
speedy agreement with the IMF, and an 
economic recovery. Now there are signs 
that at least the first of these may not be far 
off. The Fund and the government *have 
made important progress in the past two 
weeks in an atmosphere of greater under- 
standing of the Argentine political and 
economic situation," says Roberto La- 
vagna, the economy minister, though he 
cautions that not everything is yettied up. 

Nor have the gloomiest economic pre- 
dictions come true. Mr Lavagna points to 
signs of growth: in the second quarter of 
this year GDP rose compared to the previ- 
ous quarter, and industrial production has 
risen almost 7% since April, he says. In- 
stead of hyperinflation, the rhythm of 
price increases has slowed (see chart). The 
peso, albeit helped by exchange controls, 
has held steady for three months at around 
3.70 to the dollar. 

The government even won a political 
victory of sorts last week, when Congress 
killed off a failed effort (inspired originally 
by Mr Duhalde) to impeach the Supreme 
Court. Officials hope that the judges will 
reciprocate by throwing out legal chal- 
lenges to the economic programme. Mean- 
while, a government welfare scheme, in 
which some 2m poor and unemployed 
heads of households are given 150 pesos a 
month, has helped to calm social tension. 

Yet any deal with the ıMF may owe 
more to the Fund's need to avoid the 
embarrassment of a new debt default than 
to Argentina's progress. While in default to 
its private creditors since December, Ar- 
gentina has continued to service debts to 
international financial institutions (owed 
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Crime in Mexico 


The very odd couple 


MEXICO CITY 


Can Rudolph Giuliani make Mexico city safer? 


HEY are not obvious political soul- 

mates. So perhaps it is a sign of the 
gravity of Mexico city's crime epidemic 
that Andres Manuel Lopez Obrador, its 
populist left-wing mayor, has turned to 
Rudolph Giuliani. Last week, Mr Lopez 
(or AMLO as he is known) announced 
that he is hiring the Giuliani group, the 
consultancy formed by the former New 
York mayor, to advise on cutting crime. 

AMLO is not giving up any of his 
budget for this unlikely venture. A group 
of businessmen is stumping up Mr Giu- 
liani's fee of $4.2m a year. Nor is it clear 
how well the two men will get on. Mr 
Giuliani has been hired because of his 
success in reducing New York's crime 
rate, partly through his policy of “zero 
tolerance". Whether that could work in 
Mexico city is unclear. So is whether a 
left-wing mayor would relish the inev- 
itable charges of human-rights abuses. 

But the news of Mr Giuliani's con- 
tract has prompted some curious politi- 
cal inversions. The conservative 
National Action Party of President Vi- 
cente Fox has accused AMLO of gesture 
politics. AMLO'S left-wing Party of the 
Democratic Revolution (PRD) has sud- 
denly begun preaching the virtues of 
zero tolerance. If nothing else, Mr Giu- 
liani's appointment promises further di- 
verting political somersaults. 

Politics apart, what might Mr Giuliani 
achieve? Mexico city's crime rate ap- 
pears to have been rising again this year, 
after having previously peaked in the 
late 1990s. Mexico city's inner core, gov- 


almost a third of the total public debt). Or 
some of them, at least: the rMr has been 
rolling over Argentina's repayments. But 
under its statutes, it can only do this for 12 
months; thereafter, a debtor in arrears risks 
eventual suspension from membership. 
Argentina is due to repay $10.8 billion 
to the IMF by December 2003, but has only 
$9.4 billion in reserves. The government 
has suggested that from next month it will 
stop paying the multilateral institutions. 
Given the size of its payments, that would 
not only dent the rMr's credibility, but 
even perhaps the World Bank's credit rat- 
ing. Adding to the pressure for a deal are 
worries about Brazil's financial stability. 
At most, however, an IMF loan will 
merely recover Argentina's repayments to 
the Fund, with perhaps $1 billion in new 
money. Many in the Fund still have doubts 
about Argentina's economic programme 
and, with an election due in March, its abil- 
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Tolerance, Mexico-style 


erned by Mr Lopez, has 8m people— 
about the same as New York City. But 
Mexico city has only two-thirds as many 
police, in several ill-co-ordinated forces. 
They earn less than a quarter of their 
American counterparts, so many cops 
are corrupt. And even in the rare cases 
where criminals do get caught, the 
courts are often too corrupt and inef- 
ficient to punish them. 

If Mr Giuliani can fix any of that, he 
will not only have been well worth his 
millions, he may even be beatified. But 
without more money from a city govern- 
ment that finds it difficult enough to 
raise enough taxes to cover its current 
budget, it is difficult to imagine even Mr 
Giuliani improving matters. 


ity to stick to it. The issues include whether 
privatised utilities are to be allowed to 
raise charges (frozen since January) and 
doubts over next year's budget. 

In addition, the financial system is still 
in disarray. Many bank deposits have been 
frozen since last December. But schemes to 
swap frozen deposits for government 
bonds have had some success. Officials 
have hinted that they may lift all remain- 
ing restrictions on current accounts next 
month. But this could provoke inflation. 

If and when Argentina reaches an 
agreement with the Img, says Mr Lavagna, 
he will tender for an investment bank to 
lead talks on restructuring the country's 
debts to private creditors. These will not be 
easy: even with a write-down of around 
70% of the debt's face value, Argentina 
might require a larger fiscal surplus. By 
then a new government is anyway likely 
to bein charge. m 
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40 The Americas  — 


Canada's native peoples 


From whine to 
wine 


VANCOUVER 
The new generation means business 


Ww." with teenage suicides, sexual 
abuse, financial scandals and squab- 
bles about stalled land claims, good news 
is rare for Canada’s 1.5m native Indian peo- 
ple. So the opening in British Columbia 
last month of North America’s first native- 
owned winery is welcome-—especially be- 
cause it signals a new trend. 

Nk’Mip (pronounced in-ka-meep) Cel- 
lars is a joint-venture between the 
Osoyoos Indian band and Vincor, a large 
Ontario-based wine firm. Under the deal, 
Vincor, which has been leasing vineyards 
from the band since 1979, will get 520 hect- 
ares (1,300 acres) of new vines in Canada’s 
warmest climate (adjacent to its only des- 
ert). In five years, the winery should be 
producing 15,000 cases a year of chardon- 
nay, pinot blanc, pinot noir and merlot. For 
the Osoyoos, the winery means jobsanda 
share of profits. It is the first stage of a big- 
ger C$25m ($16m) project including a re- 
sort, golf course and heritage centre. 

Investment in British Columbia has of- 
ten been blocked by Indian land claims. 
But a new generation of native leaders is 
scornful of government handouts and im- 
patient with politics. “I’m not a politician, 
I'm a worker," says Clarence Louie, the 
Osoyoos’ chief. “I’m not going to wait 
around for any land claims or treaty settle- 
ment to look after my people’s basic 
needs—I’m going to do what I can today." 





The Osoyoos still get federal help (includ- 
ing C$2.8m toward the winery). But over 
the past ten years, they have generated 
more revenue from their own businesses 
(in tourism, recreation, agriculture, for- 
estry, retail and wine) than they have re- 
ceived in federal transfers. 

Canada's aboriginal population is 
growing more than twice as fast as the na- 
tional average; more than half of Indians 
are under 25. Without more jobs, big trou- 
ble looms. Hence the turn to private initia- 
tive: Canada now has more than 20,000 
Indian businesses. They are as varied as 
the economy itself: they encompass saw- 
mills, casinos, construction, fashion, ad- 
vertising, airlines, oil and gas, and com- 
puter services. Banks have taken notice, 
and are starting to offer finance. 

Even the federal government's Indian- 
affairs department, rarely a force for pro- 
gress, is starting to help. In recent years, it 
has set up agencies to help natives acquire 


Human rights in Chile 


Out in the cold 


SANTIAGO 
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venture capital and management skills. 
Early next year, the department will 
present parliamentary bills to end the re- 
strictive sway of the Indian Act of 1876. 
The bills would enable native groups to 
run their own governments, provided 
these are open and accountable, and to 
manage their own financial affairs, includ- 
ing raising private capital for infrastructure 
and business ventures. 

Many ordinary Canadian Indians 
backed these changes in a consultation 
process. Not so their political leaders. The 
Assembly of First Nations, which claims to 
speak for all natives, opposes the changes, 
Which it sees as dictated by outsiders. Mat- 
thew Coon Come, the assembly's chief, re- 
jects the bill as “opening the door to con- 
flict”. Such resistance is odd, since native 
peoples have long demanded self-govern- 
ment and economic self-reliance. Perhaps 
they find the current paternalistic regime 
justtoo comfortable. m 


An air-force chief crashes-and nobody provides a parachute 


T impunity enjoyed by Chile's sol- 
diers since the end of General Au- 
gusto Pinochet's dictatorship in 1990 has 
taken another dent. Last weekend, the 
country's air-force chief, General Patricio 
Rios, resigned over his poor handling of 
a government-brokered effort to locate 
the bodies of the dictatorship's missing 
victims. The affair may even help Chile's 
democratic rulers to gain control over 
the still-powerful military. 

In June 2000, after a year of talks be- 
tween military officers and human- 
rights lawyers, the armed forces agreed 
to hand over what information they had 
on some 1,200 people who “disap- 
peared” under the dictatorship. That 
turned out to be not much, apart from an 
admission that 130 bodies were dumped 
at sea. Only a handful of bodies have 
since been recovered. 

Last month, a newspaper revealed 
one reason for this. The air force’s man 
in charge of compiling the information, 
General Patricio Campos, had a skeleton 
in his own closet. His wife had previ- 
ously been tried for her roleina military 
death-squad (though she benefited from 
an amnesty law). General Campos has 
since admitted destroying information, 
and has been charged with obstructing 
the course of justice. General Rios, who 
chose General Campos for the job, could 
now face similar charges. 

Under Chile's constitution—inherited 
from the dictatorship—President Ricardo 
Lagos lacks the power to sack military 


commanders. In a similar incident, in 
the mid-1990s, a chief of police success- 
fully defied a presidential request for his 
resignation. So why did General Rios go? 

The answer goes back to General Pi- 
nochet's arrest in London in 1998, argues 
Raul Sohr, a military analyst. To get him 
home, the armed forces had to accept 
that he could be tried by local courts 
(which eventually found him unfit to 
stand trial). So they can hardly oppose 
the cases against the air-force generals. 

The army and navy have notably 
failed to back General Rios. Nor can he 
expect much help from the right-wing 
opposition. With its eyes on a presiden- 
tial election in 2005, which it reckons it 
can win, it has no intention of alienating 
centre voters by supporting unpopular 
military causes. The incident may also 
help Mr Lagos's proposals for constitu- 
tional reform. These would reinstate the 
president's power to fire military com- 
manders. For the first time since General 
Pinochet retired, Chileans can see why 
reform would be useful, says Marta La- 
gos, who heads the local office of MORI, 
an opinion-research firm (and who is 
unrelated to the president). 

None of this is much help to the fam- 
ilies of General Pinochet's victims. The 
government does not think that many 
more bodies will be found, but does 
hope for more information. That looks 
unlikely—unless the other armed ser- 
vices are also concealing information 
Which someone decides to leak. 


iraq 


Waiting, with bravado and anxiety 


BAGHDAD 





Much as they loathe their circumstances, Iraqis’ fear of what comes nextis greater 


66 T)USH, Bush, listen well, we love Sad- 
dam Hussein.” This was the chant, 
in rhyming Arabic, of 100 white-robed 
tribesmen at a dusty polling station near 
the Shia Muslim holy city of Karbala. 
Some had pricked their fingers to stamp 
Yes on the flimsy ballots with their own 
blood. Others had slaughtered sheep in 
celebration. With such scenes repeated 
across Iraq, this week's referendum to ex- 
tend Mr Hussein's rule produced a 100% 
yes vote, from a purported 100% turnout. 

To its own people, the beleaguered re- 
gime was brazening its capacity to drama- 
tise a show of national solidarity before 
the world’s press. To outsiders, it was 
meant as a pointed reminder that foreign 
invaders will be met not just by an army, 
but by 25m hostile citizens. 

In a society governed by fear, ruined by 
war and sanctions, and fractured by clan, 
creed and ethnicity, the truth of such an as- 
sertion is hard to gauge. Thirty-four years 
of rule by the Baath Party, with Mr Hus- 
sein at the helm for 23 of them, have 
brought disaster, but also a wary equilib- 
rium. Many detest their leader, though vir- 
tually none dare do so openly. Yet even op- 
ponents admire his defiance, and admit 
the effectiveness of his propaganda. 

There is little doubt that America, not 
the regime, takes first place on most Iraqis’ 
hate-list. Assuming I were to say 1 don't 
like our president, I still believe many of 

his positions are just,” said a Baghdad ac- 


countant-turned-taxi-driver. “Do Ameri- 
cans think what their Israeli friends do in 
Palestine is just? Do they think forcing me 
to look for fares, just so I can send my chil- 
dren to school wearing shoes, is just?” 

Perceptions of American double stan- 
dards translate into deep suspicion of 
American motives. They pretend they 
want to help us, goes a common refrain, 
but what they really want is to help Israel 
and get their hands on our oil. Even pro- 
American diplomats in Baghdad lament 
that the Bush administration has failed to 
deliver any message to assuage Iraqi fears 
on this score. 

Judging from the tenor of slogans fes- 
tooned across the country for the referen- 
dum, many Iraqis saw it as an occasion to 
vote against George Bush rather than for 
Mr Hussein. The hostility to America, ech- 
oed by a range of Iraqis from a successful 
Baghdad sculptor to a village share-crop- 
per, is understandable. Relentlessly re- 
peated footage of Israeli brutality, often 
juxtaposed with images of "collateral 
damage" from American bombing in Af- 
ghanistan and in Iraq's "no-fly zones", fill 
the state-controlled airwaves. 

Meanwhile, 12 years of sanctions have 
given every household a personal griev- 
ance against those seen as responsible for 
imposing them. Baghdad, once a city of 
broad avenues, villas and European-stan- 
dard public housing, now looks more like 
Kinshasa, Congo's sad capital, complete 
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with lakes of sewage, piles of trash, beg: - 
gars and straggling flea markets. 

Since 1990, Iraq's mortality rate for chil- 
dren has risen ten times faster than | 
Rwanda's, even throwing in those children 
killed in the 1994 Rwandan genocide. Most 
die from the effects of malnutrition and _ 
tainted water. Despite repairs to power 
generation, which has brought output - 
back to 50% of pre-war levels, most towns 
suffer daily electricity cuts and many vik- 
lages get none at all. This isa dire problem. 
when summer temperatures soar to 50°C 
(122°F) in the shade. X 

While pushing more than 1m Iraqis to. 
emigrate, sanctions have increased the re- 
liance on the state of those left behind. The 
UN's oil-for-food programme, started in 
1996, does now provide everybody with. 
basic monthly rations. Essential goods, in- _ 
cluding medicines, are more widely avail 
able than five years ago. Yet the average _ 
family still spends 72% of its cash income _ 
on food. Meanwhile, UN restrictions re- 
main so stringent that one aid agency was 
recently denied permission to import door 
handles for the hospitals it has renovated. _ 




















A minefield i 
Yet, much as Iraqis loathe their circum 
stances, the fear of change could be eve 
stronger, especially of change brought by 
yet another war. Cruelly oppressive 
though it may be, the state does provide si 
curity. “The whole society is a minefield 
said an aid worker who has travelle 
widely across the country. “Lift the pres- 
sure and it could really explode.” 

The Kurds, who have secured relative 
freedom under UN protection in the 
northern homeland, are wary of reinte- 
grating with the Arab majority. The small- 
Christian minority, fairly prosperous but 
decimated by emigration, worries that- 
without the protection of the secular» 
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> Baathists, the Muslim religious revival 
which has swept the country could turn 
against them. Sunni Muslims, who are 
overrepresented in government but 
vastly outnumbered by the Shia, fear los- 
ing their traditional dominance. Loyalists 
in the Baath Party and in dozens of Arab 
tribes—including Shia as well as Sunni 
clans—fear retribution. And the small core 
of henchmen clustered around Mr Hus- 
sein, mostly from his own clan or home re- 
gion of Tikrit, fear extermination. 

The tools for a bloodbath are readily to 
hand. Aside from a thriving black market 
in weapons, the government is said to 
have distributed arms to party cadres, re- 
tired officers and selected tribal leaders. 
Justas dangerously, poverty and the enfee- 
bled infrastructure make Iraq far more vul- 
nerable to epidemics, and possibly to 
widespread hunger, than it was in 1990. 

Tuberculosis, cholera and typhoid, un- 
known before 1990, are already prevalent. 
In a war, even such diseases as influenza 
could cause fatalities. Aid officials lament 
that not even precautions such as stocking 
blood banks have been taken to avert war- 
time health risks. 

Still, the government is making some 
quiet preparations. Parts of the telecom- 
munications infrastructure have been dis- 
mantled to spare them from bombs. Mas- 
terpieces from the Iraq Museum are being 
kept in storage. Food rations are now being 
distributed in two-month instalments— 
though some say that is because this year's 
bumper grain harvest has swollen stocks 
after two years of drought. 

Largely, however, the regime's war 
preparations take the form of mounting 
propaganda. "Every shepherd will be a 
fighter, every village a killing cell," swears 
Ezzat Ibrahim, a senior official, in an- 
nouncing the referendum results. 


And if the attack comes? 

Despite the pervasive public anxiety and 
the government's bravado, some foreign 
analysts reckon that most Iraqis would ac- 
quiesce in "regime change", even one insti- 
gated from outside. Foreign observers in 
Baghdad believe it is a question of how 
quickly and cleanly the change is effected. 
Too long a campaign, with too much hard- 
ship inflicted on civilians, would provoke 
a backlash, said one aid official. 

Others are more categorical. "There 
would be dancing in the streets if the re- 
gime fell," said a European diplomat. *Half 
would be dancing because they are happy, 
the other half because that's what they are 
used to doing for whoever rules them." 

Maybe, but itis hard to find even a dissi- 
dent Iraqi who is so sanguine. “We'll hap- 
pily watch the American bullets fly over 
our heads at first," said one disgruntled 
intellectual. *But after a two-year honey- 
moon we'll be shooting at them. Iraqis will 
never, ever be ruled by foreigners." m 


Israel and human rights 


When good men 
turn racist 


JERUSALEM 
Whatthe intifada may be doing to 
Israel's rule of law 


LMOST 20% of Israeli citizens are Arabs 
and many of them say they feel un- 
comfortable these days when they go 
about their business in mainly Jewish 
towns or travel on buses or trains. People 
watch them apprehensively, with hostil- 
ity. On the beach at Hadera recently, Arab 
families picnicking with their children 
were harassed by Jewish louts. One father, 
a lecturer in medicine at Tel Aviv Univer- 
sity, was roughed up, his arm broken. 

In the West Bank and Gaza, Palestinian 
civilians are killed or injured almost daily 
by loose Israeli gunfire. At the myriad road- 
blocks, Palestinians are subjected to hu- 
miliation almost as a matter of course. Yet 
the soldiers rarely face criminal charges, or 
even disciplinary proceedings. And settler 
vigilantes who randomly smash Palestin- 
ian property in retaliation for terror attacks 
are hardly ever brought to justice. 

So is Israel's justly vaunted rule of law 
crumbling under the pressure of the inti- 
fada, now in its third year? The machinery 
of democratic society still works. Once the 
press got on to the Hadera affair, the lethar- 
gic local police force was forced to mount a 
credible inquiry. On the West Bank, too, 
media reports of looting and vandalism by 
soldiers have resulted in a few courts- 
martial and prison terms. And the army is 
calling up lawyers for reserve duty, post- 
ing them at road-blocks to monitor the sol- 
diers and prevent wanton cruelty. 

Nothing in the structure of the rule of 
law has irretrievably collapsed. The dan- 
ger is of erosion—of institutions but, more 
importantly, of the democratic ethic. 
Speech is free, but 43 professors tried to 
prevent Yossi Beilin, a notable peacenik, 
from speaking in April to the teaching staff 
of Ben-Gurion University at Beersheba. 
The media are feisty, but there was a move 
from the right to drop CNN from the cable 
package because of its *hostile" reporting. 

The "green line" (Israel's border before 
the 1967 war) demarcates two discrete 
rules of law. In the Palestinian territories, 
now largely reoccupied by the Israeli 
army, the precepts of military rule apply. 
But even these are being infringed during 
this intifada as never before, says Aeyal 
Gross, a lecturer in international law. 

Of the more than 1,800 Palestinians 
who have been killed since September 
2000, many were non-combatants or un- 
armed stone-throwers. People are de- 
prived of their freedom of movement by 
Israeli sieges and closures, and for many 
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Will Bishara be thrown out of the Knesset? 


this has meant a denial of their right to 
medical care. Roadside orchards and olive 
groves are flattened after shooting inci- 
dents or to prevent such incidents, and 
peaceable families are deprived of their 
rights to their property and livelihood. 

The army has increasingly resorted to 
the controversial measure of house demo- 
lition to punish and deter, often turfing the 
entire extended families of individual ter- 
rorists on to the street. Human-rights law- 
yers argue that the punishment is collec- 
tive and therefore forbidden, and the 
deterrence arbitrary. In August, the High 
Court of Justice ruled that if soldiers' lives 
are endangered or "the success of the oper- 
ation prejudiced", the homeowners' right 
to a hearing can be dispensed with. 

The court was less compliant, though, 
when the army announced in September 
that it would deport from the West Bank to 
Gaza family members of suicide bombers, 
in the hope of deterring other would-be 
bombers. The justices strictly circum- 
scribed this measure to relatives proved to 
have been privy to the bombers’ prepara- 
tions. Since such people would normally 
be arrested as accessories, the ruling, in ef- 
fect, foreclosed the policy. 


Fear, and its effect 

But it highlighted the problem, inherent in 
any legal system, of deterring an assailant 
who is determined to die. The suicide 
scourge that has taken more than 600 Is- 
raeli lives, most of them civilian, creates 
cogent justification, or at least mitigation, 
in the minds of most Israelis, for many of 
the excesses committed in the name of se- 
curity. “I have always prided myself on be- 
ing a lover of all people,” an American 
Jewish immigrant, Nachum Kligman, 
Wrote to a newspaper. He told how he had 
shamefacedly left a café with his family 
when an Arab-looking man sat down 
nearby and, sweating, repeatedly looked »» 





> at his watch. “I act this way because...1 
don't want to see my family blown up on 
their way to a park. If that makes me a rac- 
ist, then so be it. [am a racist." 

Among the 1.2m Israeli Arabs, whose 
condition is the ultimate test of Israel's 
democratic credentials, there is much mut- 
tered alarm and one central beacon of 
hope. A measure recently made law 
would disqualify from the Knesset any 
party or individual member supporting 
"armed struggle waged by an enemy state 
or terror organisation". This comes on top 
of existing legislation barring parties that 
"oppose Israel's existence as a Jewish and 
democratic state". 

One Arab political leader likely to be 
blocked at the next election, in 2003, is 
Azmi Bishara, leader of the National 
Democratic Alliance. He is currently stand- 
ing trial for “voicing solidarity with a terro- 
rist organisation" because of a speech he 
made at a political rally in Syria in June 
2001. His disqualification would be seen 
by the entire Israeli Arab community as an 
act of collective delegitimation. The reac- 
tion, some observers say, could be a mass 
Arab boycott of the election. 

Even more disturbing for many Arabsis 
a policy introduced this summer by the 
Ministry of Interior to revoke the citizen- 
ship of Israeli Arabs charged with involve- 
ment in terror. Thus far, a 24-year-old man 
serving a life term for abetting a suicide 
bomber has been stripped of his citizen- 
ship and two others, one in jail in Israel 


and the other living in Lebanon, have been 
notified that they are to lose theirs. The in- 
terior minister's power to do this to people 
whose actions "contravene their alle- 
giance to the state" has been on the statute 
book for decades. But it has never been in- 
voked. Now it is being used, but only 
against Arabs. 

Another rarely used power, dating 
backto the British Mandate, enables the in- 
terior minister to prevent a citizen from 
travelling abroad. The minister is using it 
against Sheikh Ra'ed Salah, the leader of 
the northern (and more extreme) branch 
of the Israeli Islamic Movement whose ties 
to Hamas, the militant Islamist party in the 
Palestinian territories, are too close for the 
government's liking. They are too close for 
the liking of many secular Israeli Arabs 
too. But, as in the case of Mr Bishara, the 
travel ban imposed on the sheikh is seen as 
a blow at the entire community. 

The one possible ray of light is the Or 
Commission, a judicial commission of in- 
quiry into the deaths of 13 Israeli Arabs in 
clashes with the police during the first 
traumatic fortnight of the intifada. Chaired 
by Theodore Or, a Supreme Court justice, 
the three-man panel has been meticu- 
lously taking evidence in emotionally 
fraught public hearings. Soon it will de- 
liver its findings. “If it just says that the po- 
lice were too trigger-happy," says a sea- 
soned observer, "that will mean 
everything to the Arabs. They will feel they 
have a place in Israel after all." m 











Tension in Uganda 


War, and rumours 
of war 


KAMPALA 
A gathering storm threatens Uganda, 
and the president’s response is crude 


GUERRILLA army won't give in; a dissi- 

dent dies during "interrogation"; an 
exiled politician says to prepare for armed 
rebellion. Scenes from Uganda’s night- 
mare past? No, headlines in the most re- 
cent issues of the Monitor, Uganda’s only . 
independent daily newspaper and a bold 
voice, at least until October 10th, when 
two dozen police officers barged into the 
newsroom and shut the paper down. 

The crackdown came as a shock. The re- 
lations between the government and the - 
Monitor, its frequent critic, had always: 
been icy. But tolerating it burnished Yow- 
eri Museveni's credentials as a different 
kind of African leader-the avatar of a 
“new African renaissance," as Bill Clinton 
put it when he visited Uganda in 1998. 

Those renaissance days now seem long 
past. First, Mr Museveni embroiled the - 
country in Congo's bloody civil war. Then . 
came last year’s bitterly disputed presiden- 
tial election. Mr Museveni's opponent, 
Colonel Kizza Besigye, claimed that he had 
been robbed, and soon fled the country. 
His supporters say that, since then, they 
have been routinely harassed; one, a pur- 
ported rebel, died in the custody of mili- 
tary intelligence, after a "blunt injury" to 
his head. Many ordinary Ugandans, too, 
are unhappy, asking how long Mr Muse- 
veni plans to stick around, and why he will 
not lift his ban on political parties. 

Worse for Mr Museveni are two wars, 
one real, one rumoured. The Lord's Resis-. 
tance Army (LRA), a brutal band of guerril-- 
las that has terrorised Uganda's north for 
16 years, continues to bedevil the army. A | 
six-month government offensive appears : 
stalled. Now there are indications that Mr 
Besigye is preparing to launch a civil war- 
of his own. Even the government's oppo- 
nents take the threat seriously. "The presi- . 
dent is reading the signs correctly,” said 
Norbert Mao, a member of parliament: 
"Only, he's responding crudely." E 

The catalyst for the Monitor raid was its - 
publication of a story alleging the tra had . 
shot down an army helicopter. The army . 
denies this happened. The next evening, 
the police arrived. The reporter who wrote“ 
the story was arrested, along with two of. 
his editors. They have been charged with | 
publishing false news intended to aid the 
enemy, and face seven years in prison. For 
six days, the Monitors building was. 
sealed. The police then reopened it, saying - 
^We've got what we wanted". 

Mary Okurut, Mr Museveni's spokes- i 
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Train and wait, says Besigye 


> woman, said the government was punish- 
ing the newspaper for "playing around 
with the security of the country." Others 
suspect the closure may have been in ad- 
vance of a renewed, scorched-earth, attack 
on the LRA. But Monitor editors believe 
that the government's real aim was differ- 
ent: it wanted to unearth the paper's 
sources. It may well have presumed these 
sources to be dissatisfied elements within 
the army, perhaps Besigye loyalists. 

Mr Besigye claims that he is not in- 
volved in any rebel activities—but still re- 
fuses to rule out the possibility of launch- 
ing his own war. In late August, during a 
telephone appearance on a radio talk- 
show, he told his followers to "train and 
wait" for his call to arms. 

Ugandan intelligence officials claim 
that Rwanda is behind Mr Besigye. 
Uganda and Rwanda have been engaged 
in a shadow war ever since 1999 when 
their armies waged a battle over Kisan- 
gani, a Congolese city. Each accuses the 
other of fomenting armed mischief. Ugan- 
dan officials say that a pair of colonels 
who defected to Rwanda last year are 
training an army to overthrow Mr Muse- 
veni and replace him with Mr Besigye. But 
they also claim that Mr Besigye is plotting 
an alliance with Joseph Kony, the LRA’s 
dreadlocked, messianic leader. 

In the worst case, the conflict could turn 
into all-out Rwandan-Ugandan war, just 
when the two countries seem to have ex- 
tricated themselves from the Congo mo- 
rass. British-mediated talks between Mr 
Museveni and his Rwandan counterpart, 
Paul Kagame, were scheduled for October 
17th in London. These could ease the ten- 
sion, and the threat from Mr Besigye may 
be defused. But Mr Museveni's critics 
point out that he himself took power in a 
guerrilla war, launched after a disputed 
election, and that Uganda has never had a 
peaceful transfer of power. W 


South Africa's far right 


They roar a bit 


LICHTENBURG 
But deluded right-wing conspirators 
are paper tigers 


S THE far right still a threat to South Af- 
rica? A decade ago it was worth fearing. 
A collection of 21 right-wing groups 
known as the Afrikaner Volksfront threat- 
ened widespread violence unless there 
were separate homelands for whites. The 
best-known far-right stalwart, Eugene 
Terre’Blanche, led his Afrikaner Resistance 
Movement into a neighbouring black 
homeland in 1993. Eight years of democ- 
racy have since brought calm, the few re- 
maining right-wing parties are in parlia- 
ment, and Mr Terre’Blanche is in prison. 
Yet, in the past few months, the police 
claim to have foiled a series of right-wing 
terrorist plots and even a planned coup. In 
September the sleepy farming town of 
Lichtenburg awoke to bomb squads and 
hordes of journalists after a truck was 
found packed with guns, ammunition and 
explosives. It was, apparently, the prop- 
erty of anti-government fanatics who had 
stolen supplies from the army and were 
planning a guerrilla campaign. 
A dozen men have been arrested this 
year for treasonous schemes, and will be 


South African languages 
Tongue-tied 
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put on trial soon. One lot was said to be 
scheming to blow up the Vaal dam, a reser- 
voir south of Johannesburg. Others may 
have been planning to set off bombs made 
from gas canisters during the UN summit 
on development in Johannesburg. 

Much of the plotting seems to be in the 
imagination of a few angry whites, mostly 
farmers who resent the end of apartheid. 
They have virtually no public support— 
even though 8*6 of the population is Afri- 
kaner—and no serious ideas about how to 
seize power. Some of the defendants ap- 
parently expected support from the army, 
which may retain some far-right sympa- 
thisers, formerly known as the verkrampte 
faction. Others put their faith in disgrun- 
tled ex-soldiers. 

White farmers in places like Lichten- 
burg are disturbed about the many mur- 
ders of landowners, and talk about an on- 
going war between themselves and 
squatters, land-invaders and crooks. They 
fear land-grabs, modelled on Zimbabwe. 
One resident, suggesting that there are 
strong anti-government attitudes in the Af- 
rikaner heartland, remarked on the "hate 
running around, especially among Boers 
who are politically motivated." 

Even if the threats are largely fantasy, 
the government says it is worried about 
the far right. Last month, Nelson Mandela 
condemned the plotters for threatening 
democracy. One does not, after all, have to 
look far to find angry individuals causing 
disproportionate harm. 8 


Theimminent death of a rich African language 


ANGUAGES abound in South Africa: it 

has 11 official ones, and dozens of un- 
official. But the death on October 7th of 
Elsie Vaalbooi, aged about 100, sad- 
dened linguists. She was one of the last 
speakers of nlu, a click-based dialect of 
the once-nomadic San people. Only a 
handful of her ageing relatives can still 
use nlu, the last known example of !Ui, a 
family of San languages spoken across 
southern Africa by hunter-gatherers, 
possibly for the past 30,000 years. It is 
now, it seems, about to expire. 

According to UNESCO, the UN's cul- 
tural body, half the world's 6,000 or so 
languages could die within a generation. 
Indigenous, nomadic groups, such as 
Australia's aborigines (with 400 lan- 
guages) and southern Africa's San, have 
rich deposits of old languages. But they 
are vulnerable as traditional lifestyles 
die. Of an estimated 1,400 African ton- 
gues, 500 are in decline, half of them fac- 
ing imminent extinction. 


Mrs Vaalbooi had become a cam- 
paigner for the San tongues. “I want our 
language to come back. I want our water, 
our animals, our plants," she said as 
South Africa's government returned 
40,000 hectares (100,000 acres) to her 
Khomani community in 1999. Her activ- 
ism was matched by historians who say 
that the study of long-isolated languages 
will reveal the origins of human speech. 

Remarkably, !Ui and a cousin lan- 
guage in Botswana, !Xoo, have proved 
more complex than almost any other. 
Spoken languages usually employ just 
20 sound units or phonemes. English- 
speakers have 55 of them, but !Ui-speak- 
ers use more than 140, says Nigel Cra- 
whall of South Africa's San Institute. 

Study of such a complex language 
should reveal more about hunter-gath- 
erer cultures. But time is short. When 
Mrs Vaalbooi died last week, there was 
almost nobody left to say “!hoi ca", 
goodbye, in her mother tongue. 





Germany's new government 


The coalition labours and brings forth 
not very much 


BERLIN 





Gerhard Schréder’s new programme of government promises nothing very much 
about anything—except a mistimed effort to cut the budget deficit 


AU hoping for bold, wide-ranging 
reforms in Germany can expect to be 
disappointed. The eagerly awaited co- 
alition agreement between the Social 
Democrats and their Green allies on gov- 
ernment policy over the next four years 
goes little further than their vague election 
promises. Labour market reform? Well, as 
promised earlier, the government says it 
willimplement theideas of the Hartz com- 
mission in full; which, if it happens, is 
something, though not nearly as much as 
radicals think Germany needs. Other steps 
to job-creation? Er, um. Health-care re- 
form? Oh yes, it’s needed, but just what, 
after four years in office, Gerhard Schró- 
der's friends cannot or at least do not say. 
And much else-or rather, not much else. 
Except on public finance. Hans Eichel, 
the new-old finance minister, admitted 
this week that there is little prospect he can 
keep Germany's 2002 budget deficit with- 
in the European Union's 3% limit. The new 
government, due to be sworn in next 
week, has decided on a slight but percepti- 
ble shift in its economic priorities. Boost- 
ing the economy and creating jobs will 
now be given at least equal weight with 
the consolidation of the budget. Although 
the government says itremains committed 
to the Eu’s stability pact, it has postponed 
its goal of balancing its books until 2006. 
There the good news from the finance 
ministry stops. The bad news is that Mr Ei- 
chel is planning a new package of econ- 


omic measures, in an attempt to bring the 
2003 deficit back below the 3% limit. This 
would raise tax revenue by €6.9 billion 
(say, that figure in dollars) and new bor- 
rowing by €2.6 billion next year-despite 
solemn election pledges to do neither of 
these. Mr Eichel plans also to cut spending 
by €7.4 billion. Many economists see the 
overall effect of these measures as a lower- 
ing of next year's already feeble expected 
growth of 1.5% by as much as half. 

To raise funds for flood relief in eastern 
Germany, the old government had al 
ready decided to postpone income tax cuts 
due to start next January 1st by a year, and 
to impose a one-off levy on corporate pro- 
fits. To raise revenues without actually 
"raising taxes", the new government will 
abolish various tax breaks, benefits and al- 
lowances, quite a different thing. 

Companies will face new limits on 
their ability to set past losses against pro- 
fits. Energy-intensive ones, which previ- 
ously got a reduction in the "green" tax on 
fossil fuels and electricity, will now have 
to pay the full rate. Tax benefits for home- 
buyers will be restricted to families with 
children. Private shareholders, now ex- 
empt from capital-gains tax if they hold 
their shares for more than a year, will no 
longer be so. Some goods and services 
now subject to a reduced value-added tax 
rate will have to bear the full 1676 rate. 

Though the new government appears 
to have rejected earlier ideas for a general 
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increase in VAT, higher inheritance taxes 
or a reintroduced wealth tax, this has not — 
diminished the wrath of business leaders . 
or of the opposition. Mr Schröder will | 
have a tough struggle turning his plans - 
into law. The conservatives have already _ 
said they will fight his tax plans when they _ 
come before the opposition-controlled - 
Bundesrat, the upper house of parliament. - 

The main spending cuts will fall on the _ 
federal Labour Office, which will see its . 
government grant cut by €4 billion a year. _ 
A further €2.3 billion is due to be saved by | 
subjecting long-term unemployment | 
benefits to means-testing. Instead of con: 
tinuing to receive 53-57% of their former - 
wages indefinitely, those jobless who have | 
a wage-earning spouse will have their - 
benefits docked. Better-off Germans will . 
also be asked to pay higher pension con- - 
tributions. These are levied as a propor: - 
tion of wages. By raising the ceiling up to 
which they are taken, the government . 
hopes thereby to stabilise them at 19.396 of | 
gross wages-less than they might have © 
reached, but still up from today’s19.1%. 





Say one thing, do another : 
Mr Schröder, having failed in his past pre 
mise to cut Germany's 4m jobless during 
his first four years, supposedly has made 
reduction in unemployment the top prio 
ity of his second term. So the government 
says it wants to lower non-wage labot 
costs. That rise in pension contribution 
small as it itis, will raise them. On top wi 
come a rise in health contributions, the 
too levied equally on employer and en 
ployee. So how will costs be cut? The pa 
per talks vaguely of the need for reform to... 
check spiralling health costs. What reform? 
It does not say. E 

Mr Schröder has described his plans for 
the next four years as “ambitious and re- 
alistic". They are neither. @ xs 














4o Europe 


French defence policy 


Rearming 


PARIS 
France is to raise its defence spending 


FRENCH oil tanker attacked last week 

by suicidal terrorists off the coast of 
Yemen; 20,000 French citizens caught last 
month in the cross-fire of a would-be coup 
d'état in Cóte d'Ivoire; 11 French naval con- 
tractors slaughtered by a terrorist bomb 
last May in Karachi. If a nation's first duty 
is to protect its citizens, France clearly has a 
job on its hands—especially when 1.5m of 
those citizens live in foreign lands. 

That, says the government, is why it 
plans to spend €14.64 billion (say, $14 bil- 
lion) a year, on average, on military hard- 
ware for the next six years. A second air- 
craft-carrier will be ordered, to accompany 
the Charles de Gaulle, brand-new but with 
teething troubles (a propeller fell off dur- 
ing a proving cruise). There will be new 
spy satellites and reconnaissance drones; 
first deliveries of 50 of the planned Airbus 
A400M heavy -lift transport aircraft; an or- 
der for 34 anti-submarine helicopters. Add 
in hundreds of cruise missiles and dozens 
of fighter aircraft and France's armed 
forces—some 330,000-strong—will be well 
on their way to the goal set this year by 
President Jacques Chirac: to catch up with 
Britain's armed forces in terms of profes- 
sionalism and equipment. 

And do what? The government, in the 
five-year programme it is putting before 
parliament, says thaat “western military 
supremacy renders direct confrontation 
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On guard—in Afghanistan, actually 
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unlikely”; instead, there could be “asym- 
metrical threats, adopted by state or non- 
state players”—ie, attacks on France’s wa- 
ter-supply, say, or its computer networks. 
And since the threats could come from 
forces based in “dysfunctional” states, “we 
might have to mount, most often in co- 
alition, war operations outside our bor- 
ders.” As in, for example, Afghanistan, 
where France has provided air, sea and 
intelligence support for the Americans. 

Such thinking made a convenient back- 
drop to the visit to America this week of 
Michéle Alliot-Marie, France’s first woman 
defence minister. So too given the increas- 
ing technology gap between America’s 
forces and those of the backward Europe- 
ans, does the commitment to “reinforce 
the inter-operability of our armed forces 
with those of our partners and allies”. 

This is a big change from the days when 
Gaullist France talked, however vacu- 
ously, of defence tous azimuts, against all 
imaginable enemies, the United States, by 
implication, included. But the Americans 
should not suppose France shares their 
own-or specifically George Bush’s—view 
of the world in general and Iraq in particu- 
lar. Before leaving for Washington, Mrs Al- 
liot-Marie emphasised that the attack on 
the tanker was one thing and Iraq another. 
And Gaullist traditions die hard: the five- 
year programme stresses that France must 
protect its ability to act alone *should it be 
necessary" and "assume the role of lead 
nation" in any coalition. 

A European coalition, presumably. 
France remains committed to the agree- 
ment reached at the European Union sum- 
mitin Helsinki three years ago, that by next 
year the Eu should be able to deploy with- 
in 60 days up to 60,000 men, with air and 
sea cover, and keep them deployed for at 
least a year. Just whose men? The French 
were impressed by a British initiative at St 
Malo in 1998 for more cross-Channel mili- 
tary co-operation. But they now feel Brit- 
ain’s ardour for a European force is cooling. 

Yet Britain is very open to the idea of 
sending its forces abroad, and French mili- 
tary folk have great respect for those forces. 
This indeed was one thing that persuaded 
President Jacques Chirac in 1996 to an- 
nounce that France too would abolish 
compulsory military service—it ultimately 
ended late last year—and “professionalise” 
the armed forces. And the French see 
opportunities for collaboration in procure- 
ment. Perhaps Britain would like to share 
the design of France's second aircraft car- 
rier, and maybe others to come? 

That could happen, but only if the two 
countries can agree on what sort of aircraft 
it would carry. The British, with Harrier ex- 
perience to go on, though the Harrier itself 
is near its end, fancy vertical take-off air- 
craft; the French, with an eye on their Ra- 
fale, would prefer a carrier with a catapult 
system. A compromise is possible; and 
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shared design and components certainly 
should lead to economies of scale. 

Still, spending must rise, and here Mrs 
Alliot-Marie might seem to face a problem. 
Professionalising the armed forces has cut 
personnel costs by a quarter over the past 
six years, but the new equipment will cost 
plenty: result, a 6.1% rise next year. Yet the 
European Commission is telling the gov- 
ernment that its overall deficit is already 
too high. A problem easily solved, how- 
ever: France has a long tradition of ignor- 
ing orders from Brussels, and the commis- 
sion has no troops. After EU finance 
ministers met last week, the French one, 
Francis Mer, bluntly declared that defence 
was a priority, and that “we are still in a Eu- 
rope where budgetary policy and political 
decisions are under national control" m 


Dutch politics 


Try again 


The cabinet has collapsed 


FE thought it would last long, and it 
didn't. In mid-May, the Dutch voted 
out their old Labour-led government 
and elected, notably, a swarm of non- 
politicians from a populist front. But by 
then its maverick leader, Pim Fortuyn, 
had been murdered. Two traditional 
centre-right parties were ready for a co- 
alition, but they could not just ignore 
the Fortuynists. Painfully, the Christian 
Democrats' Jan Peter Balkenende and 
his Liberal partners put together a cabi- 
net giving them several ministries. On 
October 16th, after two Fortuynist min- 
isters resigned, it collapsed. 

The Fortuynists had got little joy in 
drawing up the government pro- 
gramme. But the real trouble was that 
even before joining they were busy 
bickering with each other, and they car- 
ried right on: the two resigners had 
been squabbling for months. With 
polls showing their ad hoc movement 
way down since May, the likely next 
step is a speedy fresh election and nor- 
mality, Dutch-style, restored. 

The Fortuynists were not the only 
trouble, though. Both they and the Lib- 
erals were worried by the Eu's plans for 
a speedy completion of negotiations 
with the first ten would-be new mem- 
bers. The cabinet was already shaky. A 
caretaker government led by Mr Balke- 
nende would have the power to give a 
go-ahead to the Ev. But he feels he must 
have Parliament's backing first. 

New elections will probably bring 
another centre-right coalition. But be 
warned: normality, Dutch-style, can in- 
clude voting today and getting a gov- 
ernment umpteen weeks later. 







Ukraine's politics 
Kuchma weaker, 
but still boss 


KIEV 
Things are turning against Ukraine's 
president. But not yet very far 


MURDERER and arms-dealer in the 

presidency? Leonid Kuchma's oppo- 
nents have been saying so for ages. This 
week, at their invitation, a judge ordered 
an investigation into Ukraine's president. 
Did he plan the murder of Georgi Gon- 
gadze, a critical journalist? And what 
about Ukraine's alleged sale of Kolchuga 
radar systems to Iraq? 

Criminal cases in Ukraine are often po- 
litical, a sign that someone is in disfavour 
with the powers that be. This one has the 
opposite twist. A power struggle began in 
April, after parliamentary elections. In Uk- 
raine, half of the seats are allocated by 
party lists, half by direct voting in districts. 
The opposition got most of the party-list 
seats, but pro-government parties most of 
the district ones, which were more vulner- 
able to vote-buying and other dirty tricks. 

Mr Kuchma then strong-armed allies of 
his into three key posts in the new parlia- 
ment, and thus into control of its agenda. 
In June he named as head of the presiden- 
tial administration Viktor Medvedchuk, a 
politician and media tycoon distrusted 
even within Ukraine's shady oligarchic 
elite. That gave Mr Medvedchuk power 
over such bodies as the security services 
and tax inspectorate; sure enough, a few 
wavering parliamentarians soon came 
over to the pro-government block, giving it 
a razor-thin majority. Yulia Timoshenko, 
leader of an opposition party, says some 
were also offered enormous bribes. 

Moreover, with Mr Medvedchuk on 
board, the bulk of Ukraine's media were 
now run by pro-government forces. Jour- 
nalists soon began complaining of inter- 
ference from above. This intensified last 
month, after street protests to mark the sec- 
ond anniversary of Mr Gongadze's death. 
"When there were problems with political 
protests, we had to make it look as if noth- 
ing had happened, Kiev was sound 
asleep," says Oles Kovalchuk, a television 
news editor and one of several journalists 
who quit their jobs rather than submit. 

The protests were in fact the biggest 
since Ukraine was born as a country, but 
they did notshake Mr Kuchma. Nor did the 
offer, from Mrs Timoshenko and others, 
that he could enjoy immunity from pros- 
ecution if he stepped down early. So the 
opposition has upped the stakes. Its allega- 
tions stem from hundreds of hours of re- 
cordings of Mr Kuchma made public two 
years ago by a former bodyguard. Mr Kuch- 
ma has always said the tapes, which have 


him plotting Mr Gongadze's elimination in 
exquisitely foul language, were fabrica- 
tions. But last month an American firm 
hired by the FBI said that an alleged record- 
ing of Mr Kuchma agreeing to sell four Kol- 
chuga systems to Iraq was indeed genuine. 
The fact that a judge was willing to take 
up the case—not that it will go far, since the 
prosecutor-general answers directly to the 
president-suggests that Mr Kuchma is 
weaker than he used to be. He is under 
pressure from abroad too: the United 
States suspended $55m in bilateral aid 
after the news of the radar sales, and is 
now vigorously looking into the affair. The 
March elections, the size of the street prot- 
ests and the journalists' resistance to cen- 
sorship-some are now forming an inde- 
pendent trade union-all speak of a 
ground-swell against the president. 
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The things they say about me 


Whether the opposition can capitalise 
on it is less clear. Ranging from commu- 
nists to nationalists, any anti-government 
coalition would be as solid as soap bub- 
bles. The biggest party, the centre-right 
Our Ukraine, is itself a fusion of radicals 
and pragmatists; its leader, Victor Yush- 
chenko, a darling of the West who served 
well, though briefly, as prime minister un- 
der Mr Kuchma, dithers between outright 
opposition and looking for a deal that 
would make himself president after Mr 
Kuchma’s term ends in 2004. 

Don’t count on a popular uprising ei- 
ther. When the opposition organised new 
protests last weekend, they were half the 
size of the previous ones; and some of the 
demonstrators, say sources close to the or- 
ganisers, were paid to turn up. If Mr Kuch- 
ma has to quit early, it will probably be be- 
cause his allies betray him. m 


Serbia's prestdentini non-election 
The voters who 
didn’t vote 


BELGRADE 
Less than half the voters turned out. 
The rerun may favour the nationalists 


T BEGAN as a presidential election. It 

ended as a farce. Less than half the voters 
in the Yugoslav republic of Serbia turned 
out for the second round on October 13th, 
so the whole election was invalid, and will 
have to be run again from the start. 

The two second-round candidates 
were men who had united to overthrow 
Slobodan Milosevic as federal president of 
what was left of Yugoslavia in the elec- 
tions of October 2000: Vojislav Kostunica, 
who replaced him in that post (which will 
probably soon be abolished), and Mirol- 
jub Labus, an economist. They are now 
deeply divided. And they have handed a 
golden opportunity to Vojislav Seselj, a 
strident ultra-nationalist, whom Mr Milos- 
evic, from his United Nations cell in The 
Hague, had called on his supporters to 
back in the first round of the election. 

Mr Seselj was knocked out in that 
round, but he had come an unexpectedly 
close third, behind Mr Labus, in a field of 
11. He then called on his supporters to boy- 
cott the second round. But that was not the 
only reason for the low turn-out: ordinary 
Serbians are dismayed that the politicians 
seem to spend more time fighting each 
other than fighting economic stagnation. 

When the election is rerun—at earliest, 
in December—Mr Labus, beaten two-to- 
one last Sunday among the 45% of voters 
who bothered to turn out, may not stand at 
all; and there is a real chance that Mr Kos- 
tunica’s second-round opponent will be 
Mr Seselj. He has a strong appeal in south- 
ern Serbia, where economic reform could 
cost hundreds of thousands of jobs. His 
hand will probably be strengthened by the 
likely intensified bickering in the ruling 
DOS coalition after Sunday's fiasco. 

The feuding runs deep. Mr Kostunica 
has disagreed deeply with the Serbian 
prime minister, Zoran Djindjic, about the 
pace of change in Serbia and the handing 
over of war-crimes suspects, including Mr 
Milosevic, to The Hague tribunal. Mr Kos- 
tunica favours slower economic reform, 
and he was furious when Mr Djindjic mas- 
terminded the surrender of Mr Milosevic 
to the UN court in June last year, since he 
himself wanted the ex-president tried at 
home. In the now abortive presidential 
contest, Mr Djindjic backed Mr Labus. 

The date for fresh elections may well be 
controversial. The rules require a new poll 
within 60 days, but moves are afoot to 
change the requirement of a 50% turn-out, 
and that could delay things by months. ) 
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> This would give valuable time to Mr Seselj. 
Meanwhile the UN is waiting to get its 
hands on Serbia's current president, Milan 
Milutinovic, who is on its wanted list but 
has been deemed immune from prosecu- 
tion until his term expires in early January. 

The vacuum in Serbia will also hold up 
attempts to write a new constitution for 
what remains of the Yugoslav federation. 
The other republic left therein, little Mon- 
tenegro, will hold parliamentary elections 
on October 20th. This looks like being a 
close race between those Montenegrins 
ready for looser ties with Serbia and those 
who want no tie at all. Whatever the out- 
come, however, both sides will now have 
to wait on events in Belgrade. 

And for all these reasons, the western 
powers that hold the ring in ex-Yugoslavia 
are not amused. BN 


Turkey and the EU 
Do you want us or 
do you not? 


ANKARA 
After yet another rebuff, increasingly 
Turks think the answer is No 


D OES the European Union really want 
Turkey, with its 70m Muslims, as a 
member? Probably not, many Turks have 
long thought. Their suspicions have been 
deepened by the European Commission's 
report last week on the progress achieved 
by the 13 candidate countries. Citing Tur- 
key's failure to advance enough on various 
fronts, notably human rights, it again de- 
clined to set a date for negotiations to start. 

"Unfair," said Turkey's prime minister, 
Bulent Ecevit. “Political,” said Ahmet Nec- 
det Sezer, its firmly pro-EU president. After 
decades of knocking on the door, Turks are 
starting to believe that the Eu will always 
find an excuse for keeping it shut. 

For example, take human rights. Tur- 
key's record is sorry indeed. But in August, 
its parliament overwhelmingly adopted a 
raft of reforms. The death penalty was 
scrapped, except in times of war. Bans on 
teaching the Kurdish language or broad- 
casting in it were lifted. Non-Muslim reli- 
gious foundations can now acquire prop- 
erty, albeit after jumping through a series 
of bureaucratic hoops. 

Yes, says the EU, but we need to see im- 
plementation. This has been slow. Stu- 
dents petitioning their universities for 
Kurdish-language courses still face trial un- 
der anti-terror laws. Police torture, Says 
Turkey's Human Rights Foundation, re- 
mains widespread. The banning of Recep 
Tayyip Erdogan, leader of the front-run- 
ning party, from the elections due on No- 
vember 3rd, because of a past conviction 
for, supposedly, inciting religious hatred 


Turkey's new politician 


The weight of money 


ISTANBUL 


(The Economist October 19th 2002 





He'srich, he's handsome, and he is riding high in the opinion polls 


LES a few weeks ago, Turkey’s vot- 

/ ers barely gave a damn for the gen- 
eral election due on November 3rd. Most 
are fed up with the same old gang of 
politicians, and the one exciting figure, 
Recep Tayyip Erdogan, the fiery leader of 
the relatively new but front-running con- 
servative AK, or White, Party has been 
banned from standing. But then Cem 
Uzan hit the scene. 

He is a multi-millionaire, facing a 
slew of court cases accusing him of 
fraud and racketeering. But pollsters say 
his Youth Party—a mini-party that he has 
in effect bought and reinvented—is one 
of only three, with the Whites and the 
secularist Republican People’s Party, 
likely to get the 10% of the national vote 
needed to win any seats at all. 

That prospect leaves Turkey’s western 
creditors aghast. For Mr Uzan, outdoing 
the traditional nationalists, has vowed 
to teach America and the West “a good 
lesson” and to “kick out the rwr". That 
agency, which last year staved off econ- 
omic collapse in Turkey with pledges of 
huge loans, says it will freeze further dis- 
bursements until after the elections. 

Primed by Turkey’s top image maker, 
Mr Uzan has also promised to scrap 
value-added tax, distribute land to single 
people, give all primary-school children 
free textbooks and quadruple the num- 
ber of universities. His rhetoric, at rallies 
warmed up by pop stars, has won him 
wide support, among unemployed Kurd- 
ish youths near the Iranian border as 
among the millions of Anatolian mi- 
grants in their shanty-towns on the 
edges of Istanbul. Women love his boy- 
ish good looks and jet-setting ways. He 
has also cheerfully violated Turkey’s 
broadcasting laws to promote himself 
through eight Uzan-owned radio sta- 
tions, three television channels, and two 


by reciting a poem, reflects the law but 
hardly Turkey’s pledge of free speech. 

But then some other countries had not 
fulfilled all the Eu's criteria when they got 
dates to begin their accession negotiations. 
Is Turkey being discriminated against? 
Quite possibly, some Eu officials admit. By 
Germany, in particular, Turks suspect. 

But Turkey is not conceding defeat. It is 
ploughing ahead with steps that it hopes 
may wrest a date from Eu leaders at their 
Copenhagen summit in December. This 
Week a court sentenced ten police officers 
to a total of 1,020 months in jail for tortur- 
ing a group of left-wing teenagers nearly 


newspapers, and by text messages sent 
via his mobile-phone company, Telsim. 

A seat in parliament would save him 
from 100 or so lawsuits that he faces in 
Turkey. Nokia and Motorola, two mo- 
bile-phone suppliers, are suing him in 
America for defaulting on over $2.5 bil- 
lion in vendor finance that they ex- 
tended to Telsim. Though a court in New 
York dealt him a heavy blow this week, 
the two companies also might find their 
suit made more complex. 

No matter, say an alarming number 
of Turks when questioned about his 
business tactics: it's great to see a Turk 
ripping off the West for a change. Be- 
sides, they add, he's so rich already that, 
unlike other politicians, he might feel no 
need to rip off Turkey. 





seven years ago. Moves are afoot to ex- 
punge the 15-year sentences that four 
prominent Kurdish members of Parlia- 
ment got in 1994 for addressing that body 
in their mother tongue. 

The greatest inducement-though not 
one of the EU's official conditions—would 
be enough arm-twisting of the Turkish 
Cypriots to bring a reunification deal for 
that island before the EU summit. With a 
new government yet to be formed after 
November 3rd, that would be hard, unless 
the armed forces press for it. They might: 
the generals keep saying that EU member- 
ship is a strategic goal. m 
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Charlemagne Those ungrateful Irish 


However their referendum on the Nice treaty goes, Ireland’s voters plainly have doubts about the EU. Why? 
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I WAS nearing midnight when Pat Cox snapped. Mr Cox, the 
president of the European Parliament, has been criss-crossing 
Ireland for the past month trying to persuade his fellow country- 
men to vote in favour of the European Union's Nice treaty in a 
referendum on October 19th. Five days before the crucial vote, 
he started the day with a 7.30 breakfast with businessmen in 
Cork, in the south, then speeches, interviews and finally an eve- 
ning debate nearly halfway up the country in Galway. 

For all Mr Cox's eloquence, many of the voters packed into a 
back room of the Menlo Park Hotel seemed unconvinced by his 
argument that it was both a moral duty and an act of enlight- 
ened self-interest for the Irish to vote Yes to a treaty that paves 
the way to letting ten new countries, mainly from Central Eu- 
rope, into the EU. A law student complained that the treaty 
would allow big countries to push around small ones; an anx- 
ious young man with a beard worried that Nice had all been 
cooked up by faceless multinationals; a businessman com- 
plained that the treaty would lead to the militarisation of Eu- 
rope and spell the end of Irish neutrality; an angry man at the 
back said that it was undemocratic and a disgrace that the Irish, 
having said No to Nice in a referendum last year, are now being 
asked to vote again on the same issue; an elderly postman said 
that the farmers to whom he delivered mail will all vote *No" 
because “if Nice goes through, there'll be no more money from 
Brussels and the country will be full of blacks." To this com- 
plaint, and many others, Mr Cox responded with patience and 
politeness. But finally, genial understanding gave way to rawer 
emotion. “I just find it unbelievable that we in Ireland should 
even think of unbundling our relationship with Europe, which 
has been such a profound success and has turned us from a stag- 
nant, backward, failed part of the British regional economy into 
a modern and prosperous European country." 

Amen to that, they will say in Brussels. For however the vote 
goes on October 19th (both opinion polls and bookmakers are 
predicting a Yes—which is what they said before last year’s No) 
Ireland's image within the European Union has changed for- 
ever. Put bluntly, many Eurocrats and people in candidate coun- 
tries have concluded that the Irish are selfish ingrates. Look how 
mightily Ireland has benefited from EU membership, they say. 
How could théy even think about trying to deprive poorer coun- 


tries in Central and Eastern Europe of the same benefits? 

The story of Ireland's success within the Eu is often cited as 
an inspiration by those currently knocking on the Union's door. 
When Ireland joined the then European Economic Community 
in 1973, the country’s income-per-head was about 60% of the 
community's average; itis now around 120%. Ireland's biggest 
export for most of its history has been its people; now high-tech 
goods stream out of Ireland and immigrants stream in. In the 
past 30 years, a combination of agricultural and regional de- 
velopment subsidies has seen a net total of €32 billion (say $30 
billion, in round figures) transferred to Ireland from the rest of 
the EU—not bad for a country of fewer than 4m people. And the 
benefits have not just been economic. Membership of the Eu, 
alongside economic success, has allowed Ireland to step out of 
the psychological shadow of Britain. "These days we fly over 
London and get off in Paris or Brussels," boasts Brendan Halli- 
gan, of Ireland's Institute of European Affairs. 

Yet the two Nice referendums, and the whole atmosphere 
surrounding the campaigns, have demonstrated that Ireland is 
no longer uncritically in love with Europe. Brigid Laffan, an aca- 
demic prominent in the Yes campaign, laments that the increas- 
ing penetration of British newspapers and television stations in 
Ireland has "infected the Irish with the virus of Euroscepticism." 
But there may be other, more pragmatic considerations at work. 
It is not hard to love an institution that is showering you with 
money. But Ireland's growing wealth, and the inevitable reforms 
of the EU's agricultural policy that will be necessitated by its en- 
largement, will mean that the Brussels money tap will soon be 
turned off. Perish the thought, but Ireland may soon be a net 
contributor to the EU budget. 

What is more, the “Europe” that Ireland joined is constantly 
changing. It was fine to be a small member of a club of nine, as 
the Irish were in 1973. But to represent under 1% of the popula- 
tion of a club of 25, and one that is taking an increasing number 
of decisions by majority vote, is potentially more worrying. 
One of the keys to Ireland's economic success was first its cor- 
porate-tax breaks for new investment, later its readiness for a 
low corporate-tax rate all round (16% now, 12.5% from next Janu- 
ary), far below the Eu average of more than 30%. The Nice treaty 
poses no direct threat to this low-tax regime, but *ever closer un- 
ion" may in time call it into question. While the No campaigners 
are frequently plain wrong in the details of their arguments 
about “militarisation” and “tax harmonisation”, the general 
thrust of their case—that the EU is expanding its competences 
and eroding national sovereignty—is hard to dispute. 


If even they are unhappy with the EU, why? 

The Irish are not alone in worrying about such things. Indeed 
the whole complaint about the “ungrateful Irish” risks missing 
the point. Because of a quirk of its constitutional law, Ireland is 
the only member of the Eu that has been compelled to hold a 
referendum on the Nice treaty. It is highly likely that if other 
countries had held similar votes, there would have been multi- 
ple Noes to Nice. For polls show that the Irish are indeed keenly 
aware of the benefits that EU membership has brought them; in 
cross-European questionnaires they regularly top the poll for 
Europhilia. Perhaps the question the Eurocrats should be asking 
themselves is not why the Irish are so ungrateful. The real ques- 
tion is this: what is so unappealing about the modern-day Euro- 
pean Union that even the Irish are turning Eurosceptical? m 
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Computerising the NHS 


The health service's IT problem 


Greater use of information technology is key to reforming the NHS. The trouble is, 


government IT projects tend to go wrong 


S CIVIL servants go, Richard Granger, 
who has just taken up his post as the 
new information-technology (rr) chief of 
the National Health Service, is well-paid. 
With an annual salary of £250,000 
($390,000), he earns more than Nigel 
Crisp, the chief executive of the NHS; more 
than Alan Milburn, the health secretary; 
more, even, than Tony Blair. 

That gives some idea of the impor 
tance, and difficulty, of Mr Granger's new 
job. It is arguably the world's largest single 
IT project, with a proposed budget of £12 
billion over the next five years (from barely 
£1 billion this year). But a big revamp is 
generally agreed to be a necessary, though 
not sufficient, condition for delivering im- 
provements across the NHS as a whole. 
The Wanless report earlier this year con- 
cluded that spending on technology had 
to double at once if the NHs was to reach 
its targets; the NHS spends less on IT per 
employee than any other industry sector. 

Under plans outlined earlier this year 
at a Downing Street seminar, widening the 
NuH¢’s sclerotic information arteries could 
make it more responsive in three areas in 
particular, by doing away with paper- 
work. (Paper forms, brown envelopes and 
even carbon paper are still the way most 
data get around.) Online booking of hospi- 
tal appointments would allow patients to 
choose convenient times and reschedule if 

they were unable to attend. Electronic 


transmission of prescriptions from doctors 
to pharmacists would do away with errors 
caused by spidery handwriting, and cut 
costs by recommending generic drugs 
automatically. And the digitisation of pa- 
tient records would make it easier for hos- 
pitals and local doctors to exchange in- 
formation. A Londoner taken ill in 
Liverpool, for example, could have his de- 
tails beamed across the country. 

It all sounds great. But the government 
has staked its credibility on delivering 
clear improvements to public services, so 
Mr Granger has been asked to start imple- 
menting these three programmes starting 
next April, after just a few months of plan- 
ning, with a target of 50% coverage by De- 
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cember 2005. Such a tight timetable for - 
such a large project would be cause for - 
concern on its own, election or no. But . 
there is a bigger, more worrying problem: 
large government IT projects seem to have | 
a habit of going wrong. They are often late, _ 
over budget, or both. In some cases, they : 
are abandoned altogether. d 


Worrying prognosis ze 
Software problems meant that the Swat 3 
wick air-traffic control centre, for example, — 
due to open in 1996 and expected to cost _ 
£475m, was finally switched on this year, _ 
six years late and £180m over budget. It is - 
already obsolete. Pathway, a benefitpay- - 
ment card scheme involving the Post Of- 
fice, the Department of Social Security and - 
ICL, a computer-services firm, collapsed | 
after three years, wasting £300m. The - 
Child Support Agency's £200m system, | 
supplied by Eps, another computer com- . 
pany, was supposed to launch in April. Itis | 
now expected to launch next year, a year 
late and £50m over budget. | 

In 1999, problems with the Passport O of 
fice's new computer system caused chac 
for thousands of travellers. It was finall 
launched last year, nearly three years late 
The National Probation Service's case-re 
cord and management system wai 
scrapped last year when completion wa 
projected to be two years late and 70% ove 
budget. Just last month, the Inland Reve 
nue's new system for filing tax returns on 
line suffered from technical problems. - 

Government IT projects tend to fail fo 
a number of reasons, in Britain and else- 
where, says Ashim Pal of Meta Group, a. 
consultancy. For a start, they tend to b 
over-ambitious. Worse, government agen 
cies tend to be useless at project-manage 
ment, commonly handing it over to the- 
firm implementing the project, so tha | 
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* there is no independent scrutiny. Such 
firms have a habit of trying to try to rein- 
vent the wheel, rather than use cheaper, 
existing technology; the result is vendor 
lock-in, since only the original supplier 
then understands how the system works. 

Another problem, says William Heath 
of Kable, an e-government consultancy, is 
that government agencies must conform 
to far stricter procurement regulations 
than private firms when putting a contract 
out to tender. The specifications are then, 
in effect, set in stone, and it is very difficult 
to make changes once the project is under 
way. Mr Heath also blames government 
bodies for being insufficiently concerned 
about customer service. All this, he Says, 
means "there is a deep fear—terror is not 
perhaps too strong a word—about the risk 
of IT project failures screwing up the pro- 
posed NHs reforms." 

Ah, but this will be different, respond 
the optimists, for a number of reasons. For 
a start, there is proper funding, says Justin 
Keen of the Nuffield Institute, a health 
think-tank at the University of Leeds. The 
previous NHS IT plan, dating back to 1998, 
was not explicitly funded, so it is hardly 
surprising that it missed its targets. And the 
appointment of Mr Granger, an e-govern- 
ment specialist from Deloitte Consulting 
who will be personally responsible for the 
reforms, suggests that IT is now being 
taken far more seriously. 

A new approach to NHS procurementis 
also being tried: a third way between the 
current piecemeal approach to IT, with de- 
cisions made at the local level, and the cen- 
tralised model for major rr projects, which 
is to hand over the project to a single firm, 
such as EDS or IBM. The new plan is for 
England’s 28 strategic health authorities to 
buy systems from industry consortia, with 
standards set nationally. This forces rival 
vendors to work together, says Rebecca 
George, director of government business 
at IBM, one of the firms that hopes to bene- 
fit from the splurge in rr spending. But, she 
claims, things are going well. *We're all 
talking to each other already," she says. 
"Everybody is desperate for this to work." 
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Another important change is the rise of 
the Internet, and a growing emphasis on 
open standards. This makes it more likely 
that products from different suppliers will 
Work together, avoids expensive wheel-re- 
invention and reduces the scope for lock- 
in. The new NHs-wide e-mail service, for 
example, being built by EDs, is a web- 
based service similar to HotMail. The use 
of open standards will also allow central 
managers to set, say, the format of elec- 
tronic patient records, while allowing deci- 
sions about implementation to be made 
on a locallevel. Rather than imposing new 
systems across the country, this means ex- 
isting systems that work well can be left in 
place, provided they can be tweaked to ad- 
here to the national standards. 

But the main source of optimism is an 
almost mystical belief in the power of 
something called the Gateway review pro- 
cess to prevent future government IT fias- 
cos. Gateway was devised by the Office of 
Government Commerce, which oversees 
purchases by government departments, in 
response to an investigation into IT fail- 
ures, the McCartney report, published in 
May 2000. In essence, it involves a system 
of reviews and appraisals to ensure that IT 
projects make sense to start with, and then 
stay on target. But since such projects take 
several years, it is too early to say whether 
the widespread faith in Gateway's magical 
powers is justified. 

There is, then, some evidence that les- 





sons have been learned from the failure of 
previous IT projects. But things could still 
go horribly wrong. One problem, says 
Mike Davis, a consultant at the Butler 
Group, is that the NHs is not a single orga- 
nisation, but a loose confederation of 
thousands of Gps’ surgeries, pharmacies, 
hospitals and clinics. So implementation 
at local level, despite a firm lead from the 
centre, could prove a stumbling block. And 
if things go wrong, a consortium could be 
harder to deal with than a single supplier, 
since its members will no doubt blame 
each other. 

Another worry, says Mr Heath, is that 
Gateway will simply mean more bureauc- 
racy. NHS IT projects are already evaluated 
by teams from the Treasury, the Depart- 
ment of Health and the Cabinet Office, 
among others. All these reviews and ap- 
praisals take time that might be better 
spent getting on with the job, he suggests. 
The sensitive nature of medical informa- 
tion also means that the security and pri- 
vacy of patient records must be handled 
carefully. A security foul-up could under- 
mine confidence in the entire project. 

But Mr Granger must do more than 
merely prevent a disaster; he is also ex- 
pected to deliver visible results in time for 
the next election. If he manages to over- 
come the curse of government rr, he will 
be hailed as a miracle-worker. But if he 
fails, the result could be an iT fiasco of un- 
precedented proportions. m 
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orthern Ireland 


Desperate times 


Can an almost unknown politician keep the peace process alive? 


I IS a sign of near-desperation when all 
those involved in the tottering Northern 
Ireland peace process-politicians in Lon- 
don, Dublin and Washington, nationalists 
and some unionists, too—light on an ob- 
scure figure in a refusenik party to come to 
its rescue. But with David Trimble, first 
minister of the Executive and leader of the 
Ulster Unionist Party, now seen as dam- 
aged by the troubles of the peace process, 
eyes are now turning to Peter Robinson, 
Ian Paisley's deputy at the head of the 
Democratic Unionist Party (DUP). 

The Northern Ireland secretary, John 
Reid, this week announced an indefinite 
suspension of the Assembly and Execu- 
tive in Stormont, set up under the Good 
Friday Agreement of 1998 to give the peace 
process some sort of institutional struc- 
ture. The Unionists were already bent on 
bringing down the Executive in January, 
citing the failure of Republicans to give up 


their guns, but an almost farcical pile-up of 
events accelerated the timetable. 

The latest of these, the alleged rr infil- 
tration of Northern Ireland Office files, is 
now to be investigated by M15. Documents 
shown by security chiefs to Mr Reid, Tony 
Blair and the Irish prime minister, Bertie 
Ahern, apparently convinced all three that 
Republicans have been doing some seri- 
ous spying. Sinn Fein, the rRA's political 
wing, continues to claim that “securocrats” 
in intelligence and the civil service have 
manipulated events. But there's more: sus- 
pected IRA members face terrorist charges 
in the Irish Republic and Colombia. 

The final complicating factor is that 
elections due to be held next May could 
put the pup and Sinn Fein at the top of the 
polls. If that happens, they are required by 
the rules of the Agreement to provide co- 
operative first and deputy-first ministers. 


No one can imagine Mr Paisley nominat- »» 
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Eyes on Robinson 


ing a DUP member for either position, and 
Mr Robinson said this week that this was 
his position too. But the younger man also 
stressed that his party had to be involved 
in negotiations. 

Might Mr Robinson also be the man for 
either of these posts? He has spent his ca- 
reerin the shadow of his leader. Mr Paisley 
is still a formidable vote-getter, but he is 
also 76 and frail. 

Mr Robinson is a chilly hardliner and a 
talented administrator. He is also widely 


believed to be the man who persuaded Mr 
Paisley that the pu» should agree to take 
posts in the Executive (though DUP mem- 
bers refused throughout to attend full Ex- 
ecutive meetings with Sinn Fein). As min- 
ister for regional affairs, he went to work 
with a will, and recently issued a detailed 
plan for road-building in the province. 

Last week Mr Robinson shared a televi- 
sion studio with Sinn Fein’s Martin 
McGuinness, outgoing minister for educa- 
tion. The DuP usually refuses to sit in the 
same studio as Republicans. Mr Paisley 
was not informed until the last minute of 
Mr Robinson's appearance. A phone con- 
versation was overheard in which the dep- 
uty said insistently: “I want to do it." 

Mr Robinson and Mr McGuinness 
yelled at each other in a predictable way, 
but they have a couple of things in com- 
mon. They were often described by civil 
servants and others as the two most able 
Stormont ministers. Both sounded un- 
happy to see devolution fold again. 

Mr Robinson is an unlikely saviour for 
the peace process, but there are few other 
candidates around. Optimists suggest that 
he might just try to help rescue devolution, 
as his last chance to escape Mr Paisley’s 
shadow. 





Going up north 


GATESHEAD 
The uses of industrial dereliction 


HE House of Commons and Bucking- 

ham Palace had better look to their lau- 
rels. All the best new British buildings that 
have critics in raptures seem to be going up 
in the north. 

Last weekend, the great and the good in 
British architecture decamped northwards 
to celebrate the award of the Stirling Prize, 
Britain’s Oscar for building design, to Wil- 
kinson Eyre Architects for their curving 
and pivoting footbridge across the Tyne. 
The award ceremony took place in Gates- 
head’s Baltic contemporary arts centre, 


converted from a disused flour mill to 
much acclaim. Close by, Lord Foster’s fu- 
ture entry for the prize, a music centre de- 
signed to look like a great tidal wave about 
to break into the river below the Tyne 
Bridge (itself a great piece of Victorian de- 
sign), is under construction. 

Neither is this a solitary oasis of north- 
ern creativity. Manchester’s new Imperial 
War Museum is much praised, as is the 
Lowry art gallery across the river in Sal- 
ford. Liverpool council is running a com- 
petition to design something stunning to 
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sit alongside the Liver Building on the wa- 
terfront. Last year’s Stirling Prize was won 
by the Magna Centre (also designed by 
Wilkinson Eyre), an industrial heritage 
museum in Rotherham. 

By contrast, London and the south-east, 
the richest and busiest part of Britain, does 
poorly. Docklands, the great new commer- 
cial heart of the city, is virtually a design- 
award-free zone, apart from Canary 
Wharf tube station, which is (obviously) 
mostly underground. Big new buildings, 
such as the British Library, tend to attract 
brickbats rather than praise. Paul Hyett, 
president of the Royal Institute of British 
Architects, says London has some good 
new buildings, but concedes: “There is a 
certain complacency amongst London ar- 
chitects. Architects in the north are more 
daring.” 

Sir Terry Farrel, a Newcastle lad whose 
own contributions to northern style in- 
clude the masterplan for the rebuilt north 
bank of the Tyne, and the Deep, an aquar- 
ium in Hull, asserts that the best buildings 
have always been in the north. Look, he 
says, at the town halls of Leeds and Man- 
chester, or the sweep of Newcastle’s Grey 
Street and Edinburgh’s Princes Street. 
“London is an amorphous place. It is a 
commercial city where they pull things 
down all the time,” he says. “In the north, 
there is a freedom to express, an indepen- 
dence, a desire to challenge.” 

Maybe. A more likely explanation is 
that Britain’s northern cities, since the col- 
lapse of traditional industry, have rather 
lost their way and need striking new struc- 
tures to express anew identity. London, on 
the other hand, is quite happy as the finan- 
cial and political capital. It does not need to 
build anything to assert that. 

London also has a big stock of existing 
fine buildings. Whenever anything rad- 
ically new is proposed, such as Daniel Li- 
beskind’s cubist spiral extension to the Vic- 
toria and Albert Museum, there are howls 
of protest that it does not fit in. Getting 
planning approval takes ages. There was 
no such protest about Mr Libeskind’s 
glass-shards war museum in Manchester, 
because it sits amidst cleared industrial de- 
reliction as, indeed, do all the new build- 
ings on the Tyne. Deindustrialisation, it 
seems, has its advantages. 





It’s all happening in Gateshead 





As Europe's problems mount, so the prospects for Britain joining the euro retreat 
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P ERHAPS galvanised by the prime minister’s apparent euro- 
fervour at the Labour Party conference a fortnight ago, the 
usually slightly dozy pro-euro “Britain in Europe” group finally 
got round this week to making the economic case for joining the 
single currency. The well-argued 21-page pamphlet has a fore- 
word by the former chairman of the Federal Reserve, Paul 
Volcker, and lists among its six distinguished co-authors the 
likes of the Ls£’s Lord Layard, former cai director-general Adair 
Turner and Willem Buiter, the chief economist of the European 
Bank of Reconstruction and Development, most of whom have 
also penned eloquent articles in upmarket newspapers over the 
last few days. 

Britain in Europe has been understandably reluctant to waste 
its powder before there was a prospect of battle. And with only 
nine months to go before the Treasury declares the outcome of 
its “five tests”, it must have reasoned that the “No” campaign has 
dominated the argument for too long. But really, one’s heart 
bleeds for them. What a truly awful moment to have to start 
making the case for Britain’s euro entry. In its short life the euro- 
zone has experienced more than its share of buffeting, but never 
has it looked quite so uninviting as it does today. 

Despite the many English people who holiday and buy 
houses in France, Italy and Spain, very few have learned to love 
the European Union (the Celtic fringe feels rather differently, but 
that’s another matter). Just as most of the electorate voted “Yes” 
27 years ago in the referendum to stay in the EEC out of fear 
rather than from any real enthusiasm, the pro-euro campaign, if 
it is honest, has always depended on something similar. In the 
mid-1970s it wasn’t difficult to portray the EEC as glossily suc- 
cessful—the main engine of growth for the original six members, 
nearly all of whom had long since overtaken Britain in prosper- 
ity. With the political establishment united in declaring that re- 
maining outside would ensure further economic decline, the 
only dissidents were a ragtag collection of left-wing socialists 
and old school nationalists. 

But today, it’s the “No” campaigners who are more able to 
enlist fear as their ally. Until recently, the best arguments of the 
antis were as academic and couched in possibility as those of 
the euro-enthusiasts are now: whether a “one size fits all” mone- 
tary policy could really be made to work across so many distinc- 





tively different economies; whether there might be occasions 
when the Stability and Growth Pact (which sounds more Or- 
wellian by the day) could prove to be a tad inflexible; or whether 
the European Central Bank would inspire greater confidence if it 
learned a thing or two about transparency and inflation targets 
from the Bank of England. We now know the answer to most of 
those questions, and they’re not the ones the euro-enthusiasts 
would have wished for. 

In the past week, France has declared its intention to flout the 
stability pact. (A close adviser to the French finance minister told 
Le Monde: “The stability pact is like Procrustes’ bed: too small for 
some, too big for others and a torture for all.") The Schröder gov- 
ernment has openly pleaded with the ECB to relax interest rates 
that many believe are pushing Germany towards deflation and 
a banking crisis. That both Germany and Italy (whose economy 
is similarly mired) are also expected, along with France, to 
tighten fiscal policy in response to what is mainly cyclical over- 
shooting looks to many like the economics of the madhouse. 

The central charge increasingly made against the euro and all 
its works is that the institutions and policy instruments agreed 
upon in Maastricht a decade ago were all intended to bear down 
upon an inflationary threat that no longer exists. In today’s Eu- 
rope, the enemies are more likely to be sluggish to non-existent 
growth in many countries, deflation in others, high unemploy- 
ment, structural rigidities and a mounting risk of debt default. 
The economic convergence that the euro was meant to encour- 
age has not materialised, while nobody seems to know whether 
the ECB has any lender of last resort responsibility should sys- 
temic risk attack a part of Europe’s financial system. 


Hello, Europe, are you listening? 

It's not a pretty picture. At a time when the British economy still 
continues to perform rather better than the eurozone average 
and opinion in favour of the euro remains stuck at just under a 
third in the polls, the economic arguments of the pro-euro fac- 
tion are not going to cut much ice. Their claim that, by eliminat- 
ing exchange-rate risk, Britain will participate in huge economies 
of scale and consequent productivity gains seems remote from 
the present reality. As for any risk to Britain’s traditionally high 
levels of foreign direct investment, that too hardly seems urgent 
compared with blood-curdling dangers of entry that the “No” 
campaign can summon up. What, for example, might happen if 
Britain’s overheated housing market were to crash after joining 
the euro? Without the freedom to relax monetary policy swiftly, 
a long and painful “Britain only” recession, which the ECB could 
safely ignore, would ensue. 

In the light of all this, what meaning should we draw from 
Tony Blair’s stirring words in Blackpool? “The euro is not just 
about our economy, but our destiny. We should only join the 
euro if the economic tests are met. That is clear. But if the tests 
are passed, we go for it.” Even as the prospect of a referendum in 
this parliament recedes, we can expect Mr Blair to raise the vol- 
ume of his political support for the euro. Note that word “des- 
tiny”. It is designed to convey an idea of inevitability. But the 
intended audience will not be the voters of Britain, but the lead- 
ers of Europe, whom the prime minister must persuade of his 
honourable intentions at a time when relations are further 
strained by Iraq. Even the currently rampant Mr Blair must 
know that the euro—with any luck a reformed and happier 
euro-is a project for the next term. m 
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Business 


Fiat 


Under siege 


TURIN AND ROME 





What has really been going on at Italy's failing car company 


O UNDERSTAND the cause of the cri- 

sis now engulfing Fiat, once the pride 
of the elegant Gianni Agnelli and his fam- 
ily, hop into a taxi in Turin, the cars-to-in- 
surance group's home town. The driver ex- 
plains that he no longer drives a Fiat. He 
prefers an Opel, made by an arm of Amer- 
ica's General Motors (GM), because he got 
fed up with visiting the repair shop on his 
days off. 

Once Fiat had a lock-hold in Italy on 
such customers. These days its market 
share has collapsed. A consequence is that 
Fiat Auto, its car-making business, is 
ruined, trading only on the back of sup- 
port from the group's other operations. 
Now those businesses cannot produce 
enough profit to plug the hole. Indeed, 
cash has been draining from Fiat at an 
alarming rate, while an embattled man- 
agement struggles with a cost base that 
some analysts reckon is twice as big as Fiat 
needs for its level of car production. 

On October 9th Fiat announced a big 
restructuring of the car business. The 8,100 
proposed job losses led to strikes and prot- 
ests, giving the crisis an instant political di- 
mension. Silvio Berlusconi, Italy's prime 
minister, met Fiat's top two managers on 
October 13th and is said to have told them, 
none too politely, to step aside and let the 
state take over solving the problem. Mem- 
bers of his governing right-wing coalition 
are angered by the consequences of Fiat's 


job cuts, especially those that will affect 
the economically weak south of the coun- 
try. The unions called for a general strike 
on October 18th. 

The government may be tempted to re- 
spond by stepping in, for the sake of elec- 
toral popularity. Insiders have floated the 
idea of “ItalAuto”, a state-owned car- 
maker that would salvage Fiat Auto. How- 
ever, the government cannot simply move 
in on Fiat. Three obstacles stand in its way: 
Brussels, bankers and the company's deal 
with America's GM. 

Certainly Brussels is unlikely to look 
kindly on too blatant an intervention. Nor 
are Fiat's lead bankers, who were sum- 
moned to meet Giulio Tremonti, Italy's fi- 
nance minister, in Rome on October 16th. 
Their discussions, expected to extend over 
several sessions, have thrown up a clash of 
views. The banks believe that only a mar- 
ket-friendly rescue of Fiat makes sense. 
The government, under electoral pressure, 
wants more direct action. 


Fiat money 

In fact, Fiat's future is constrained far more 
than most Italians realise by the terms of a 
rescue agreement reached with its banks 
in May. In effect, the banks, concerned by 
the sudden deterioration in Fiat's finances, 
struck a hard bargain with management. 
In return for the promise of a €3 billion 
($2.9 billion) rights issue three years hence, 


The Economist October 19th 2002 


Also in this section 
58 Porsche 
61 Text-messaging and TV 
62 The Chicago Climate Exchange 
62 Temporary executives 
63 E-mail spam 
63 EasyJet and Boeing 
64 China Telecom 


66 Face value: Tom Siebel, trying to keep 
customers satisfied 


Fiat has either to sell or to fix its auto busi- 
ness. If it elects to stay in car-making, it 
must sell other assets to reduce its €5 bil- 
lion of net debt to a manageable level. In 
the meantime, no new loans will be forth- 
coming. 

This contract has been tightly drawn 
and leaves Fiat with little room for 
manoeuvre. A series of financial deadlines 
will force the pace of its efforts both to fix 
its car business and to sell assets to stabil- 
ise its balance sheet. According to bankers, 
it might have to sell even such jewels as 
Toro, its successful insurance business. If 
Fiat slips from the timetable, it willlose the 
promised rights issue, at which point the 
group will, in effect, be bust. 

The banks were able to drive such a 
hard bargain because, behind the scenes, 
Fiat was fighting off an audacious 
break-up bid by Mediobanca, a Milanese 
investment bank that hungers to return to 
the days when it controlled big chunks of 
Italian industry. Mediobanca had formu- 
lated a plan to push Fiat into bankruptcy, 
forcing its banks to accept a debt-for-equ- 
ity swap combined with a long-term work- » 
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out (to be conducted largely by Medio- 
banca itself) of the group's extensive 
assets. The Agnelli family that controls Fiat 
turned to its creditors for a less scary deal. 
Besides Brussels and bankers, there is a 
third dimension to Fiat's future. In Detroit 
on October 15th GM announced a third- 
quarter loss of $804m. It blamed a write- 
down of the value of its 2096 stake in Fiat 
Auto, from $2.4 billion to $220m. This, said 


: GM, meant that it valued the car company 


ata modest $1.1 billion. Fiat bosses in Turin 
shot back within hours, saying that this 
book-keeping move "substantially under- 
states the fair economic value of Fiat Auto, 
based on its long-term prospects, market 
positions and portfolio of brands". 

Despite the arguing, there seems little 
doubt that Fiat will, one way or another, 
end up in GM's arms. Paolo Fresco, Fiat's 
chairman, knows that the two sides will ei- 
ther agree on a price for the exercise of 
Fiat's put option to sell the remaining 8096 
to the Americans, or find other ways of 
collaborating. Already they have a joint 
company making engines and gearboxes 
for Europe and South America, as well as a 
joint venture for purchasing. The more 
they work together, the more inevitable 
their destiny seems. 

If Fiat fails to staunch the bleeding at 
the car division, it will have no choice but 
to exercise the put option—its banks will 
see to that. But, even if Fiat Auto recovers, it 
will probably be exercised anyway. The 
Agnellis and other shareholders might 
well prefer to hold shares in GM. A slim- 
med-down Fiat group without Fiat Auto 
would also be a far more stable entity. 

Fiat looks as though it has the world's 
biggest industrial company in a painful 
arm-lock, obliging GM to buy even though 
Fiat Auto looks a lot less attractive than at 
the time the deal was done. The Italians 
can sell the shares to GM after 2004 when 
it suits them, without the Americans hav- 
ing the corresponding right to buy when it 
suits GM's interest. The reason for this fa- 
vourable deal was that, after a plan to 
merge Fiat with BMw fell through in 1999, 
Daimler-Benz wanted to buy Fiat. GM, 
fearing the effect of such a combination on 
its ailing European operations, signed the 
Fiat deal as a defensive measure. 

But GM has some power. The put op- 
tion lapses if there is any change in control 
of Fiat spa, the group holding company, 
according to John Devine, Gm’s chief fi- 
nancial officer. And filings to the American 
Securities and Exchange Commission in- 
dicate that, even at the level of Fiat Auto, 
GM has a veto over “certain significant cor- 
porate actions". Any dealsinvolving banks 
or the government, perhaps acting 
through some state-owned entity, taking a 
greater stake in Fiat Auto, would seem to 
need the Americans' approval. 

In addition, the price of the remaining 
80% share of Fiat Auto has to be decided by 


independent investment banks, if the two 
parties cannot agree. This week's ex- 
changes appear to suggest that agreement 
may be hard to reach. But it seems likely 
that Fiats management will make what- 
ever compromises are needed, first to pro- 
tect and then to exercise the put—and that 
its banks will go along in order to protect 
their loans. 


Too many cars 
The decline of Fiat's car business has been 
relentless (see chart on previous page). Fiat 
began the 1990s with 14% of the European 
market; by 2000 it was slipping into single 
figures. This year its share is hovering over 
8%; but the trend is still down, with a figure 
of just over 7% in September. Paolo Canta- 
rella, Fiat’s group managing director until 
he was pushed out in May, obstinately in- 
sisted that the company’s problem was in- 
efficient distribution. However, the Euro- 
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pean car market has long had 30% overca- 
pacity. Ford and GM have closed European 
factories, following Renault's dramatic clo- 
sure of a big Belgian plant in 1997. But ris- 
ing productivity in the remaining factories 
means that overcapacity persists. 

This week Antonio Fazio, governor of 
the Bank of Italy, suggested that there were 
deficiencies in Fiat’s book-keeping that 
blinded management to looming financial 
problems. Cesare Romiti, who ran Fiat 
from 1976 until he retired four years ago, 
said he simply could not understand the 
speed of the group's decline. 

But the real source of the problem is less 
sinister. Fiat thought a wave of new mod- 
els would revive it in 1995. In the event, 
only its sleek new Alfa Romeos were a suc- 
cess. Its medium-sized saloons, in the sec- 
tors that account for most of the sales and 
profits in Europe, were flops. They would 
surge to around 5% of the market segment, »» 
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b only to fade fast. That was supposed to 
change with the medium-sized Stilo, 
launched last year. It did not. Meanwhile 


Fiat's competitors, such as PSA Peugeot Ci- 
troén and Renault in France and Volks- 
wagen in Germany, had learned how to 
ride the product cycle better. 

. Were it not for the historical baggage of 
the 2000 deal and the political conse- 
quences, a quick, easy exit for Fiat group 
(and one that would make most industrial 
sense) would be an instant marriage of 


 fiatAutoand GM's Opel subsidia 





V. GMis 
facing losses in Europe this year of over 
$500m, down some $300m on last year, 
and about half what Fiat Auto will lose. 
But, as this week’s protests and political 
wrangling have shown, closing surplus ca- 
pacity in Italy is not easy. The same is true 
for Opel in Germany. Clearly, even a 
merged company will face a tough future. 
At the moment, however, Fiat Auto will be 
lucky to have any future at all. The sooner 
Italians face up to that, the better. i 





European telecoms 


Texting the television 


Interactive TV has taken off in Europe in an unexpected way: via mobile phones 


HERE was a time when any self-re- 

specting television show, particularly 
one aimed at a young audience, had to 
have an e-mail address. But on Europe's TV 
screens, such addresses are increasingly 
being pushed aside in favour of telephone 
numbers to which viewers can send text 
messages from their mobile phones. And 
no wonder: according to research about to 
be published by Gartner, a consultancy, 
text messaging has recently overtaken In- 
ternet use in Europe (see chart). One of the 
fastest-growing uses of text messaging, 
moreover, is interacting with television. 
Gartner's figures show that 20% of teen- 
agers in France, 11% in Britain and 9% in 
Germany have sent messages in response 
to. TV shows. 

This has much to do with the boom in 
“reality TV” shows, such as “Big Brother”, 
in which viewers’ votes decide the out- 
come. Most reality shows now allow text- 
message voting, and in some cases, such as 
the most recent series of “Big Brother” in 
Norway, the majority of votes are cast in 
this way. But there is more to Tv-texting 
than voting. News shows encourage view- 
ers to send in comments; games shows al- 
low viewers to compete; music shows take 
requests by text message; and broadcasters 
operate on-screen chatrooms. People tend 
to have their mobiles with them on the 
sofa, so "it's a very natural form of interac- 
tion," says Adam Daum of Gartner. 

It can also be very lucrative, since mo- 
bile operators charge premium rates for 
messages to particular numbers. The most 
recent British series of “Big Brother”, for ex- 
ample, generated 5.4m text-message votes 
and £1.35m ($2.1m) in revenue. According 
to a report from Van Dusseldorp & Part- 
ners, a consultancy based in Amsterdam, 
the German edition of Mrv's "Video- 
clash", which invites viewers to vote for 
one of two rival videos, generates up to 





40,000 messages an hour, each costing 
€0.30 ($0.29). A text contest alongside the 
Belgian quiz show “1 Against 100" at- 
tracted 110,000 players in a month, each of 
whom paid €0.50 per question in an eight- 
round contest. In Spain, a cryptic-cross- 
word clue is displayed before the evening 
news broadcast; viewers are invited to text 
in their answers at a cost of €1, fora chance 
to win a €300 prize. On a typical day, 
6,000 people take part. 

Tv-related text messaging now ac 
counts for an appreciable share of mobile 
operators' data revenues. In July, a British 
operator, mmO2, reported better-than-ex- 
pected financial results, thanks to the flood 
of messages caused by "Big Brother". Op- 
erators typically take 40-50% of the reve- 
nue from each message, with the rest di- 
vided between the broadcaster, the 
programme maker and the firm providing 
the message-processing system. Text-mes- 
sage revenues are already a vital element 
of the business model for many shows. In- 
evitably, there is grumbling that the oper- 
ators take too much of the pie. Endemol, 
the Netherlands-based production com- 
pany behind "Big Brother" and many 
other reality rv shows has started build- 
ing its own database of mobile-phone us- 
ers. The next step will be to establish direct 


billing relationships with them, and by- 


pass the operators. 

Why has the union of television and 
text message suddenly proved so success- 
ful? One important factor is the availabil- 
ity of special four-, five- or six-digit num- 
bers, called “shortcodes”. Each operator. 
controls its own shortcodes, and only rela- 
tively recently have operators realised that 
it makes sense to co-operate and offer 
shortcodes that work across all networks 
The availability of such common shi 
codes was a breakthrough, says L 
Becker of Flytxt, a mobile-marketing fi 
since shortcodes are far easier to remem 
ber when flashed up on the screen. | 

The operators’ decision to co-operate in 
order to expand the market is part of a. 
broader trend, observes Katrina Bond of 
Analysys, a consultancy. Faced with a _ 
choice between protecting their margins _ 
and allowing a new medium to emerge, ~ 
operators have always chosen the first. | 
WAP, a technology for reading cut-down __ 
web pages on mobile phones, failed be- 
cause operators were reluctant to share _ 
revenue with content providers. Having _ 
learnt their lesson, operators are changing 
their tune. In France, one operator, Orange, _ 
has even gone so far as to publish a rate — 
card for text-message revenue-sharing, a __ 
degree of transparency that would once. : 
have been unthinkable. S 

Atarecent conference organised by Van 
Dusseldorp & Partners, Han Weegink of | 
CMG, a firm that provides text-message in- . 
frastructure, noted that all this is subtly — 
changing the nature of television. Rather 
than presenting content to viewers, anin- . 
creasing number of programmes involve __ 
content that reacts to the viewer's input. 

That was always the promise of interac- 
tive TV, of course. Interactive TV was sup- 
posed to revolve around fancy set-top | 
boxes that plug directly into the television. _ 
But that approach has a number of draw- 
backs, says Mr Daum. It is expensive tode- 
velop and test software for multiple and _ 
incompatible types of set-top box, andthe _ 
market penetration, at 40% or less, is lower 
than that for mobile phones, which are 
now owned by around 85% of Europeans. 
Also, mobile-phone applications can be 
quickly developed and set up. “You can get 
to market faster, and with fewer grasping 
intermediaries,” says Mr Daum. Providers 
of set-top box technology are adding text- 
messaging capabilities to their products. 

The success of Tv-related texting is a re- 
minder of how easily an elaborate tech- 
nology can be unexpectedly overtaken by 
a simpler, lower-tech approach. It does not 
mean that the traditional approach to in- 
teractive Tv is doomed: indeed, it demon- 
strates that there is strong demand for in- 
teractive services. People, it seems, really > 
do want to do more than just stare at the 
screen. If nothing else, couch potatoes like — 
to exercise their thumbs. & * 
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The Chicago Climate Exchange 


Trading hot air 


CHICAGO 
Anew approach to global warming 


WU it comes to the environment, 
big American companies like to ap- 
pear green. America puts out about a quar- 
ter of all the greenhouse-gas emissions 
that may cause global warming. Now a 
bunch of big businesses is deciding to 
make voluntary commitments to reduce 
the gases that their operations emit. They 
will then trade credits, which they can 
earn by surpassing their commitments on 
emissions reductions or by selling emis- 
sions "offsets" earned through projects 
such as reforestation or renewable energy 
initiatives, on the Chicago Climate Ex- 
change (CCX), when it opens in early 2003. 

The cuts they will pledge are likely to be 
modest. CCx’s overall goal is a 2% reduc- 
tion from 1999 levels this year, and an- 
other 1% annually thereafter. But they take 
corporate America into territory the gov- 
ernment has shunned, for it has refused to 
ratify the Kyoto Protocol on climate change 
first agreed in 1997. 

The ccx project has been developed 
by 28 large companies, including Ford, Du- 
Pont and BP America, with the cities of 
Chicago and Mexico City, a group that 
emits 700m tonnes of carbon dioxide each 
year, more than Britain does. Now is the 
time to move from the design stage to firm 
commitments on reductions. The compa- 
nies most interested seem to be those with 
experience of other pollution exchanges, 
either abroad- Denmark and Britain both 
have markets in greenhouse-gas emissions 
and Canada is piloting one—or in the mar- 
ket to trade allowances for sulphur-diox- 
ide emissions, which was set up in Amer- 
ica ten years ago in the wake of an act to 
reduce emissions that cause acid rain. 

The project is the brainchild of Richard 
Sandor, a former economist with the Chi- 


Temporary executives 


Just visiting 


How to fill a gap 


HAT do you do when you have to 
restructure a newly acquired busi- 

ness or sell a subsidiary, but have no- 
body available to do the job? One 
answer, according to headhunters keen 
for business, may be to hire a senior ex- 
ecutive for an interim secondment. 

Andrew Biles, chief executive of Ger- 
ber Foods, took on an interim manager 
to restructure a division in the west of 
England. Because the manager was only 
temporary, he could focus on the job 
without the distractions of thinking 
about corporate strategy or politics. An- 
other opportunity came when Gerber 
acquired a business in Germany and the 
finance director left. *Headhunting can 
take three to six months, and I needed 
someone straight away," he recalls. He 
found an interim finance director within 
a fortnight, who stayed for nine 
months-and then became permanent. 

In parts of Europe, such temporary 
top dogs are standard practice. The pecu- 
liarities of labour and tax law in the 
Netherlands mean that many Dutch 
companies have used them. Now, with 
executive recruitment in the doldrums, 
big recruitment firms are keen to spread 
the practice to the United States. 

Leading the charge is Heidrick & 
Struggles, whose Protem subsidiary 
placed about 60 senior executives last 
year in slots in Europe lasting for an av- 
erage of eight months. Wes Richards, 
who is heading Protem's launch in 
America, finds that the biggest demand 
comes from private-equity companies. 


cago Board of Trade, best known for found- 
ing the international market in interest- 
rate derivatives. Mr Sandor helped design 
the sulphur-dioxide emissions exchange. 
But what makes ccx unique is the lack of 
any government involvement. Other es- 
tablished exchanges for greenhouse gases 
were all formed by governments that had 
signed up to the Kyoto Protocol. 

Corporate involvement in ccx has 
been driven partly by the expectation of 
some future, government-imposed emis- 
sions-reduction programme in America. 
Some companies, such as AEP, a large util- 
ity, want the government to promise that it 
will take voluntary reductions into ac- 
count in any future compulsory pro- 
gramme. "It would have been a lot easier 
with active government involvement," 
sighs Rob Routliffe, manager of green- 
house-gas emissions trading at DuPont. In 
Britain, where DuPont participates in a vo- 
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After offering the service for six 
months, he has about 50 people in 
placements. The two skills that are most 
in demand are those of chief informa- 
tion and chief finance officers. One com- 
pany had a finance officer who had 
never done an acquisition: Mr Richards 
is rustling up one who has for a 90-day 
stint. Another chief information officer 
(c10) had never installed sAP's complex 
internal network: a former c1o is com- 
ing to talk him through the process. 

Is this unemployment relief for 
sacked bosses? Mr Richards is aghast at 
the idea. He has on his books a former 
CIO from a big consumer company, who 
signed up because he was getting bored 
with raising horses on his ranch; and an- 
other who said helpfully, “I’ve got my 
own jet. If it's a real interesting appoint- 
ment, I can get there." 





luntary emissions-trading programme, the 
government has, in effect, paid companies 
to accept reduction targets, he says. 

Deciding how to participate is tricky. Is- 
sues such as how to calculate companies' 
baseline emissions levels and how offset 
projects can generate emissions credits 
caused tension when ccx was being de- 
signed. "There are alot of complexities we 
hadn't thought about," says Martin Zim- 
merman, Ford's vice-president of govern- 
mental affairs, who is lobbying his col- 
leagues to support binding commitments. 
The National Association of Securities 
Dealers is devising compliance procedures 
to give CCX some bite. Companies that fail 
to meet their commitments will be judged 
by their peers, and may face penalties. 

Mr Sandor is robust. “We’re the biggest 
emitter in the world by far, so even a small 
percentage change becomes significant,” 
he says. Hot stuff. m 





E-mail spam 


Filter it out 


Make e-mail polluters pay 


e ICE-PRESIDENT of ideas, idealab”: 

did any job title better catch the Zeit- 
geist of Silicon Valley at its bubbliest? 
Surely the holder of that position is now 
cleaning tables in some Palo Alto diner? 
Actually, no. Scott Banister, the ideas-man 
in question, is proof that there is life after 
dotcom death. 

After idealab, a pioneering Internet "in- 
cubator", abandoned plans for an initial 
public offering that was once expected to 
raise $10 billion or more, Mr Banister and a 
colleague, Scott Weiss, started IronPort, a 
firm dedicated to improving the efficiency 
of e-mail delivery. Despite a drought of 
venture capital, they have already raised 
$20m, and next week they roll out what 
they hope will be a killer app: a novel sol- 
ution to spam, the dark side of e-mail. 

Every user of the Internet knows the 
frustration of an inbox clogged with un- 
wanted correspondence from vendors of 
porn, cheap loans and anatomical enlarge- 
ments. More recently, there has been a 
new frustration: anti-spamming filters that 
rebuff genuine correspondence. According 
to Mr Banister, "false positives" can ac 
count for up to 30% of the “spam” identi- 
fied by some filters. 

This can be more than annoying-valu- 
able correspondence may never be de- 
livered. The growing ingenuity of spam 
senders has made life hard for conven- 
tional filters. Obscenities are easy to scan 
for—but as the acceptability threshold of a 
filter is raised, to include words frequently 
but not exclusively used in spam (cheap 
loan, or enlargement, perhaps?), legiti- 
mate e-mail is increasingly misidentified. 

The IronPort entrepreneurs think they 


ENS 


can solve the problem. Their track record 
suggests they know how to deliver a suc- 
cessful Internet product. Mr Weiss was a 
founder of the free Hotmail service, and 
made a fortune when it was sold to Micro- 
soft. Mr Banister came up with an e-mail 
list-hosting service while in college (he is 
still only 26). It is now Microsoft's listbuil- 
der. He also claims some credit for 
Goto.com (now Overture), an Internet 
search engine that lists sites according to 
how much the site pays to appear when a 
specific key word is entered. 

Overture is one of the few unsung tri- 
umphs of web content, with a market cap- 
italisation of $1.7 billion-down from its $6 
billion peak, but still significant. And it is 
profitable. Mr Banister reckons that the key 
toits success was that it took economics se- 
riously: buyers will not pay for a high list- 
ing if searchers do not value it, and thus re- 
ward it, when they find it. Its new anti- 
spam system also uses economic intuition, 
by requiring senders of e-mail to state 
clearly whether they are sending spam, 
and to back that statement with their own 
money in the form of a bond that will be 
forfeited if it turns out that they are lying. 
The idea, simply, is that, if the price of 
sending spam rises, less of it will be sent. 

Servers fitted with IronPort's spam-rec- 
ognition system will be able to identify 
“bonded senders” by their web addresses, 
and can block senders that are not bonded. 
Next week, it expects to announce that 
many of the best-known senders of non- 
spam bulk e-mail have signed up, along 
with the big Internet service providers, to 
its bonded-sender programme. The size of 
the bond will change over time, but is 
likely to be around $100,000 initially. The 
number of complaints made by recipients 
of e-mail from the sender will determine 
whether the bond is forfeited, in full or 
part. According to Mr Banister, “the first 
complaint will not cost you much, a 3-4 
digit number will cause pain to the 
bonded sender and10,000 or more will re- 
sult in the most severe punishment.” 
Here's hoping it works. 8 












EasyJet 


Bashing Boeing 


EasyJet’s switch to Airbus could be 
critical to the airline’s future 


HEIR local newspaper of October 15th 

made painful reading for Boeing’s se- 
nior executives. The Seattle Times headline 
above a story about Europe's biggest low- - 
cost airline, easyJet, ordering aircraft from 
Airbus was: "Boeing is slipping to No. 2". 
As the paper rightly pointed out, the easy- 
Jet order for 120 Airbus A319 jets ensures 
that the European company's deliveries 
next year will, for the first time, outstrip 
those of Boeing, which has dominated the 
jetliner market for nearly 50 years. 

In the view of Martin Koehler, an avia- 
tion consultant at the Boston Consulting 
Group, this tips the balance in favour of 
Airbus more generally. The low-cost air- 
lines, he points out, “were Boeing'slastre- — 
doubt.” Over the past seven years Airbus — 
has steadily caught up with the American dy 
manufacturer in every other part of the 
market. The Seattle firm crowedthatallbut 
two of the world's low-cost carriers fob- __ 
lowed the example of the original no-frills — 
airline, America's Southwest, by buying | 
nothing but Boeing's narrow-body 737 ue 
jet-the world's best-selling aircraft. xm 

The reverse comes at a bad time for 
Alan Mulally, chief executive of Boeing's 
commercial-airplane group. The market 
for airliners has shrunk by half as main- 
stream carriers have plunged into losses: 
both Delta Air Lines and American Air- 
lines this week reported rising losses for 
the latest quarter. The slump has had the 
inevitable impact on Boeing: its net profit 
fell to $372m in the third quarter, 43% down 
ona year earlier. 2 

The competition from Airbusis likely to 
get tougher. The European manufacturer 
has broken Boeing’s monopoly on jumbo- 
sized aircraft with its A380 double-decker, 
which it launched two years ago with an 
already fat order book. Meanwhile, Boe- 
ing’s Sonic Cruiser (a futuristic aircraft de 
signed to fly at almost the speed of sound) 
has not been well received by airlines. The - 
current slump means they are more inter. 
ested in economy than speed. u 

There is no doubt that Airbus slashed _ 
its price heavily to break into the European - 
low-cost-carrier market; but equally, there 
is no doubt that Boeing offered a big dis- _ 
count in an effort to shut the Europeans . 
out. Since low-cost carriers are the only air- ~ 
lines prospering enough to place big or- _ 
ders, this was a keenly fought contest. Ex- ` 
pect similar battles ahead as the low-cost - 
carriers expand further. i 

Mr Koehler forecasts that carriers such » 
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> as easyJet and its arch-rival, Ryanair, will 
increase their share of the European short- 
haul and medium-haul market from 11% 
today to 28% in 2010. In Britain, he calcu- 
lates that their share will be about 60%. 
Even in Germany, which is Europe’s big- 
gest aviation market but where the phe- 
nomenon has been slow to catch on, the 
low-cost airlines should capture about 25% 
of passengers. 

The unstoppable ascent of the new car- 
riers may, however, hurt the big flag-carri- 
ers less than might be expected. In Rya- 
nair's case, Mr Koehler foresees 70% of its 
extra passengers coming from new de- 
mand created by rock-bottom prices. Rya- 
nair makes a great fuss about tackling 
Lufthansa head-on, but its blustery boss, 
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Michael O'Leary, perhaps exaggerates this 


to grab headlines in German newspapers. 

EasyJet is taking a different route. Un- 
like Ryanair, it operates increasingly from 
mainstream airports alongside the flag car- 
riers. Not surprisingly, half its growth will 
probably be "stolen" from the big carriers. 
EasyJet's strategy is riskier than Ryanair's. 
It is overtaking its rival in size by buying 
two low-cost airlines from British Airways: 
one was known as "go", the other as Deut- 
sche BA. Meanwhile Ryanair is concentrat- 
ing on steady expansion of its own routes. 
Merging airlines is notoriously difficult, so 
easyJet may have digestion problems. 
Simultaneously merging two different 
types of aircraft in one fleet could leave it 
seriously short of oxygen. m 
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hina Telecom 


Dialling the markets 


HONG KONG 


The world's fastest telecoms restructuring 


poc five years ago, in the thick of 
the Asian crisis, a telecoms company 
from the mainland called China Telecom 
came to Hong Kong for a successful initial 
public offering (1P0) of shares. Since then, 
the company—renamed China Mobile— 
has become the world's largest mobile- 
phone operator and a blue chip on Hong 
Kong's stock exchange. 

This week, another mainland telecoms 
company called China Telecom (cT) came 
to Hong Kong, hoping to repeat this perfor- 
mance. Market conditions are now much 
tougher: telecoms shares are out of favour 
everywhere. Nonetheless, CT’s executives 
and bankers began wooing investors with 
the ambition of raising $3.7 billion, which 
would make this one of the three largest 
IPOSin the world this year. 

That this is even plausible is a tribute to 
an impressive effort by China's govern- 
ment to turn its telecoms industry from a 
centrally planned fiasco into something 
more like an efficient and market-driven 
service industry. When Wu Jichuan, 
China's telecoms minister, bragged earlier 
this year that China has accomplished in 
five years what took European countries a 
decade, he was almost justified. 

China Mobile and China Telecom both 
descend from the Ministry of Post and 
Telecommunications, which operated all 
telephone services in China until the 
mid-1990s as, in effect, a personal fief of 
Mr Wu's. Then-initially against his 
wishes—Beijing’s top leaders decided to in- 
troduce competition, in stages. In 1994, 
they licensed a second mobile Operator, 
China Unicom, under a rival ministry. In 


the late 1990s, they turned Mr Wu's minis- 
try into a regulator and split the operations 
into four companies—one each for fixed- 
line, mobile, paging and satellite services. 

So far these reforms have had their big- 
gest impact in the mobile market. It has 
soared from nothing a decade ago to 145m 
subscribers last year, making it the world's 
largest. The duopolists, China Mobile and 
China Unicom, are both listed in Hong 
Kong, are transparent at least by Chinese 
standards, and have been competing 
fiercely for customers. 


An IPO? I'll buy 








This year, the government is tackling 
the fixed-line market. In May, it yet again 
split what remained of Mr Wu’s old em- 
pire, this time geographically. One com- 
pany, China Netcom, inherited the tele- 
phone networks in ten northern and 
western provinces. The other got the other 
21 provinces, including the wealthiest in 
the south and east, and retained the China 
Telecom name. 

The idea is that these two—and eventu- 
ally more-should now invade each 
other’s turf, giving consumers real options. 
This is not yet quite the “orderly compe- 
tition” that the government says it wants. 
Bizarre tales are emerging of the oppo- 
nents sawing cables, smashing equip- 
ment, and beating up their rival’s staff. But 
the essential framework is in place. 

For investors, however, this enforced 
competition makes China Telecom rather 
less attractive. For the two mobile oper- 
ators, revenues per user have been falling 
for years. About 11% of the population 
now own mobile phones-in other words, 
all Chinese who can afford one already 
have one—so signing up new customers 
means dropping prices by a lot. The fixed- 
line market, where penetration is hi gher, at 
180m, or 14% of the population, may yet 
suffer a similar erosion in profitability. 

Ironically, it may be some comfort that 
China’s government remains the ultimate 
owner of all telecoms companies. Only 
20% of CT's shares, for instance, are on of- 
fer to the public. And the government, by 
its own admission, has at heart not only 
the interests of consumers. It would also 
like to see strong and profitable operators— 
the sort that can please foreign investors 
and keep out foreign competitors once, in 
the distant future, these are genuinely al- 
lowedtojoinin. m 
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d T days, Tom Siebel, chief executive 
of the eponymous software firm that 
he founded in 1993, treats even journalists 
with politeness. He no longer puts his feet 
disdainfully on the table, as in the heyday 
of the tech boom. However, this new 
charm at the top may not be enough. 
Siebel Systems, a firm that could do no 
wrong even in the first year of the tech 
=: downturn, now seems increasingly out of 
...tune with the new-found pragmatism of 
IT buyers. Even if its quarterly results, due 
on October 17th, exceed analysts' expecta- 


< tions, Siebel's problems go deep. 


In the second half of the 1990s, Mr Sie- 
bel appeared to have created the perfect 
enterprise-software company. He focused 
on a class of software he had pioneered: 
specialised programs for customer-rela- 
tionship management (CRM). He mod- 
elled his company on a salesforce, with 
all incentives geared towards customer 
happiness. And he entered partnerships 
with other tT firms, instead of competing 
with them. The corporate culture was 
more Germanic than Silicon Valley: no 
dogs in the office, food at the desk or art 
-< on the walls, and, of course, no t-shirts or 
-= jeans. 

5. Even friends call Mr Siebel a micro- 

~ manager. To his critics he is a control 

^: freak. He has the tools to stay on top. For 
instance, with a few mouse clicks he can 

-see how employees are doing against 

their objectives. That matters a lot at Sie- 

— bel, which makes a habit of firing the 

^ worst performing 5% of its workforce ev- 

= ery six months. 

.. Throughout the late 1990s, the results 

. were impressive. Siebel's revenues dou- 

— bled every year. Customers seemed to 

<- love its products. Their loyalty scores, rou- 

i tinely over 98%, resembled Iraqi election 

results. Yet this success now looks some- 

- what tarnished. 

— . Take those customer-loyalty scores. 

_ Siebel has a small stake in Satmetrix, the 

. research firm that does the surveys. The 
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Facevalue Keeping customers satisfied 


Can Tom Siebel manage a new relationship? 


question behind Siebel’s published loy- 
alty scores asks, “Based on your experi- 
ence with Siebel and its products, are you 
most likely to continue purchasing or us- 
ing their products?” As Siebel customers 
are in effect locked into using its software, 
most can give only one answer. 

It may be unfair to call the survey’s re- 
sults tainted. But more independent stud- 
ies suggest that firms are just as happy or 
unhappy with Siebel’s products as they 
are with most such packages. Nucleus, an 
1T research firm, recently asked 23 Siebel 
reference customers about their experi- 
ences. More than 60% said they had yet to 
make a positive return on their invest- 
ment in Siebel software. 


Really? 
More important, analysts have begun ask- 
ing questions about the quality of Sie- 
bel's revenues.They worry that some 
"concurrent revenues", deals struck with 
suppliers that have also sold goods and 
services to Siebel within six months of 
the transaction, are just swaps that do not 
reflect real demand. Such deals reached 
18% of licence revenues in the second 
quarter of this year (up from 7% in 2001). 
Some also wonder whether Siebel's 
numerous partnerships serve much pur- 
pose. They wonder, in particular, about 
the Universal Application Network 
(UAN), an initiative launched in April. 
This coalition of rr services and software 
firms is intended to develop ways of mak- 
ing it easier for companies to integrate 
their computer systems. But some UAN 
members imply that they have been 
asked to buy extra Siebel software in ex- 
change for a good place at the table. 
Perhaps most worrying for Siebel, the 
CRM market is maturing. The firm has 
made much of its money by selling CRM 
software in million-dollar chunks to tele- 
coms and financial-services companies 
with huge call-centres, But most other 
firms can do with less, and rr budgets are 
tight. This has created an opening for 
newcomers, in particular Salesforce.com, 
which offers a web-based CRM service. 
In addition, the CRM products of tradi- 
tional enterprise-software vendors such 
as PeopleSoft, Oracle and sap now seem 
good enough to compete with Siebel's. 
Compared with these rivals, Siebel - 
increasingly looks like a one-trick pony, 
since it spends relatively little on R&D 
and did not use its shares, when their 
value was high, to diversify. 





Unsurprisingly, Mr Siebel scoffs at all 
this. Satmetrix's surveys, he says, are sol- 
idly based; he uses them internally to im- 
prove products. By contrast, Nucleus's 
research is statistically insignificant, given 
Siebel's 3,500 customers worldwide, and 
may even be propaganda financed by 
competitors. As for the partnerships, most 
members of the UAN were Siebel cus- 
tomers before the coalition was created. 
And if competitors are succeeding, that 
has yet to show up in the market-share 
data. 

Siebel is now pushing into new mar- 
kets, mainly software to manage relation- 
ships with employees, which Mr Siebel 
says will one day be a bigger market than 
CRM. The UAN, too, is a defensive mea- 
sure to keep customers from defecting to 
traditional vendors. 

All this may prove too little, too late, 
however. If rT spending does not soon re- 
cover significantly, the firm will probably 
have to merge—or at least co-operate 
closely—with another software company, 
to avoid being marginalised. 

That may happen quite quickly. Insid- 
ers say that, on October 21st, at Siebel's 
user conference in Los Angeles, Mr Siebel 
and Bill Gates of Microsoft will announce 
a big alliance. Siebel will probably de- 
clare its support for .NET, Microsoft's new 
software platform, which needs a boost 
from a big enterprise-software vendor. 

If this happens, people will ask what 
Siebel got in return for its support: per- 
haps a pledge that Microsoft will enter 
the CRM market less aggressively than it 
originally planned. And they will won- 
der, if both firms grow closer still, what 
kind of relationship management will al- 
low Mr Siebel and Mr Gates—two of the 
biggest egos in software—to get along. @ 





Finance and economics 


World stockmarkets 


Inflection point? 





After two-and-a-half years of falling share prices, markets appear to turn 


CTOBER is traditionally a bad time for 

stockmarkets: the crashes of 1929 and 
1987 both happened in that month. This 
year could be different. In the four days to 
October 15th, many of the world's main 
stockmarkets saw their biggest four-day 
gains, in percentage terms, in over a de- 
cade. America's Dow Jones Industrial Av- 
erage rose by 13%, Germany's DAX by 17%. 

Worries about profits had helped to 
drive shares to their recent lows. So desper- 
ate have investors been for good news that 
sentiment seems to have been helped by 
better-than-expected results in the third 
quarter from Yahoo!, hardly the work- 
horse of the American economy, and Citi- 
group, even though tussles with regulators 
mean an uncertain future for the bank. 
Those results may have helped the Dow 
up by 5% on October 15th alone. Then dis- 
maying profit figures from Motorola, Intel 
and J.P. Morgan Chase dampened spirits 
once again. Not, however, before investors 
had begun to wonder if the long bear mar- 
ket might at last be over. 

A crucial question, for it is often in the 
first few months after a bear market ends 
that the most money is made. America’s 
s&P 500 index took only six months to rise 
by 40% from its low in late 1974, and three 
months from its trough in early 1982. Lon- 
don share prices doubled in only two 
months after the bear market ended in 
early 1975. Some investors fancy them- 
selves to be on the cusp of similar gains. 
Abby Joseph Cohen, Goldman Sachs’s 
chief equity strategist, predicts that the 


S&P 500 will rise, over the next year, by al- 
most 50% from its low. 

One popular argument for why the 
bear market may be over is that, by last 
week, the s®p 500 had fallen by almost 
50% from its peak, a slightly bigger decline 
than during the bear market of 1973-74—in- 
deed, the biggest since the Depression of 
the 1930s. The end of 1974 turned out to be 
an excellent time to buy shares (see left- 
hand chart). Moreover, the argument goes, 
global economic conditions are now 
healthier than in the 1970s, when econo- 
mies were in the grip of stagflation. If share 
prices recovered strongly then, they can 
surely do so again now. 

Remember, however, that the 1970s 
saw double-digit inflation. Measured in 
real terms, share prices have fallen by less 
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from their peak this time. Low inflation im- 
plies that prices may have to fall by more in 
absolute terms to return to fair value. Ad- 
justed for the rise in consumer prices, the 
rebound in share prices in the 1970s was 
also a lot less impressive. After an initial 
bounce in 1975, share prices stagnated. In 
real terms, the s&P 500 did not regain its 
level of January 1973 until as late as 1987. 

A second argument to support a recov- 
ery in share prices is that they are now 
close to fair value. As always, it depends 
which measure you pick. The s&P 500 
stands at just under 30 times historical re- 
ported profits. This is down from over 40 at 
the peak, but well above the 50-year aver- 
age of 15. Still, this exaggerates the overval- 
uation, since profits will presumably re- 
cover from today's depressed levels. 

To correct for this distortion, Eric Loner- 
gan at Cazenove calculates a cyclically ad- 
justed price/earnings (p/e) ratio, using an 
estimate of trend profits. At its low point 
last week, this p/e ratio had fallen to 17, the 
average during the pre-bubble years of 
1990-95. Yet in previous bear markets 
prices have undershot: in both 1974 and 
1982 the p/e ratio dipped below 8. So 
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American shares may yet have further to >> 
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> fall. Using the same measure, Mr Lonergan 
finds that British shares are cheap, with a 
p/e of 12;the rest of Europe has a ratio of 14. 

Relative to bonds, on the other hand, 
American shares now look cheap. The div- 
idend yield from shares is historically 
high, compared with government-bond 
yields. Yet this is partly because bond 
yields have tumbled on fears of sluggish 
growth and deflation. If these fears prove 
right, future profits will be severely dented. 
Even without deflation, analysts' average 
forecast of 18% growth in American cor- 
porate profits over the next year seems un- 
realistic, given that the growth in nominal 
GDP is unlikely to be more than 4-595. 

What is more, although most econo- 
mists expect America's recovery to con- 
tinue, the risk of a double-dip recession 
certainly cannot be ruled out. Business in- 
vestment has fallen now for seven quar- 
ters in a row, but American consumers 
continue to spend. For how long? Con- 
sumer confidence, as tracked by the Uni- 
versity of Michigan, fell sharply in early 
October, reaching its lowest level in nearly 
a decade. This partly reflects the plunge in 
share prices, however; if the stockmarket 
continues to rally, consumer confidence 
may return. On the other hand, if consum- 
ers cut their spending and the recovery 
stalls, share prices could easily drop a lot 
further. 

Some investors would like to think that 
recent volatility is another sign of the end 
of the bear market. The s&P 500 rose or fell 
by at least 196 on 15 successive days up to 
October 11th, the longest such run in more 
than 60 years. Similar increases in volatil- 
ity since the second world war, in 1950, 
1974 and 1987, were followed by share- 
price gains of around 20% over the next six 
months. The snag is that in the 1930s such 
volatility was more common, and it was 
always followed by a further slide in share 
prices. 

There is a clear risk that the market still 
has new lows to test. And even if one be- 
lieves that share prices are no longer over- 
valued, the long-run prospects for equities 
are not dazzling. Over the long haul, share 
prices depend on profits, which cannot for- 
ever grow faster than nominal GDP—as 
they did through the 19905. Real equity re- 
turns might average only 5% a year over 
the next decade, compared with annual re- 
turns of 25% over the four years to 1996. 

Wild parties tend to lead to long hang- 
overs. The 1990s witnessed the biggest 
bull market of all time, with share prices 
becoming more overvalued, by many 
measures, than ever before. By some mea- 
sures, this is now the most severe bear 
market. Although share prices have fallen 
by less than in 1929-32, the total loss of 
global equity wealth as a percentage of 
GDP has already been more than it was 
during the Great Depression—and there 
may be further losses ahead. m 


- & 


Brazil 
The real crisis 
becomes more so 


SAO PAULO 
Anemergency rise in rates fails to 
restore faith in Brazil's currency 


INCE the monetary-policy committee 

of Brazil's central bank was created 
seven years ago, it has held an emergency 
meeting only three times: at the height of 
Asia's financial crisis in 1997; during Rus- 
sia's crisis in 1998; and this week, in the 
middle of a home-grown panic. Arminio 
Fraga, the bank's president, called the 
hasty meeting on October 14th, as mea- 
sures that he had taken in the preceding 
days to halt a plunge in the real and in the 
prices of Brazil's bonds appeared to have 
failed. The outcome-a rise of three per- 
centage points in the bank's overnight rate, 
to 21% a year—pleased nobody, and finan- 
cial markets stayed weak. Investors were 
disappointed that the emergency meeting 
had notled to tougher action: at each of the 
previous two meetings, rates had been 
jacked up by at least 20 percentage points. 
Industrialists and some economists, on 
the other hand, said any rise was disas- 
trous, threatening a recession. 

Brazil’s currency and bonds have now 
been falling for six months, as the chances 
have grown that the country’s next presi- 
dent will be Luiz Inacio Lula da Silva, of the 
left-wing Workers’ Party. In the first-round 
vote, on October 6th, Mr da Silva was only 
four points from outright victory. In the 
second round on October 27th, he should 
easily beat Jose Serra, the candidate of 
President Fernando Henrique Cardoso’s 
centre-right coalition. Mr da Silva’s shift to 
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the political centre, including a pledge to 
honour Brazil's debts, rather than “renego- 
tiate" them as he once threatened, has not 
convinced investors. Nor has the $30 bil- 
lion loan package that the International 
Monetary Fund offered Brazil in August, 
whose terms Mr da Silva seemed to accept. 
Since most government bonds are linked 
to official interest rates or to the dollar, the 
debt burden has risen sharply, from 5496 of 
GDP a year ago to about 64% now. 

Last week, after announcing new re- 
strictions on Brazilian banks’ ability to 
hold dollars, Mr Fraga tried to jolt Mr da 
Silva into uttering more soothing words, 
by calling a news conference and lament- 
ing that there was little more he himself 
could do, given the “crisis of confidence” 
caused by doubts over the election candi- 
dates’ policies. Investors already knew 
this, but hearing the central-bank chief 
spell it out only made them feel worse. As 
the currency touched an all-time low of 4 
reais to the dollar, down from 2.26 in April, 
Mr Fraga announced yet more restrictions 
on banks’ holdings of dollars and raised 
their reserve requirements, so reducing 
their ability to make loans. By October 
14th, the effects of even this were wearing 
off—hence the emergency rate rise. 

The central bank was especially keen to 
prop up the real this week because $3.7 bil- 
lion of government bonds were due to ex- 
pire on October 16th, with a repayment 
linked to the exchange rate. Most of the 
bonds were in fact rolled over, but at pain- 
ful interest rates and with a chunk of them 
now running for only one month. This 
debt, says Marcelo Carvalho, Latin Ameri- 
can economist at Bank of America, will 
come back to haunt. 

Certainly, time is running out, and it is 
hard to see what else Mr Fraga can try. 
More intervention in the currency mar- 
kets? Already, the central bank is burning 
up foreign-exchange reserves so fast that 
by December they may fall to the mini- 
mum that Brazil has agreed with the IMF. 
Another rise in interest rates? By Mr Car- 
valho’s reckoning, each percentage-point 
rise adds 0.3% of GpP to the government's 
annual interest bill, making the debt bur- 
den ever less bearable. Let the real fall? 
Then the cost of the government's dollar- 
linked debt, now about half the total, will 
soar. So, too, will inflation; next year's tar- 
get of less than 6.5% already looks a chal- 
lenge. Mr Fraga says the weak realis now a 
“given”; he is setting interest rates only to 
try to keep to the inflation target. 

Investors still prepared to lend to Brazil 
want to protect themselves from rising 
prices. The government is duly issuing 
more inflation-linked bonds. Oh dear. Part 
of the reason it got into its present mess 
was that it had fed the market's voracious 
appetite for dollar-linked bonds. It as- 
sumed that providing this hedge against 
depreciation would help the currency to »» 
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recover. As the real kept falling, the govern- 
ment kept playing double-or-quits, issuing 
ever more dollar-linked bonds but facing 
mounting losses on them. Now imagine it 
churning out inflation-linked bonds but 
finding that debt worries continue to 
weaken the real, stoke inflation and raise 
debt-service costs. 

The main condition for the rMr's loan 
was that the new government should seek 
to stabilise the debt ratio by running a 
primary budget surplus (that is, a budget 
surplus before interest payments) equiva- 
lent to at least 3.75% of GDP next year. That 
no longer looks enough. The Fund will re- 
view the target in November. Will Mr da 
Silva, if he is president-elect by then, agree 
to a rise in the target surplus? Last June he 
promised to do so, if necessary, but on the 
stump he talks only of higher spending. 

Some economists now wonder if a re- 
structuring of Brazil’s debts has become in- 
evitable. It would be ironic, given that it 
took three failed shots at the presidency to 
make Mr da Silva renounce talk of any 
such radical measure, that he may now 
win power and promptly be forced into a 
restructuring. Brazil’s financial and politi- 
cal institutions are stronger than Argen- 
tina’s, so the results might be less horrible 
than the deep recession that has followed 
its southern neighbour’s default. But they 
would still be painful. If he wins, Mr da 
Silva must surely do everything in his 
power to avoid any such disaster. m 


Financial innovation 


Ishikawa Bank 


Gaping 


ISHIKAWA 


Atale of reform, so-called 


HE case of Ishikawa Bank, a small re- 

gional bank, illustrates Japanese bank 
reform in practice. So far, Ishikawa's col- 
lapse last December has spawned one pe- 
tition, seven lawsuits and a police investi- 
gation, while five reluctant banks are 
preparing to carve up and take over the 
failed bank. The petition (to the govern- 
ment) and lawsuits (against the bank) have 
been filed by angry investors who pro- 
vided the bank with up to X22 billion 
($175m) of equity eight months before the 
bank's collapse. 

When Ishikawa closed its books for the 
half-year ending September 2000, it re- 
ported a capital-adequacy ratio of 6%, far 
above the 4% required for domestically li- 
censed banks. When the Financial Ser- 
vices Agency (FSA) inspected the same ac- 
counts some months later it found a 
capital shortfall instead. To avoid being 
shut down, Ishikawa hurriedly raised X22 
billion in March and April 2001. This put it 
back over the 4% threshold before the 
agency’s five-month inspection was com- 


Doomsday derivatives 


Wall Street banks sell a bet on economic pain 


HOWING true concern for their cus- 

tomers, if not for the jobless, Deut- 
sche Bank and Goldman Sachs earlier 
this month began offering investors the 
chance to profit by guessing, via call op- 
tions, the level of American non-farm 
payrolls, a key indicator of employment. 
Later this month, the same banks will of- 
fer a flutter on a widely watched manu- 
facturing index and, after that, on figures 
for retail sales. 

As derivatives markets have boomed, 
investors have had the chance to hedge 
against almost any type of financial- 
market risk: falling share prices, swings 
in exchange rates or the risk that a bor- 
rower might default. Even protection 
from the risk of bad weather could be 
bought—but not, until now, the risk of a 
flagging economy. 

And quite right, it seemed, since the 
risks of falling GDP are often reckoned to 
be borne by everybody. For any change 
in oil prices, or even in the weather, 
there is always somebody who wins (a 


ski resort, say) for everybody who loses 
(an orange grower). When a country 
tanks, all are losers. But that view is not 
quite right. First, globalisation makes 
risk-sharing possible across countries. 
Second, even within one country, econ- 
omic variables have vastly different ef- 
fects across industries. 

Other attempts by banks to offer de- 
rivatives on property prices and on infla- 
tion have failed. This one uses anew 
style of auction, inspired in part by the 
*pari-mutuel" pricing familiar to horse- 
racing fans: the odds you get are directly 
proportional to the bids put in. 

The hope is that economic deriva- 
tives will one day be used by manufac- 
turers and even individual savers to 
protect themselves from recession, fall- 
ing house prices or unemployment. For 
now, though, the trading is mostly con- 
fined to the big investment banks. With 
so many job cuts in high finance these 
days, this may be a great way to hedge 
against lay-offs. 





To enter, buy shares 


pleted in May. A second inspection, just 
months later, found more large holes, and 
led to the bank's collapse. 

The petitioners, led by a local estate 
agent, Yukinori Yoshizumi, want to know 
why a weak, unlisted bank, with little 
hope of attracting institutional investors, 
was allowed to turn to unsuspecting de- 
positors and borrowers instead. Even as 
the FSA was inspecting the bank, pension- 
ers, who did not even know what a share 
was, were persuaded to cash in their de- 
posits and buy shares instead. People ap- 
plying for mortgages were told they would 
get them if they bought shares in the bank. 
The FSA insists that this is merely market 
capitalism at work, adding that the issue is 
anyway outside its jurisdiction. 

Most of the seven lawsuits also claim 
that the bank mis-sold shares. Share pros- 
pectuses did not arrive for weeks after pur- 
chases were made, if at all. Some investors 
were told that shares were merely a type of 
demand deposit. Others discovered that 
deposits had been transferred into shares 
without their knowledge. Weak corporate 
borrowers were pressured into borrowing 
fresh funds from the bank to buy its shares. 

Illegal sales aside, Ishikawa is not an 
isolated case. Official figures suggest that 
many regional banks need to be recapital- 
ised or shut. According to Koyo Ozeki of 
Merrill Lynch in Tokyo, some 40% of re- 
gional banks have more non-performing 
loans (less reserves) than they do capital 
(adjusted for unrealised equity losses). Al- 
though dozens of banks have gone under, 
more are turning, as Ishikawa did, to their 
customers for fresh capital. Despite calls 
for stricter guidelines on how banks raise 
capital, the FSA says it is not thinking of is- 
suing any. 







Ishikawa's case raises big questions 
about bank reform. Although many be- 
lieve Ishikawa's assets and operations are 
largely obsolete and should be wound up, 
the government does not. When it first 
failed to find a buyer, it placed Ishikawa 
under the control of the government- 
owned Deposit Insurance Corporation 
(DIC). The government now seems to have 
persuaded five struggling regional banks 
to bid for bits of the bank. 

The biggest, Hokuriku Bank, had an in- 
jection of public funds three years ago, but 
was forced, after more big losses, to raise 
fresh capital this year—from borrowers 
and depositors, naturally, and from three 
local governments. Analysts reckon that 
more big holes could swallow up another 
two years’ worth of profits. Yet Hokuriku, 
whose inability to pay dividends last year 
has left the rsA controlling 18% of its vot- 








ing rights, is expected to make a bid for Ish- 
ikawa as early as next month. Fortunately, 
Hokuriku and other banks taking over Ish- 
ikawa’s operations can count on fresh aid 
from the government. Thanks to new mea- 
sures being drawn up by the rsa, other 
dud banks can also get public funds if they 
merge. 

Ishikawa’s collapse might also offer a 
hint about the true scale of banks’ bad 
loans. Many regulators, including the Bank 
of Japan and Heizo Takenaka, the Fsa’s 
new head, now want tougher inspections 
of banks’ books. If Ishikawa is any indica- 
tion, they could be in for a fright. An assess- 
ment by the pic after Ishikawa’s collapse 
had its capital shortfall quadrupling, to 
¥104 billion—leaving it with a capital-ade- 
quacy ratio of minus 37%, compared with 
minus 6% that the Fsa had calculated just 
three months earlier. m 
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rman banks 


This is tomorrow calling 


FRANKFURT 


The weak economy is exposing the structural flaws in Germany’s banking market 


66™ HE banks will be the steel industry 

of tomorrow,” declared Ulrich Car- 
tellieri, a director of Deutsche Bank, in 
1990. Twelve years on, it may appear that 
Frankfurt’s skyscrapers are indeed going 
the way of the Ruhr’s smokestacks. Lately 
one blight after another has hit Germany’s 
banks, from poorer credit ratings to ru- 
mours of a liquidity crunch at Commerz- 
bank, the fourth-biggest of them. At times, 
banks’ share prices have been in virtual 
freefall. 

The panic has been overdone, and 
seems now to have passed. On October 
15th, the blue-chip DAx index climbed 
back over 3,000, capping a four-day surge 


of 17%, with bank shares to the fore. Yet 
even after this, the share price of Ger- 
many’s biggest bank, Deutsche Bank, had 
fallen by 28% in three months. Those of 
Commerzbank, HvB Group, the second- 
biggest bank, and Allianz, an insurer that 
last year bought Dresdner Bank, the num- 
ber three, were all more than 40% down. 
These woes largely reflect the feeble- 
ness of the country’s economy. Corporate 
bankruptcies are running at record levels, 
pushing up bad-debt provisions. The col- 
lapsing stockmarket has pulverised the 
worth of banks’ industrial stakes, still an 
important feature of German capitalism. 
Stuart Graham of Merrill Lynch estimates 
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that on October 9th, when the stockmarket 
was at its recent lowest, the unrealised 
gains on Deutsche’s equity holdings were 
just €1.2 billion, down from €5.5 billion at 
the end of the second quarter. At HvB, a 
€4.2 billion gain had become a €546m 
loss. Such falls in value, even though they 
are unrealised, have turned German 
banks’ once-fabled capital strength into a 
weakness, just as happened in Japan. Un- 
fortunately, unlike even the Japanese 
banks, the big German private-sector 
banks have a small share of a highly frag- 
mented banking market. 

Collectively, public-sector banks are 
the biggest domestic force. The 537 Spar- 
kassen (savings banks), mainly owned by 
municipalities, and the 12 Landesbanken, 
regional banks owned by state govern- 
ments and savings-banks associations, ac- 
count for 39% of domestic retail and cor- 
porate deposits and 35% of bank lending. 
With hundreds of little local co-operative 
banks also taking a slice of the market, the 
four big private-sector banks have a mere 
14% of deposits and 15% of loans. 

The public-sector banks’ state guaran- 
tees have held down their borrowing costs 
and hence their lending rates. That, in turn, 
has squeezed the profitability of the priv- 
ate-sector banks. Net interest margins in 
Germany have been consistently below 
1%. According to Moody’s, a rating agency, 
German banks’ “recurring earning 
power"—their ability to generate profits 
yearin, year out, without special measures 
such as asset sales—is far lower than that of 
American or other European banks. 

Now change is being forced on the pub- 
lic-sector banks. New capital rules from 
the Basel committee of rich-country bank 
supervisors, enforceable from 2007 at the 
earliest, will make them more sensitive to 
the true creditworthiness of their borrow- 
ers and to their own credit ratings. They 
may then be keener to make good profits. 
An indifference to high returns, and a 
susceptibility to meddling by politicians, 
have tended to skew lending to fit regional 
objectives, seeing off private competition. 

Under existing Basel rules, as Tobias 
Grün of HSBC points out, the Landesban- 
ken may include a higher proportion of 
dated hybrid instruments in their tier-one 
capital than other banks. But as these in- 
struments mature, this special dispensa- 
tion will expire, and they will have to use 
undated replacements. And more expen- 
sive ones: the public banks' borrowing 
costs are likely to rise when, under EU com- 
petition rules, their state guarantees start 
to go-Germany's politicians finally gave 
in to pressure from the European Commis- 
sion last year. Landesbank debt issued 
since July 2001 will not be guaranteed if it 
matures after 2015; nothing issued after 
2005 will be supported at all. 

This has already had some effect on the 
public-sector banks. Several of the Landes- p» 









* banken have decided to restructure them- 
selves; two announced a merger last 
month. The new structures are open, in 
theory, to private shareholders. Further 
moves to make the banks stronger finan- 
cially will be less easy to engineer, even if 
they make sense. Landesbanken would be 
stronger, says HSBC's Mr Grün, if more 
hada solid retail franchise. The association 
of public-sector banks, the DsGv, opposes 
the vertical integration of Sparkassen and 
Landesbanken that this implies. 

None of this looks like a source of swift 
relief for the private-sector banks. Even 
without guarantees, public-sector banks 
will remain less profit-oriented, and thus 
likelier to accept low margins, than priv- 
ate-sector competitors. Markets may rea- 
son that politicians will still support 
"their" banks if they ever get into trouble. 

What about takeovers by private-sector 
banks of public ones, a seemingly obvious 
route to consolidation and one that some 
private bankers would like to follow? Such 
a change, even if municipalities wanted to 
sell, would probably require changes in 
states' savings-bank laws. It would not 
please the psc v. The bsc v may also stop 
the Berlin savings bank using the associa- 
tion's red "s" logo, a powerful marketing 
symbol. Having bailed out the savings 
bank's scandal-stricken parent, Bankge- 
sellschaft Berlin, the city government 
looks likely to sell it to an American bidder. 

The big private-sector banks are no in- 
nocent victims. They have made bad mis- 
takes, which they are now desperately try- 
ing to put right. Although Deutsche has 
built an investment-banking business of a 
certain note, it has tied itself in knots work- 
ing out what to do with its retail business. 
Separately, it has been dumping a load of 
underperforming businesses, such as 
transaction services and asset manage- 
ment. Allianz has spent a year trying to 
staunch losses at Dresdner from corporate 
and investment banking. HvB’s bad-loan 
provisions this year, some think, will be 
even more than the €2.5 billion forecast by 
the bank. Commerzbank's investment 
banking arm has lost money this year. All 
have been carrying unjustifiably high 
costs. A combination of complacency and 
strong labour laws has kept these banks 
from making deep cuts at home. 

Now, they are starting to do the right 
things. They appear bent on cutting costs. 
They have been retreating from unprofit- 
ably risky loans to clients, especially to 
small businesses. According to Sam Theo- 
dore of Moody's, interest margins have be- 
gun to pick up this year. The German 
banks are at last starting to face facts, says 
Simon Harris at Oliver Wyman, a consul- 
tancy. But he fears that Germany's politi- 
cians are not. Until the public banks lose 
political support, new rules from Basel 

~ and Brussels will only half-cure the distor- 
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Financial regulation 


A bit of give and take 


BRUSSELS 


Another transatlantic row over financial regulation 


MERICA'S corporate scandals have 
done more than anything to speed up 
the cumbersome process of European Un- 
ion lawmaking. A new directive on finan- 
cial conglomerates, which some have 
dubbed the post-Enron directive, is going 
at speed through the legislative hoops in 
Brussels and Strasbourg. £U finance minis- 
ters voted for itin May, the Council of Min- 
isters formally approved it at the end of 
last month, and now the draft is returning 
to the European Parliament for a second 
reading. The legislators are amending ex- 
isting directives on insurance, banking and 
investment services, so that they do not 
clash with the new directive, which could 
be EU law by the end of the year. 

By and large, European companies are 
happy with the present form of the direc- 
tive. But the Americans are not. Harvey 
Pitt, chairman of the Securities and Ex- 
change Commission (SEC), recently voiced 
"considerable concern" about the extrater- 
ritorial impact of the directive. He was par- 
ticularly worried about the appointment 
of an EU co-ordinator, supposed to evalu- 
ate the "equivalence" of the American reg- 
ulatory regime. Mr Pitt declared that, if the 
EU decided that the supervision of Ameri- 
can firms was neither sufficiently good nor 
sufficiently equivalent, forcing American 
companies to adapt would increase their 
cost of doing business in Europe-a com- 
petitive disadvantage. 

Mr Pitt acknowledged the directive's 
noble intent: a more effective oversight of 
financial groups that mix banking, insur- 
ance and more, which might be falling 
through the cracks of current EU regula- 
tion. Such groups have about a third of 
European bank deposits; a quarter of Eu- 
rope's life assurers and a fifth of its prop- 
erty-and-casualty insurers also fall into the 
category of financial conglomerate. 

The main goal of the directive is to re- 
duce risk. It aims to ensure adequate cap- 
italisation of financial conglomerates by 
banning practices that artificially inflate a 
firm's capital base. A popular technique is 
"multiple gearing", that is, counting the 
same capital twice in different entities 
within a group. Another is *downstream- 
ing" of capital, where a company issues 
debt and then uses the proceeds as equity 
for its subsidiaries. The directive also aims 
to introduce new methods to calculate a fi- 
nancial conglomerate's overall solvency, a 
minimum gauge of financial health. 

The directive calls for close scrutiny of 


however, unless they win some reciprocal 
relief from America's own extraterritorial 
measures in the Sarbanes-Oxley act. They 
demand exemptions from the strict co 


listed on American stock exchanges, : 
also from strict rules on the composit 
-and structure of company boards. 





intra-group transactions, to ensure that . 
risk is not concentrated inasingleunit,and 
for unified ways to measure and manage 
risk. Most importantly, each EU member. _ 
will be required to appoint a single author- 
ity to supervise every financial conglomer- 
ate in its entirety—so-called global consoli- 
dated supervision. P. 

This is the point of friction with the. 
Americans. A big financial irm in the Une | 
ited States is supervised by a clutch of au- __ 
thorities. For instance, the SEC looksaftera _ 
firm's broker-dealer operations; the Fed- _ 
eral Reserve might supervise its banking _ 
arm; and state regulators oversee its insur- 
ance ventures. Supervision, in other . 
words, is far from consolidated. us 
















compromise with the drafters of the finan- 
cial-conglomerates directive. The Europe 
ans are unlikely to accommodate that 


trols of auditors of foreign compani 


American compromise with Europe's di- 
rective might be to establish holding com- 
panies in Europe that are overseen as a 
whole. There may be cheaper ways-anda- 
little time exists to find them. EU member ~ 
countries will have until January 2005 to. 
implement the new directive. @ Du 


72 





Economicsfocus Re-engineering the euro 


The euro area's rules on macroeconomic policy are stifling growth 


ALLS are growing for a redesign of Eu- 

-4 rope's framework for operating its 
single currency. Economic activity in the 
euro area has stalled, yet the European 
Central Bank is unlikely to cut interest 
rates until inflation falls within its target 
of “less than 2%”. Meanwhile, the EU’s 
stability and growth pact prevents gov- 
ernments from using fiscal stimulus. 

Most European policymakers are dis- 
missing such calls for change. They blame 
the euro area's dismal performance on 
structural rigidities. It is true that rigid la- 
bour and product markets curb the re- 
gion's potential growth rate; but poor 
macroeconomic management can also 
depress growth below potential. The dan- 
ger is that rising unemployment will then 
make it even trickier to persuade voters to 
accept structural reforms. 

Jean-Paul Fitoussi and Jéróme Creel, 
two French economists, argue in a pam- 
phlet* just published by the Centre for 
European Reform that both the EcB and 
the stability pact need urgent reform. Un- 
like many of the bank's critics, they con- 
clude that the ECB's monetary policy has 
been broadly appropriate for the euro 
area as a whole, given its rates of inflation 
and growth. Others have argued that the 
ECB was too slow to cut interest rates last 
year, when America's Federal Reserve re- 
acted vigorously to evidence of slow- 
down. The authors point out, however, 
that at the start of last year the ECB’s in- 
terest rates were lower than the Fed's. The 
euro area also had higher inflation and 
suffered a less severe slowdown than 
America. So the ECB did not need to cut 
rates by as much as the Fed did. 

One reason why the EcB’s policy has 





been perceived as being overly cautious 
is that, eager to establish a tough reputa- 
tion, it always tends to explain changes in 
interest rates in terms of inflation, giving 
the impression that it does not care about 
growth. Yet its actions show that it does 
care: the ECB has allowed inflation to re- 
main above its target for most of the past 
three years. 

Even so, the authors argue that the in- 
flation target is too tight. Most countries' 
central banks have higher ones. Britain's 
and Australia's both have a mid-point of 
2.595; the Reserve Bank of New Zealand, 
which started with an inflation target of 
0-296 in 1990, now has a range of 1-396. 
Ideally, the EcB’s target should be raised 
so that it, too, has a mid-point of 2-2.5%. 
What is more, Mr Fitoussi and Mr Creel 
suggest that the inflation target should be 
fixed not by the ECB, but by the European 
Parliament. This would make the ECB 
more accountable, and at the same time 
make it harder for politicians to criticise a 
policy that they themselves had set. 


The instability and depression pact 
European economies that can no longer 
set their own monetary policy need more 
scope than in the past to let fiscal policy 
play a role in stabilising economies. At 
the very least, built-in fiscal stabilisers, ie, 
the automatic decline in taxes and in- 
crease in welfare benefits in a recession, 
must be allowed to operate fully. Yet un- 
der the stability pact, governments have 
to balance their budgets over the medium 
term, and deficits may not exceed 3% of 
GDP. As slower growth has squeezed tax 
revenues and swelled budget deficits, the 
stability pact is, bizarrely, forcing govern- 


ments to tighten fiscal policy just as their 
economies move towards recession. 

The tendency for prices in different 
countries to converge can also cause pro- 
blems. Market forces tend to cause prices 
to rise faster in lower-cost countries, such 
as Spain or Ireland, than in high-cost 
countries, such as Germany. Ideally, a 
high-inflation country needs higher inter- 
est rates; yet the perversity of a single cur- 
rency gives the likes of Ireland the lowest 
real rates. At the other extreme, countries 
with slow growth and low inflation, nota- 
bly Germany, face the highest real interest 
rates, cramping growth. High-inflation 
countries may therefore need a more re- 
strictive fiscal policy, and low inflation 
countries a looser one. 

The dispersion of inflation rates in the 
euro area offers another reason for think- 
ing that the ECP's inflation target is too 
low. In effect, it implies a target of less 
than 1% for Germany. If aspiring coun- 
tries from Eastern Europe were to adopt 
the euro, then the EcB’s target would be 
even less sensible. The new entrants will 
have a lower GDP per head than existing 
members, and as they catch up they will 
naturally have higher inflation, as the 
prices of non-traded goods and services 
adjust upwards. If the ECB keeps its infla- 
tion target at less than 2%, higher inflation 
in some countries will mean even lower 
inflation, if not absolute deflation, in Ger- 
many. Enlargement increases the case for 
a higher inflation target and more flexible 
fiscal policy. 

Should the stability pact be scrapped? 
The authors would prefer to modify it, ar- 
guing that there is a need for some fiscal 
constraint within a monetary union, to 
discourage reckless borrowing in a single 
country that may push up interest rates 
across the whole area. At the very least, 
the stability pact should be redefined in 
terms of the fiscal balance adjusted over 
the economic cycle. That would give gov- 
ernments a bit more room to respond to a 
slump. Then again, if the real concern is 
the level of debt, any rule should be set in 
terms not of the budget deficit, but of the 
ratio of public debt to Gp». That would 
give a country like Germany, whose pub- 
lic debt is just 60% of GDP, compared 
with over 100% in Italy, more room to 
support its economy. W 
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* "How to Reform the European Central Bank", by 
Jean-Paul Fitoussi and Jérôme Creel. Centre for European 
Reform. 
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Services Board 


The inauguration of the Islamic Financial Services Board (IFSB) ^ In conjunction with the inauguration, a series of workshops 
will be held in Kuala Lumpur, Malaysia, on 3 November 2002. and seminars will be held on 3-4 November 2002 to provide 
This landmark event will be officiated by the Honourable Dato an opportunity for participants to discuss the recent 
Seri Dr. Mahathir Mohamad, Prime Minister of Malaysia. developments in: 

The Islamic financial services industry; 

Research and development efforts in Islamic finance; 
Financial regulatory issues; 

The Basel Accord Il; and 

Current issues on global finance 


The IFSB is established through the coordinated efforts of a 
number of central banks, monetary agencies, Islamic 
Development Bank (IDB), International Monetary Fund (IMF) 
and Accounting and Auditing Organisation for Islamic Financial 
Institutions (AAOIFI), in response to the growing global 
significance of the Islamic financial services industry. The role of 
the IFSB is to develop, disseminate, harmonise and promote 
the adoption of prudential standards and international best 
practices for the regulation and supervision of the industry. 





Government officials, regulators, academia, professionals, 
financial industry and corporate leaders interested in the 
developments in Islamic banking and financial services are 
welcomed to this two-day event. 







The inauguration of the IFSB will be attended by regulators, 
government officials and industry leaders from the 
international financial community. Additional information can be obtained from: www.ifsb.org 
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The next wave 





The global fund set up to combat AIDS risks running out of money even before it 


has really got going 


REVENTION is said to be better than 

cure. It is, however, often hard to get 
people to act on this sensible advice. On 
October 11th, the board of the Global Fund 
to Fight Arps, Tuberculosis and Malaria, 
an organisation set up in January to collect 
and disburse funds to combat these three 
diseases, met to consider the fund's finan- 
cial position. The numbers are grim. The 
fund has pledges of $2.1 billion over the 
next five years. But next year alone, it will 
need $2 billion more than it has been 
promised in order to finance those propos- 
als it has already agreed to. 

Though malaria and tuberculosis are 
serious problems, it is against Arps that 
the bulk of the effort is directed. AII of the 
approved proposals, even those aimed at 
treatment, have been chosen because they 
involve an element of prevention. Con- 
doms and clean needles will be distri- 
buted. Antiviral drugs will be given to 
pregnant women. Counselling and testing 
centres will be built. If the money is there. 
On current projections, though, the fund 
will run out of cash in the second quarter 
of 2003. And even if it survives that, the 
projected shortfall in 2004 is $4.6 billion. 

Noris the drain on its funds likely to di- 
minish. The numbers infected with HIV, 
the virus that causes AIDS, are rising rap- 
idly. The day before the Global Fund meet- 
ing, UNAIDS, the United Nations agency 
charged with tackling the epidemic, re- 


vised its estimate of the amount of money 
that is needed for the task in 2005, taking 
poor and middle-income countries to- 
gether, from $9.2 billion to $10.5 billion. 

Furthermore, a report on the likely fu- 
ture spread of AIDs was published on Sep- 
tember 30th by America’s National Intelli- 
gence Council (NIC). It focused on China, 
India, Russia, Nigeria and Ethiopia, all pop- 
ulous countries, but none of them now in 
the premier league of infection rates. It 
concluded that within eight years these 
five “next-wave” countries will have 50m- 
75m cases among them, compared with 
30m-35m in central and southern Africa, 
the part of the world that is now worst hit 
(see chart). Moreover, it reinforced a point 
it made in a less-detailed report published 
three years ago: that AIDs is not only a 
humanitarian crisis in places that suffer 
from it, but also a security crisis for Amer- 
ica and, by extension, other rich countries 
too. That point, above all others, might be 
the one that helps to loosen purse-strings 
in the world’s finance ministries. 


Cough up 

The funding crisis is real enough. But inter- 
national agencies are always short of 
money, rarely reticent about reminding 
people of the fact, and generally willing to 
wring any withers that can be wrung in 
pursuit of an extra dollar. The National 
Intelligence Council, however, is about as 
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hard-headed an organisation as can be 
imagined. Yet it, too, is clearly scared. And 
its report makes disturbing reading. 

One striking observation is how differ- 
ent the pattern of transmission is in differ- 
ent countries. That makes off-the-peg solu- 
tions impossible. Usually, an Arps epid- 
emic starts in a vulnerable group, and then 
spreads to the wider population. The NIC 
report suggests that in the next-wave coun- 
tries those vulnerable groups differ signifi- 
cantly from place to place. 

In China, for example, one of the main 
causes of the spread is poor farmers selling 
blood to illegal brokers. Although only a 
fraction of this blood is infected, brokers 
tend to mix what they have bought into 
large batches before extracting plasma for 
transfusions from it. One infected dona- 
tion is all it takes to contaminate an entire 
batch. In Russia, by contrast, injecting her- 
oin with dirty needles is the main source 
of infection. That is a common route to an 
AIDS epidemic. But the authorities are 
compounding their problem with what 
looks like a compassionate policy. Prison 
amnesties are releasing large numbers 


More to come 
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> who have been infected while in jail. 

In Ethiopia, meanwhile, the driving 
force is war-or rather, paradoxically, 
peace. The demobilisation that followed 
the end of the war with Eritrea has dis- 
persed infected soldiers and camp-follow- 
ing prostitutes all over the country. Ethio- 
pia has already had one wave of demobil- 
isation-led Arps after the end of its civil 
war in the 1980s. Now it faces another. 

Although the nic report predicts that 
China (10m-15m infected people in 2010) 
and India (20m-25m) will be the countries 
with the most cases, they are so populous 
that the epidemic should not destabilise 
them in the short term. But they will cer- 
tainly feel the pinch. In India, for example, 
AIDS is expected to cut GDP by 1% a year. 

About Russia, Nigeria and Ethiopia the 
report is less sanguine. Nigeria, the most 
populous country in Africa, is likely to lose 
a large part of its government and business 
elite—for although Arps hits poor coun- 
tries worst, it rarely spares the rich within 
those countries, since rich people gener- 
ally have more sexual opportunities than 
poor ones. And while the nic reckons Ni- 
geria's oil industry will escape the worst 
effects of AIDS, the prospect of the coun- 
try, which has a large and increasingly as- 
sertive Muslim population, being even 
less governable than it is now is one that 
must worry America's State Department. 
Ethiopia will suffer similar problems, 
though it has no oil. 

Russia, too, could be destabilised. The 
disease will exacerbate the decline of the 
country's population, reduce its ability to 
put a decent-sized army into the field and, 
given that it has not yet abandoned preten- 
sions to have a comprehensive health ser- 
vice, drain its tax revenues. 

None of these countries yet shares the 
plight of southern Africa, of course. There, 
infection rates in several countries are a 
quarter or more of the adult population. 
But that, too, highlights a dilemma. As the 
report’s authors delicately put it, “a debate 
is likely over how much the Global Fund 
should focus on heading off Arps in large, 
next-wave countries where it is in the ear- 
lier stages, and how much to devote to the 
hardest-hit countries in southern Africa.” 

This debate will be irrelevant, though, 
if the fund runs out of money, and other 
mechanisms are not put in place to com- 
pensate. The Global arps Alliance, one of 
the field's numerous lobby groups, has 
done a few sums. Accepting UN estimates 
of need, and based on the idea that 90% of 
the money should come from national 
governments (with the other 10% coming 
from foundations), it has come up with a 
formula that shares the burden in propor- 
tion to the Gpps of potential donors. Ac- 
cording to this, America should raise its an- 
nual contribution from $200m to $1.5 
billion. Whether it does so may depend on 
whether it believes its own spooks. m 
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African great apes 


Out in the forest, 
something stirs 


BILI 
A species of ape unrecognised by 
science may exist in the Congo 


HUNDRED years ago, on October 17th 

1902, Oscar von Beringe, a German ex- 
plorer, "suddenly noticed a troupe of large 
black monkeys", while climbing a volcano 
in eastern Congo. “We were able to shoot 
two of these monkeys", he wrote, *which 
hurtled down the gorge of the crater with 
an incredible rumble." That von Beringe 
then found himself “unable to classify the 
monkey” is not surprising. He was the first 
European to come into contact with a 
mountain gorilla. 

Gorillas, mountain and otherwise, are 
rare now. Poachers kill the adults for their 
meat, and sometimes to make knick- 
knacks for foreigners. Youngsters are taken 
from the wild to adorn private zoos. But 
even after a century, that diminished 
population may yet hold a surprise. 

In 1908two apes were shot near a place 
called Bondo, in northern Congo. Their 
skulls (and two others found in local 
dwellings) had the crests characteristic of 
gorillas, but they were unusual enough for 
taxonomists of the time to classify them as 
a separate subspecies. Since then, no fur- 
ther specimens of this subspecies have 
been recorded. Four years ago, Karl Am- 
man, a Swiss wildlife photographer, took 
up the quest to rediscover the missing go- 
rillas. What he has found is not yet clear. 
Butit might, just, be anew species of ape. 

Mr Amman's expeditions into the for- 
est of Bili, near Bondo (the latest of which, 
accompanied by this correspondent, has 
just returned from the bush) have not seen 
a live ape. But they have found a lot of 
ground nests. Such nests are characteristic 





I'll give you "new to science" 
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of gorillas. Chimpanzees, the other species 
of ape that lives in this area, prefer to sleep 
in trees. Other spoor point to the presence 
of gorillas, too. Faeces in the area resemble 
those of gorillas, as does the way that sap- 
lings are broken down around nest sites. 
As if to clinch it, Mr Amman has also 
found another crested skull lying around. 

Some of the nests, however, have hairs 
in them. And hairs contain DNA. That 
yielded a surprise. The DNA looks like that 
of a chimpanzee, not a gorilla. Moreover, a 
re-interpretation of the skull Mr Amman 
found has pronounced it to be that of a 
chimp, albeit a crested one. And analysis 
of the faeces suggests that whatever 
dropped them was eating a fruit-rich diet. 
That is also characteristic of chimps. What 
Mr Amman seems to have found is a chim- 
panzee that behaves like a gorilla. 

Local hunters' reports point to some- 
thing unusual, too. Bondo's hunters do not 
distinguish between gorillas and chim- 
panzees. Instead, they divide the local 
apes into “tree-beaters” and “lion-killers”. 
These two types look the same, and both 
flee hunters. But lion-killers, say the hunt- 
ers of Bili, are much bigger—and are diffi- 
cult to kill, even with a poisoned arrow. 
Several enormous chimp footprints seem 
to confirm the hunters’ reports of an out- 
sized chimp. And, in a photograph recently 
obtained from a hunter, the body of one 
chimp appears to be about 112 metres tall 
(five feet or so). Indeed, to nest confidently 
on the ground in forest thick with lions 
and leopards, the lion-killers would proba- 
bly have to be of such a size. 

Whether such lion-killers really are a 
distinct population, corresponding to Mr 
Amman’s ground-nesting “chimpanzees”, 
and whether they are so different from 
other great apes that they constitute a sep- 
arate species, remains to be seen. But it is 
surprising that in the early years of the 21st 
century such a discovery could even be 
contemplated. Apparently, the jungle has 
not given up allits secrets yet. 8 
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Infant mortality 


Trouble with the 
in-laws 


The lethal implications of an 
interfering mother-in-law 


OTHERS-IN-LAW are the butt of 

many jokes. There may, though, be a 
sinister reality behind the humour. A re- 
port in this month's Behavioural Ecology 
and Sociobiology, by Jan Beise of the Max 
Planck Institute for Demographic Research 
in Rostock and Eckart Voland of Giessen 
University, both in Germany, suggests 
that, in the past at least, a mother-in-law 
may have had a fatal effect on her daugh- 
ter-in-law’s children. 

Dr Beise and Dr Voland drew their data 
from church registers in the Krummhorn 
region of Germany. They studied the re- 
cords of more than 23,000 families who 
lived there between 1720, when the re- 
cords became comprehensive, and 1874, 
when the job of keeping them was taken 
away from the church. They found that the 
chance of a child dying within a month of 
birth doubled if the child's paternal grand- 
mother was alive. The effect did not de- 
pend on whether the grandmother was 
living in the same household as the child. 

Maternal grandmothers, by contrast, 
made no difference during the first month, 
and made a significant improvement to a 
child's prospects later on. The odds of a 
child who reached the age of six months 
going on to celebrate a first birthday were 
60% higher if the child's maternal grand- 
mother was still alive. 

This second result makes perfect evolu- 
tionary sense. The first, though, does not. 
After all, a paternal grandmother has as 
much genetic interest in the success of her 
son's children as a maternal one does in 
her daughter's. But only, of course, if they 
really are her son's children. The maternal 
grandmother is the only grandparent who 
can be sure she is really related to her 
grandchildren. The paternal grandmother 
shares, in an evolutionary sense, her son's 
risk that he might have been cuckolded. So 
the best explanation that the two research- 
ers can come up with is that women are in 
some way harassed by their mothers-in- 
law to discourage adulterous matings. 

Such harassment might well have an 
adverse effect on a woman's fetus if she 
happened to be pregnant, and that effect 
would probably show up early in a child's 
life. And, witness the jokes, harassment is 
widely perceived to take place. But there is 
not much evolutionary point in “guard- 
ing" a pregnant woman against such mat- 
ings, since she cannot become pregnant 
again. So the mother-in-law effect remains 
abit of a mystery. 8 
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Computers can now recognise even mangled music 


SSISTANTS in record shops are used to 
receiving “humming queries”: a cus- 
tomer comes into the store humming a 
song he wants, but cannot remember ei- 
ther the title or the artist. Knowledgeable 
staff are often able to name that tune and 
make a sale. Hummers, though, can be 
both off-key and off-track. Frequently, 
therefore, the cash register stays closed and 
the customer goes away disappointed. A 
new piece of software may change this. If 
Online Music Recognition and Searching 
(OMRAS) is successful, it will be possible to 
hum a half-remembered tune into a com- 
puter and get a match. 

OMRAS, which has just been unveiled 
at the International Symposium on Music 
Information Retrieval, in Paris, is the brain- 
child of a group of researchers from the 
Universities of London, Indiana and 
Massachusetts. Music-recognition pro- 
grams exist already, of course. Mobile- 
phone users, for instance, can dial into a 
system called Shazam, hold their phones 
to a source of music, and then wait for the 
title and artistto be texted back to them. 

Shazam and its cousins work by match- 
ing sounds directly to recordings, several 
million of them, stored in a central data- 
base. For Shazam to make a match, though, 
the music source must be not just similar 
to, but actually identical with, one of the 
filed recordings. OMRAS, by contrast, ana- 
lyses the music. That means it can make a 
match between different interpretations of 
the same piece. According to Mark Sandler, 
the leader of the British side of the project, 
the program would certainly be able to 


match performances of the same work by 
an amateur and a professional pianist. It 
should also pass the humming-query test. 

The musical analysis performed by 
OMRAS is unlike any that a musicologist 
would recognise. A tune is first digitised, so 
thatit can be processed. It is then subject to 
such mathematical indignities as wavelet 
decomposition, multi-resolution Fourier 
analysis, polyphase filtering and discrete 
cosine transformation. The upshot is a 
mathematical model of the sound that 
contains the essence of the original, with- 
out such distractions as style and quality. 
That essence can then be compared with a 
library of known essences and a match 
made. Unlike Shazam, only one library ref- 
erence per tune is needed. 

So far, Dr Sandler and his colleagues 
have been restricted to modelling classical 
music. Their 3,000-strong database in- 
cludes compositions by Bach, Beethoven 
and Mozart. Worries about copyright 
mean that they have not yet gained access 
to company archives of pop music, though 
if the companies realise that the conse- 
quence of more humming queries being 
answered is more sales, this may change. 
On top of that, OMRAS could help to pre- 
vent accidental copyright infringements, 
in which a composer lifts somebody else's 
work without realising his inspiration is 
second-hand. Or, more cynically, it will 
stop people claiming that any infringe- 
ment was accidental. There is little pointin 
doing that when a quick check on the In- 
ternet could have set your mind at rest that 
your magnum opus really was yours. 8 
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Three guys walk into a bar, a terrorist, a poet and an admiral... 


HAT do Osama bin Laden, Dante 

Alighieri and Admiral Yamamoto 
have in common? Not much on the face of 
it. But they each appear as characters in 
three of this autumn's biggest thrillers, 
which weave their stories around real his- 
torical figures and events. 

Harry Niles, the wisecracking antihero 
of Martin Cruz Smith's latest novel, grew 
up in Japan, the son of American mission- 
aries. He's a cheerfully amoral wheeler- 
dealer who runs a gin-joint in downtown 
Tokyo; he can't even imagine living any- 
where else. But it is wartime, and Ameri- 
can-Japanese relations are at breaking 
point. (“December 6" is published in Brit- 
ain as "Tokyo Station", which seems sensi- 
ble. How many British readers are likely to 
remember that December 6th 1941 was the 
day before the Japanese attacked Pearl 
Harbour?) Harry feels as Japanese as he 
does American, which endears him to nei- 
ther side. Meanwhile, he is juggling two 
difficult lady friends—Michiko, his live-in 
lover, and Alice, the world-weary wife of a 
British diplomat. And as if all that wasn’t 
enough, his old nemesis—a bloodthirsty, 
bisexual samurai with a sharp sword to 
grind—has just hit town. 

Crudely put, this is “Casablanca” with 
geishas, and it goes down like warm rice 
wine. Mr Cruz Smith pushes the right but- 
tons as he follows Harry’s progress from 


December 6. By Martin Cruz Smith. Simon & 
Schuster; 352 pages; $26. Published in Brit- 
ain as “Tokyo Station"; Macmillan; £16.99 


Zanzibar. By Giles Foden. Faber & Faber; 
390 pages; £14.99 


Inthe Hand of Dante. By Nick Tosches. 
Little, Brown; 376 pages; $24.95 


youthful misadventures to grown-up in- 
trigues. There are pleasingly cartoonish 
scenes of high life and low life, including a 
tense late-night poker game, in which 
Harry is pitted againstthe wily Yamamoto. 
There's a generous helping of history and 
conspiracy theory, too, for those who like 
that sort of thing. Read it on a Hawaiian 
beach: after a couple of chapters, you'll 
stick your neck out for nobody until 
you've finished. 

"Zanzibar" has a similar page-turning 
appeal and a similar theme, exploring, 
from several different points of view, the 
1998 bombing of the American embassy 
in Dar es Salaam. In a leisurely fashion, 
Giles Foden splices together four separate 
narrative threads: a young al-Qaeda re- 
cruit is trained for jihad; a crusty old cra 
veteran ponders the terrorist network’s 
next move; a Greek-American marine bi- 
ologist quits Florida for Zanzibar; a foxy 
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young State Department official takes up 
her first foreign postin Tanzania. 

Mr Foden has written well about Africa 
in two previous novels, “The Last King of 
Scotland” and “Ladysmith”, so it comes as 
no surprise that much of the best writing 
here is lavished on the Zanzibar landscape. 
More surprising are his frequent lapses 
into lazy exposition and cliché; he fails 
completely, for instance, to come up with 
anything more than a bad pastiche of 
American-sounding dialogue. And after 
the long-awaited bang at the embassy, the 
story ends with a rather formulaic whim- 
per. Still, “Zanzibar” is an engaging read, 
and Mr Foden’s dramatisation of the day- 
to-day workings of terror is compelling— 
from furtive satellite-phone conversations 
right down to the al-Qaeda boss’s green 
plastic flip-flops. 

Best known as a biographer of Jerry Lee 
Lewis and Sonny Liston, Nick Tosches tries 
something completely different with “In 
the Hand of Dante". The story concerns 
the discovery of the original manuscript 
of Dante's “Divine Comedy”; the action 
flickers between New York, where a plan 
to steal the manuscript is hatched, and Sic- 
ily, where the plan, and various unfortu- 
nate bystanders, are executed. Sand- 
wiched in between are long sections in 
which the 14th-century poet himself dis- 
courses learnedly about Plotinus, nu- 
merology and other hot issues of his day. 

Mr Tosches plays off three voices: that 
of a vicious gangster called Louie, who 
likes to wear women's underwear while 
humiliating prostitutes (“Who wouldn't 
rather fuck some kike bitch, no matter how 
fucking ugly she was, than a goddamn nig- 
ger broad?”); that of Dante (“It had trou- 
bled him greatly that he was unlearned in 
the languages of Scripture and of the great >> 






> writers of ancient Hellas"); and that of a 
character also called Nick Tosches, a writer 
and thief, who sounds like a combination 
of Louie and Dante (*May God and the 
devil both kneel with open mouths before 
great Marlowe's young balls"). 

To cut a long story short, Nick eventu- 
ally pops Louie, makes off with the manu- 
script and makes out with the girl of his 
dreams. The whole thing reads like a poor 
man's "The Name of the Rose". Perhaps 
the book's weirdest affectations are its 
musings on good and bad writing, and its 
rants against stupid editors and publish- 
ers. Reading a sentence like this one, you 
can only suppose these jeremiads are a 
sort of in-joke: “As stones that gleam in the 
sea like precious marvels, when garnered 
and laid to dry, turned to drab and un- 
memorable objects to be left behind or cast 
back into the sea, so were the words of this 
thing, written and so perceived in the tide 
of night and beheld anew, as nothing, in 
the morning light, when the ink of them 
was dry.” No man who can write a sen- 
tence like that and not laugh out loud has 
the right to complain about what an editor 
might do to his prose. m 


Winston Churchill 


Wilfulness and 
will power 


Winston Churchill. By John Keegan. 
Penguin Lives/Viking Press; 208 pages; 
$19.95 


Churchill's Cold War: The Politics of 
Personal Diplomacy. By Klaus Larres. Yale 
University Press; 592 pages;$40 and £25 


HE water level of publications on Win- 

ston Churchill is rising fast. Nearly ev- 
ery new book emphasises the positive as- 
pects of his long, remarkable career in 
British and world politics. As a public fig- 
ure he was exceptional. A brilliant orator, 
he was also more than competent at ad- 
ministration. He always had a broad per- 
spective on affairs. He promoted social re- 
form, patriotism, imperialist conservation 
and liberal individualism; his commit- 
ment to each of these waxed and waned 
according to circumstances, but they were 
constant elements in his thought. Hating 
communism, he was willing to make com- 
promises with the Soviet Union, once it be- 
came a global power, if this could some- 
how avoid a third world war. He felt 
himself a man of destiny. For both John 
Keegan and Klaus Larres, these were quali- 
ties which made him one of the greatest 
men of the 20th century. 

Churchill had weaknesses. He was a 
supreme egotist. He treated the functions 


of whatever job he held as worthy of all 
the resources at the government's dispo- 
sal. He chose his friends badly. His view of 
British history was irredeemably romantic 
(and ridiculously favourable to his family 
ancestors). He was hopelessly stubborn. 
When digging a pit for himself, he was of- 
ten the last person to see the sense in 
throwing away the shovel. Yet his will 
power and oratory decisively stiffened the 
United Kingdom's determination to stay in 
the second world war. 

John Keegan's brilliant little book tells 
the story of Churchill's life with precision. 
Itis an authentic gem. The author's exper- 
tise in military history gives him a large ad- 
vantage over previous biographers. Chur- 
chil's days at Sandhurst and then on 
active service as eitherjournalist or soldier 
in Cuba, the north-west frontier, South Af- 
rica, Sudan and, in the first world war, 
France are described with acute awareness 
of strategic and logistical dimensions. 

Despite being a natural fighter, Chur- 
chill never fitted well into the traditions of 
the armed forces. Always he tried to oper- 
ate on his own terms. We learn also how 
he was prone to illness, but conquered his 
debility. He surmounted, too, the mental 
pain of his father’s contempt and his 
mother's neglect. Churchill’s life was a tri- 
umph over more adversity than he permit- 
ted others to know about. 

Quirky, though, he certainly was, and 
his judgment was often rightly called into 
question. He was an oddball in the Con- 
servative Party, then the Liberal Party and 
then the Conservative Party again, ratting 
on his loyalties twice. He fell into disrepute 
for ordering the disastrous Gallipoli opera- 
tion in the first world war. He railed against 
Indian self-government. He was mocked 
for supporting the self-indulgent Edward 
VIII’s wish to marry Wallis Simpson. Yet 
he had the right intuitions about Nazism. 
And when the call for him came in1940, he 
proved himself superbly. 

Mr Keegan’s expertise in the geopolitics 
of the wartime alliance is one of the high- 
lights of the book. Like most of the newer 
writers on Churchill, he defends him 
against the charge of having been a perpet- 
ual warmonger. This theme is at the core of 
the weighty work by Klaus Larres. Leaning 
back on archives and propped by end- 
notes, he convincingly shows that as 
prime minister again in 1951 Churchill 
strained every muscle to pull the Soviet 
Union into a dialogue. He was not modest, 
believing that he alone had the charisma 
and persuasiveness needed to bring the 
Americans and the Soviets together. When 
Stalin died in 1953, Churchill’s optimism 
peaked—and secret overtures passed be- 
tween Moscow and London. It did not 
come to much. Britain was no longer an 
equal member of the Big Three. But a big 
man, Churchill certainly was, and these 
two very different books show us why. m 
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European body, 
Asian soul? 


Natasha's Dance: A Cultural History of 
Russia. By Orlando Figes. Metropolitan 
Books; 544 pages; $35. Allen Lane/The 
Penguin Press; £25 


T ONE point in Tolstoy's “War and 
Peace", the blue-blooded Natasha Ros- 
tov visits an eccentric old relative who has 
gone off to live with a peasant woman. He 
strikes up a folk song on his guitar and Na- 
tasha begins to dance—not in the refined, 
French manner that she has been taught, 
but with the raw exuberance of the Rus- 
sian countryside which, we are invited to 
suppose, she has mysteriously absorbed. 
This famous and lovely scene gives Or- 
lando Figes both the title and the opening 
question of his sweeping cultural survey 
of Russia over the past three centuries. Is it 
the case, he wonders, that a nation such as 
Russia, whose elites have consistently 
looked to foreign countries for their cul- 
tural examples, could nevertheless be held 
together by “the unseen threads of a native 
sensibility"? Mr Figes admits that the 
question itself is loaded—with ideas of na- 
tional soul or character, for a start-and 
warns readers not to expect a direct reply. 
Yet every chapter sheds light from some 
angle on the issue of Russian identity. 
That identity is more evident at some 
times than others, Mr Figes suggests. War 
service, for example, transformed the atti- 
tudes of many aristocrat officers, who 
shared its travails, however unequally, 
with the peasantry. Internal exile is of- 


fered as a second example of when na- » 
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> tional threads pull different classes to- 
gether. Mr Figes vividly describes the effect 
on Prince Volkonsky and his family of life 
in Siberia, where he was sent for taking 
part in the Decembrist plot. His children 
went native, and he himself, while not los- 
ing his French, became ever more bedrag- 
gled and rustic. A third force holding impe- 
rial Russia's elite and masses together, 
most visibly on Easter Sunday and other 
feast days, was orthodox Christianity. 

Mr Figes writes as a historian—his bril- 
liant panorama of the Russian revolution, 
"A People's Tragedy" (1997), won praise on 
all sides—and the Russia he describes here 
does not stand still. The foreign influences 
on the imperial ruling class were not uni- 
form or unimpeded, he notes, prompting 
the thought that the raucous western ma- 
terialism of Russia's present elites may yet 
be tempered by local forces. 

At the same time, Mr Figes is keen notto 
exaggerate Russian differentness, as self- 
conscious patriots have too often done. He 
reminds us that composers such as Glinka 
or Musorgsky, who stressed their Russian- 
ness, were indebted to German and Italian 
models. The Slavophile movement, which 
romanticised Russia’s native traditions— 
Tolstoy’s Natasha again—borrowed mas- 
sively from German romantic national- 
ism. Nor was the cultural traffic all west to 
east: some of the holy fools of the Russian 
church owed style and practises to the sha- 
mans of Siberia and the Mongol world. 

The revolution of 1917 creates a divide 
so deep in this book, as in most histories of 
Russia, that you wonder if we are still deal- 
ing with the same country at all. Mr Figes 
draws fine portraits of writers such as Osip 
Mandelstam and Anna Akhmatova, who 
swam against the Soviet tide. He describes 
the dialectic of foreign absorption—Marx- 
ism, mass industry—and cultural reversion 
to earlier, darker periods of Russian his- 
tory, notably that of Ivan the Terrible, 
whom Stalin so admired. 

“Natasha’s Dance”, well written, nicely 
illustrated and with helpful maps, is 
clearly pitched at non-specialists keen to 
know more. That has not saved it from a 
savage, if ill-focused, attack in the Times 
Literary Supplement (September 27th) by a 
fellow Russianist, Rachel Polonsky, claim- 
ing to spot factual slips and careless para- 
phrase bordering on plagiarism. Mr Figes 
replied in a robust letter, and their row is 
the talk of literary London. When an aca- 
demic turns generalist, some colleague or 
other is bound to turn on him. 

It is true that Mr Figes offers no grand 
theory of his own about nation, culture 
and identity. Much of what he writes will 
be familiar to those who know their Rus- 
sian history or who have already made up 
their minds about the complexities of Rus- 
sian identity. For the many who haven't, 
"Natasha's Dance" is consistently rich and 
thought-provoking. m 
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A genuine 
primitive 


AThird Face: MyTale of Writing, Fighting, 
and Filmmaking. By Samuel Fuller. Knopf; 
574 pages; $35 


AMUEL FULLER, a director with an un- 

usually independent cast of mind, had 
the good fortune to make his name at a 
time when Hollywood took risks on 
young turks with fire in their bellies, and 
the bad luck to watch his brand of guerrilla 
film making fall from favour long before 
his death, at 85, in 1997. 

Fuller’s westerns, war pics and crime 
films of the 1950s and1960s are raw, brutal 
fables involving marginal characters and 
low-lifes in a fearsome world of violence, 
revenge, prejudice and greed. His juveniles 
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are delinquent, his soldiers unheroic and 
his pickpockets brave. J. Edgar Hoover, for 
one, was outraged by Fuller’s hard-eyed, 
bottom-up view of things, made the more 
shocking by quickfire story-telling, dislo- 
cated viewpoints and cut-to-the-bone ed- 
iting. Not for nothing was he known in the 
industry as Slam-Bam Sam. Andrew Sar- 
ris, a generous and discerning critic, 
praised him as an American primitive. 

In his autobiography, edited posthu- 
mously, Fuller insists that he simply told it 
as he saw it. Born to working-class immi- 
grant parents, Mr Fuller barged his way 
into a job as a copyboy on a New York 
newspaper at the tender age of 12. A cocky 
crime reporter at 17, he befriended the 
pickpockets and stool pigeons, the cold- 
blooded gangsters and unprincipled po- 
lice officers who later peopled films such 
as “Pickup on South Street” (1953) and “Un- 
derworld, usa” (1961). Amid economic de- 
pression in the 1930s, he rode freight trains 
and filed copy from shantytowns. 





The left hand of God 


Sandy Koufax: A Lefty's Legacy. By Jane 
Leavy. HarperCollins; 282 pages; $23.95 


N HIS prime, brief as it was, Sandy 

Koufax, was unhittable. As a left- 
handed pitcher for the Dodgers, he shot 
to stardom after a mediocre start, dom- 
inating baseball for five seasons in 1962- 
66. He finished his career with 165 wins 
against 87 losses, struck out roughly 
three times as many batters as he 
walked, and pitched four no-hit games, 
at the time, a record. One of those four, 
in September 1965, was that zero-point 
marvel of sporting statistics, a perfect 
game: 27 outs in a row with no hits, 
walks or errors. After retiring in 1966, at 
the peak of his abilities but plagued by 
arm injuries, he became the youngest 
player elected to the Hall of Fame. 

Mr Koufax's significance went well 
beyond the pitching mound, Jane Leavy, 
a sports journalist, argues in this knowl- 
edgeable and sympathetic biography. 
Jewishness was still a social handicap, 
and Mr Koufax was a symbol, an obses- 
sion even, for many American Jews, 
famously refusing to pitch on Yom Kip- 
pur, the holiest day in the Jewish calen- 
dar (though he himself probably did not 
use the time off to go to synagogue). 

Ms Leavy sees her subject, more gen- 
erally, as a cultural bridge between the 
optimistic, prejudice-breaking America 
of the 1950s—the Dodgers, remember, 
had been the first team to defy baseball's 





He wasn't shy of batters 
colour bar—and the darker, more divi- 
sive 1960s. 

Amid the scene-setting, the man him- 
self ends up somewhat overshadowed, 
though this is not wholly Ms Leavy's 
fault. Mr Koufax's sense of privacy puz- 
zled celebrity-hungry fans even in the 
1960s. His shyness could fill a room, and 
he refused to be quoted directly for this 
book. Ms Leavy asks the right questions: 
why the sudden late 1950s break- 
through? Was he really brainy, or was 
that a Jewish stereotype? Did his pay 
hold-out with a fellow pitching star, Don 
Drysdale, change player-owner rela- 
tions? Did a reckless club work his arm 
too hard? Good as itis, her book would 
have been better with more answers. 
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“Seize ‘em by the balls!” 


In 1941, he enlisted in the infantry: “A 
helluva opportunity”, he says, “to cover 
the biggest crime story of the century.” His 
division—the First Infantry—landed in 
North Africa, in Sicily and then on Omaha 
Beach in Normandy, for which Fuller was 
cited for gallantry. Later, his unit liberated 
the concentration camp at Falkenau. 

That unsentimental education gave Mr 
Fuller material for the 23 films he wrote 
and directed, as well as for dozens more 
scripts and 11 novels which he happily de- 
scribes as pulp fiction. It also makes his 
biography, as he might put it, a gripping 
yarn. Mr Fuller’s breathless tales of youth- 
ful guile, and his flashbulb snapshots of 
legendary New Yorkers, are as entertain- 
ing as a well-edited tabloid. 

His war memories are often electrify- 
ing. Amid the carnage, Fuller watched a 
woman giving birth in a tank, celebrated 
Yom Kippur in Aachen Cathedral with sol- 
diers of every faith and none, and shareda 
bottle of brandy with Marlene Dietrich. 
Fuller dramatised some of those wartime 
episodes in an autobiographical film, “The 
Big Red One” (1980), starring Lee Marvin. 
But distributors chopped the film in half 
before release, and this book is a more 
rounded and more telling account. 

Fuller’s movie years are no less arrest- 
ing. Producer of many of his films, he 
turned his back on what he calls Holly- 
wood crap and continued to bang out pug- 
nacious scripts long after his luck turned. 
In his last years, he found himself newly 
fashionable with a younger generation. 
One admirer, Martin Scorsese, provides 
here an introduction. Fuller’s films, he 
writes, are “blunt, pulpy, occasionally 
crude, lacking any sense of delicacy or 
subtlety”, but he finds them also passion- 
ate, brave, urgent and profoundly moral. 

“A Third Face” has similar strengths 
and weaknesses. Fuller mentions just 
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about everyone in post-war Hollywood, 
without casting new light on any of them. 
His style is pithy, not elegant; his wisdom 
homespun. Aspiring film makers will find 
his technical advice limited. “Seize your 
audience by the balls! Smack people in the 
face!” he barks. Despite all this, Fuller’s art- 
less passion, as much for life as for films, 
spills infectiously off every page. m 


Paris theatre 


How it’s done 


PARIS 
A chance to see what acting can be 


S ONE film star after another makes an 
inept first attempt at the art of the 
theatre on Broadway or in London’s West 
End, itis a thrill to be able to escape to Paris 
to see two great stage veterans at work, 
both playing to packed houses. 

Robert Hirsch plays the secretary of the 
stage legend, Sarah Bernhardt, in “Sarah” 
at the Théâtre Edouard VII. Michel Bou- 
quet is in “Minetti” by Thomas Bernhard at 
the Théâtre de la Ville. Both plays celebrate 
actors' lives, though not perhaps as in- 
tended or quite as you might think: Fanny 
Ardant, who stars as the renowned co- 
medienne, is brilliantly outshone by Mr 
Hirsch, and the word "celebrate" has to be 
used cautiously when talking about the 
wintry comic universe of Bernhard, Aus- 
tria's foremost post-war playwright. 

John Murrell's *Sarah" is an almost 
anorexically thin boulevard piece from the 
1970s about the ageing Bernhardt, who is 
trying to finish an autobiography with the 
help of her faithful assistant, Pitou. As an 
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aide-mémoire, she gets him to act out for 
her significant figures from her past, 
among them her mother and Oscar Wilde. 

It is unlucky for Ms Ardant, who is al- 
ready brave to play a dead genius, that she 
has to share the stage with a living one. She 
is currently also to be seen in Paris as Maria 
Callas in a film about the soprano's last 
years. Although on film her singing is en- 
hanced by recordings of La Divina, on 
stage Ms Ardant is remarkable for her lack 
of voice or vocal technique, and we know 
from early recordings that Bernhardt's 
voice was one of her glories. 

Mr Hirsch, known in the 1950s and 
1960s for virtuoso performances in Fey- 
deau farces at the Comédie-Francaise, and 
later as Nero in Racine's "Britannicus" op- 
posite Marie Bell, and as Shakespeare's 
"Richard III", is an actor of phenomenal 
physical mobility and comic timing, un- 
dimmed by age. His mime of Bernhardt's 
mother angrily flicking the train of her 
gown while pleading in a quivering mezzo 
soprano with her wilful daughter, is a the- 
atrical marvel. His Oscar Wilde, haunted 
but gallant, is a transformation of tone and 
physical detail equally magical. Watching 
this vigorous, seemingly possessed actor 
at work, you feel that the name of this 
creaking vehicle ought really to be 
changed to "Robert". 

If Mr Hirsch's jeu is all about demon- 
stration, entertainment and eye-catching 
bravura, Mr Bouquet's skill is so subtle as 
to be almost invisible. His character is 
named after a brilliant German-Italian ac- 
tor, Bernhard Minetti, a favourite of the 
playwright's and sometime interpreter of 
his work, although “Minetti” is not strictly 
biographical. Just as in his novel, “The 
Loser", where the main character, Glenn 
Gould, has elements of the great Canadian 
pianist but is actually more of a vehicle for 
Bernhard's own obsessions with isolation 
and aesthetic integrity, so the Minetti of 
the play, an elderly actor who has not 
worked on stage for 30 years, is an artist in 
the grip of creative fury against the horror 
and stupidity of the world. 

In his first scene, an anxious Minetti 
hurries into the hall of a grand hotel to ask 
the porter if the director sending for him 
has come yet. Balding with grey hair, ema- 
ciated in a long coat, the actor is there be- 
fore you notice him. It is as if Mr Bouquet, 
famous for roles in Moliére, Strindberg, 
Beckett and Pinter, is so dedicated to truth 
of character that he would do anything for 
the audience not to break the concentra- 
tion by applauding his entrance. All facets 
of his character-charm, irony, anguish 
and rage—are scrupulously pointed. His 
rhythm and intonation exploit the play- 
wright's repetitions in masterly fashion. 
As he sits at the end alone and abandoned 
under falling snow, his final line, "Partir 
vite", is the devastating completion of a 
great tragicomic performance. W 


Books and arts 81 


The Economist October 19th 2002 





Sir Garfield Todd 


PUO mes 

s "EL CU - ^ 

ges E RE o sal RR 

w Ted E Low Y 7 
L m, 





Te « e x 
- E 4 ee ed 
»_ enr Psy 


aft 

*, Ls 

X: 
AN rM " 


Sir Garfield Todd, a liberalin Africa, died on October 13th, aged 94 


HE missionaries who introduced 

Christianity to Africa offered the hea- 
then a sometimes confusing choice. 
Should you become an Anglican or a Ro- 
man Catholic? What about the Methodists 
or the Presbyterians? And don't forget the 
Dutch Reformed Church. Thoughtful Afri- 
cans tended to pick a confession that of- 
fered something more than liturgy. Here 
Garfield Todd, newly arrived from New 
Zealand, had an advantage over some 
other missionaries. His church, the New 
Zealand Church of Christ, might not have 
the glamour of the Catholics, but he was a 
brilliant teacher. 

His school for African children at Da- 
daya, in what was then British-ruled 
Southern Rhodesia and later became inde- 
pendent Zimbabwe, gained fame through- 
out the country for spotting and develop- 
ing the talent of its pupils. A teachers' 
training college was later attached to the 
school. A number of the country's future 
black political leaders learnt spelling and 
sums as pupils of Sir Garfield, as he be- 
came late in life. Robert Mugabe, then aged 
19, briefly taught at the Dadaya school. 

Sir Garfield was also admired in Da- 
daya for his medical skills, although he 
had had no formal training. He and his 
wife Grace (also a teacher) set up a clinic, 
where he reckoned that he had delivered 


hundreds of babies, including his own 
daughters. He treated minor injuries with 
whatever remedy was at hand. Engine oil, 
he found, soothed burns. He showed Afri- 
cans how to build brick walls that did not 
fall down: in New Zealand he had worked 
for a time in the family business of brick- 
making. And he was a handy carpenter. 

His time at Dadaya in the 1930s and 
1940s was probably the happiest of his 
long life, admired by blacks for his skills, 
and approved of by whites for his slightly 
paternalistic ways. This was to change 
when he entered the colonial politics of 
Southern Rhodesia. 


Two masters 
Sir Garfield disregarded the wise advice, 
noted in Luke and Matthew, that no one 
can serve two masters. He sought to give 
the bestof serviceto both. He believed that 
only by entering Parliament could he help 
the black majority to have some say in the 
affairs of the white-run country. The gov- 
erning United Rhodesia Party was happy 
to recruit him. He might be a bit soft on the 
natives, butno one doubted his whiteness. 
Like many whites he farmed cattle and 
owned huge tracts of land: about 90,000 
acres at one time. 

He entered Parliament in 1946 and his 
energy, command of language and evan- 


gelist style gained him quick promotion. In 
1953 he became prime minister. Most 
whites applauded his decision to crush a 
strike of African coalminers, but a modest 
proposal to increase the number of Afri- 
cans educationally qualified to vote, from 
2% to about 16%, met with hostility. An un- 
fortunate earlier remark, that one-man, 
one-vote was the “key to chaos", was used 
against him. In 1958 he lost the confidence 
of his party and resigned. He formed a 
new party which did not win a single seat. 
Even fellow liberals said that political pro- 
gress should be made by evolution, not 
revolution. It seemed his fight was over. 
An African song had the words, "Todd has 
left us/Go well old man". 

The old man was hardly a revolution- 
ary, but he did become more radical as he 
grew older, getting close to the future black 
leaders. Ian Smith, the leader of a regime 
that declared *independence" from Britain 
in 1965, made it clear in his book "Bitter 
Harvest" that he despised Sir Garfield for 
starting negotiations with black leaders as 
early as the 1950s. But the schoolteacher 
had seen how swiftly history was moving, 
with countries such as Nigeria and Ghana 
racing towards independence. Harold 
Macmillan, a British Conservative prime 
minister, had warned white South Afri- 
cans of “winds of change" in 1959. 

For long periods during the Smith re- 
gime Sir Garfield was confined to his 
home, barred even from receiving letters 
and phone calls. Zimbabwe gained inde- 
pendence under Mr Mugabe's leadership 
in 1980, after a long guerrilla campaign 
from bases in newly-independent Mozam- 
bique. Sir Garfield was rewarded for his 
support for black rule with a seat in the up- 
per house of Parliament. But after a five- 
year term he was not reappointed. He had 
lost his enthusiasm for Mr Mugabe, who 
he said was mismanaging the country. He 
was appalled by the extent of corruption 
in the government. 

The wellintentioned servant had 
fallen out with blacks as well as whites. 
For many whites he was a traitor to his 
tribe. As for the blacks, they were grateful 
for his support. As a missionary and a lib- 
eral he was respected. Yet he remained an 
outsider, *a good man in Africa", but a for- 
eigner, from the most distant of lands. 

Sir Garfield tried to vote in this year's 
presidential election. With his daughter Ju- 
dith he queued up at a polling station in 
Bulawayo and prepared for a long wait. 
But along with other elderly people he was 
ushered to the front and treated with 
warmth by all who recognised him. How- 
ever, the former prime minister had been 
placed on a list of those deprived of the 
vote because they were eligible for dual 
nationality. The official who turned him 
away did so with embarrassment. Sir Gar- 
field had once been histeacher. m 
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You'll find the world in New York, and you'll find New York in our Executive Programs. High-potential 
professionals, who prove themselves daily in the business capital of the world, hone their skills in our 
programs to reach new heights. Our students are razor sharp. Our faculty are the luminaries of finance 
and management. And the knowledge exchange and once-in-a-lifetime experience create energy as 
electric as our city. Options include: Executive MBA Program, TRIUM Global Executive MBA Program, 
The Langone Program: A Part-Time MBA For Working Professionals, Corporate Degree Programs, EXECUTIVE 


Custom Non-Degree Programs and Open Enrollment Programs. PROGRAMS 


Working professionals' first step to enter our Executive Programs: visit http://executive.stern.nyu.edu/e or call (212) 998-0789 
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A TRULY INTERNATIONAL EXECUTIVE MBA 
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The International Master’s in Management (IMM 
g 


- ranked # 17 in the latest Financial Times 
Worldwide Executive MBA Survey 


: joint venture of four top business schools 


* rotating on-campus class sessions are concentrated 
into six two-week residencies spread over two years 


* attracts participants from North and South 
~~ America, Europe and Asia 


- graduates earn both an American and a European 


www.mostinternationalmba.com MBA degree 
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keepinfo@mgmt.purdue.edu imm@imc.hu 
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ROTTERDAM 


RSM MBA 


* Full-time program designed for 
outstanding young professionals 


* MBA (in general management) & MBA/MBI 
(plus information technology) 


* Brings together participants from 50 countries for an 
intensive 15-month hands-on approach to management 


* A lifelong network of accomplished peers 


Starts every October 


Contact us 

Burg.Oudlaan 50,3062PA Rotterdam 
The Netherlands 

Tel: +31-10-4.08-2222 

E-mail: mbainfoG rsm.nl 


RSM C~- 


Rotterdam School of Management 
E. o .rsm.ni/mbainfo Erasmus Graduate School of Business 








tias ESCP-EAP 


tias.imm@kub.nl burton@escp-eap.net 
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Birte Juhis 
Full Time MBA 





New for January 2003 








The Bradford MBA 

Full-time The Bradford Executive Modular MBA 
Executive Part-time Our FT ranked Executive MBA is now 

Distance Learning available as eight nine-day residential 
Bradford ranks amongst the world's top modules over two years. 






business schools for the quality of its MBA This programme is designed for managers 
programme. It is ranked the No 1 business with five years industrial experience. 










school in the North of England for its The Executive MBA 
Executive Part-Time programme. * continues to be 
For further information please contact ?"?lable as an 7 

à evening programme. 
Recruitment Office, BRAD FOR D 
telephone +44 (0)1274 234321 School, ses 
fax *44 (0)1274 234433 







* Financial Times 09/09/02 
Emm Lane, Bradford BD9 4JL www.bradford.ac.uk/management Tom 
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SCHOOL 


Learning that € lt 3 | Performance? 


Columbia Executive Education 


We set the global standard for success—for individuals 
and organizations. Cutting-edge program designs and an active 
learning approach create a results-oriented environment 
unmatched in the world. Our commitment to our clients" needs 
has helped us to achieve the #1 ranking in executive education 
for three consecutive years (Financial Times, 2000, 2001 


and 2002). We give you the ideas and tools you need to 


power your performance. 


UPCOMING COURSES AND DATES 


Executive Development Marketing Management 
Program: The Transition to — [December 8-13] 
General Management 


[November 3--15] Finance and Accounting for 


the Nonfinancial Executive 


Leading Strategic [December 9-13]! 

Growth and Change TUNE 

[November 10-15] Negotiation and Decision- 
Making Strategies 

Sales Management [December 16-17] 


[December 2--6] 


WWW.GSB.COLUMBIA.EDU/EXECED 
800-692-3932 EXT. 164 
212-854-3395 EXT. 164 





BUSINESS 





Masters in Finance 






London Business School's Masters in Finance is widely 
regarded as the pre-eminent qualification for finance 
professionals. The programme, taught by our world- 
renowned finance faculty, typically attracts. students 
from 40 nationalities, has a wide portfolio of electives 
and is based in one of the world's leading financial 
centres, it can be completed in 10 months of full-time 
study or 21 months of part-time (mainly evenings) study. 
To find out more, come to an information session: 










WASHINGTON - Monday 28 October, 6.30pm 
Grand Hyatt Washington, 1000 H Street, NW 
















SAN FRANCISCO - Wednesday 30 October, 6.30pm 
Mark Hopkins Inter-Continental, No1 Nob Hili, 999 California St 






CHICAGO - Saturday 2 November, 10.30am 
Park Hyatt, Water Tower Square, 800 North Michigan Avenue 













BOSTON - Monday 4 November, 6.30pm 
The Charles Hotel, Harvard Square, One Bennett St, Cambridge 






AMSTERDAM - Monday 4 November, 6.30pm 
The Grand Amsterdam, Quaeziids Voorburgwal 197 


PARIS - Tuesday 5 November, 6.30pm 
Four Seasons Hotel George V Paris, 31 Avenue George V 


LONDON - Wednesday 6 November, 6.15pm 
London Business School, Sussex Place, Regent's Park, NWI 45A 





TORONTO - Monday 18 November, 6.30pm 
Four Seasons Hotel, 21 Avenue Road 


NEW YORK - Tuesday 19 November, 6.30pm 
Drake Swissotel, 440 Park Avenue at Soth Street 


MEXICO CITY - Thursday 21 November, 7.30pm 
Four Seasons Hotel, Paseo de la Reforma #500, Colonia Juarez 















For a full list of forthcoming worldwide information sessions, please p 
consult our website www. london.edu. information about our MBA and. 
Sloan Masters will aiso be available at all sessions. ao 


Sussex Place 


Regent's Park Lon d on : 


London NWI 45A s ; 
Tel: +44 (0)20 7706 6840 Rusi ness 
Fax: 444 (0020 7723 1788 S h | 
email: mifinfo@london.edu — C OO 
www.london.edu LL ——— 


London Business School exists to advance leaming and research in business and management. E 
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i offers the : 


Here — -AUDENCIA MBA 


MANAGING CHANGE IS YOUR FUTURE MISSION 


e Audencia offers a 13-month full- | commercial, technological and 

time MBA Program taught by a | geopolitical changes affecting today's 

highly rated international faculty in | global managers. 

Nantes, France - one of the fastest 

growing cities in the EU - located with | è Audencia provides an innovative 

convenient air connections to most | curriculum with a truly international 

major European cities. perspective at a modern campus 
located close to France's western 


SAAT HEU TOOT REN ORT ON EDR TEER ERM E TEX 



















The Secret Service 
Way To Competitive 
Advantage 


Gain competitive advantage in your business through 
service initiatives. Whether you are in a service, 
logistics, retail or manufacturing company, INSEAD's 
new programme - Strategies in Services — will give 
you practical tools and understanding of successful 
techniques. 











e The program provides an advanced | Coastal resorts. 
business education where participants 
will learn to deal with the|e Program starts in January 2003 







Application deadline : 25 November 2002 


Contact : Prof. Tamym ABDESSEMED, Ph.D 
Tel : 33 2 40 37 34 34 - mba@audencia.com 





You will benefit from 
e Strategic planning skills specially for services 
e Using service offers as a competitive tool 


e Adding value to products through service offers p OUR MBA GRADUATES 
MAKE ALL KINDS OF MONEY. 


Your company will benefit from 
e New local and global strategies 
e Tighter market analysis 

e Better evaluation of initiatives 


For one week, either 19-24 January or 22-27 june 2003, 
join senior managers from a wide range of companies 
and Philip Parker, the Eli Lilly Chaired Professor of 
Innovation, Business and Society at INSEAD. 

His extensive experience and research focus 

on new strategy and market-oriented concepts. 

He has worked with companies throughout the world 
on developing demand-driven strategies. 

Learn some of his secrets! 


For further information: MB your ambitions could lead you to almost any corner of the 


Email: monica.lo pez-esgueva @insead.edu INTERNATIONAL mote: Tue program à eon à philosophy we call iod 
o! less Business Thinking. Irs designed to give you a competitive 

Call: *33(0) 16072 4218 advantage in today's global economy. And as the #1 school of international 
Visit: www.insead.ed u/executives/sis.cfm management, no one is better qualified to offer it. If you're ready to see 
the world for all it's worth, visit www.thunderbird.edu. This is where the 


world comes to learn business and business comes to learn the world. 


Strategies in Services : . 
INSEAD | a> THUNDERBIRD 
l ; "httpi//uweutnewssom/usnews/edu/grad/ ta D W THE AMERICAN GRADUATE SCROOL 
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Distance Learning 











2500 students in 112 countries study in their free time and earn 
Bachelor, Master, Ph.D. degree in Business - Engineering or Liberal 
Arts for a brighter future. We give academic credit for work 
experience. You can earn your degree in one year. 

Our instructors will guide you by fax, e-mail and phone. 

Use our INTERNET library. 


















For a no cost catalogue contact us; 


P.O.Box 61707, King of Prussia, PA. 19010-USA 
Fax: 610 205 0960 e-mail: admissions@washint.edu 
























Totally Flexible 
MBA/DBA/PHD 


MMS degrees by Distance Learning. You design yout 
curriculum. You will not.study material you already 
know or do not need. No exams, you deam through 
research & writing. No Bachelors or GMAT required 
Facully are succesaful business iteaders/authors 
Faculty wanted. Rushmore University, 815-A25- 
8577, infogprushmorne.edu www.rushimore. edu. 
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P fea fi, 15. 28009 Madrid {Spain} 
Tal +34 914 Cee Fax «34 914 315 054; 


E-mail: info &alisede.com) 
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Teaching French to adults for 32 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera's most beautiful bay 
A UNIQUE “COMPLETE IMMERSION” PROGRAM 
$/: hrs a day with 2 meals. 8 levels : Beg. I to Adv. Il 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts Oct. 28, Nov.2 and all year 
06230 Villefranche/Mer E.J19, France. Tel +33 493 01 88 44 Fax +33 493 76 92 17 
www.institutdefrancais.com 


Aretini ten 








University of Southern California 
MasrER OF ReaL Estate DEVELOPMENT 


Paal E state Entrepreneurs Wil A Ln 


ayara tni etti tert Pe pararent T peers ener he 


USC 


ne SCHOOL OF 
POLICY, PLANNING, 
AND DEVELOPMENT 












oin us at one of our 


Information Sessions 
Los Angeles: November 7, 2002, 6:00?" 
San Francisco: November 12, 2002, 6:00?" 


. |. For more information visit: www.usc.edu/sppd/mred 
The Economist October 19th 2002 








Are your Investments 


Working? 
(Why Not?) 















Find out in Harvard's two-day course, 
Investment Decisions and Behavioral Finance. 


November 18-19, 2002 





For brochure and 
registration materials, 
please contact 


This course is taught by the founders of and 
preeminent scholars within behavioral finance, 
including recent Nobel Prize winner, Daniel 
Kahneman, as well as others with practical 
finance experience. Participants will learn the 
fundamentals of this subject, and will focus on 
proven real-world strategies to support their 
own investment management needs. 


Enrollment Services 
Phone: 617-496-0484 
ext, 280 



























e-mai 


ksg exceed harvard.edu Learn to bias-proof your own decisions, and to 


cope with biases of clients. 





web site 
WWwW.EXeCprog. org 








This program is designed for senior investment 
decision makers, including investment 
company presidents, chief investment officers, 
investment strategists, portfolio managers, 
pension plan executives, corporate treasurers, 
senior vice presidents, CFOs and CEOs. 


John E. Kennedy School of Government 


Executive Programs 


HARVARD 


Amsterdam Institute of Finance 





Upcoming Courses 


Taught by leading experts from the world’s top business 
schools, such as Columbia, Wharton and INSEAD 


Foundations of Finance Oct. 30 - Nov, 22 






Venture Capital Investments Nov. 4-7 
Managing Distressed Projects Now 20 - 22 
Financial Modeling with Excel Nov. 25 - 27 
Asset and Liability Management Dec. 2-6 
Mergers and Acquisitions Dec 2-6 
Investor Relations Dec 9-n 
Financial Restructuring and IPOs Dec 9-13 
Valuation Dec. 16 - 18 
Advanced Financial Statement Analysis Dec. 18 - 20 


Negotiation Analysis jan. 22 - 24 





For information, please visit our website or contact us directly. 
Tel: «i20 520 0:60 0 www aif.ni 
infoqpaif.nt . 


fax «3120 520 0101 
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New York 


January 25, 2003 


London 
November 20, | 


Madrid 
February 27, 2003 
Warsaw 


November 28, 2002 






Come and join us 


For full details on these and other information 
events please visit www.iese.edu 













For more information contact: 





Global Executive MBA 
eh: +34 93 
Fax: +34 93 253 4343 
globalemba&iese.edu 
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IESE 


Business School 


MBA Admissions 
Tel: +34 93 25° 
Fax: +34 93 253 4343 


mbainfo@iese.edu 







University of Navarra 








Av. Pearson, 21 
08034 Barcelona, Spain 
wiww.iese.edu 


















Director 
Baltic Defence College Institute for Defence Studies" 
The Royal Danish Defence College is seeking an individual 


Defence College Institute lor Defence Studies, who will also hol 
College, which is situated in Tartu, Estonia from 15 June 2003, 


to be director of the Baltic 
d the position as Dean of the 


The Director will be responsible to the Commandant of the Baie Defe 
directing, managing and developing the Institute that, hased on the curren 
development plan, will consist of 10 military officers and civilian acade 
director. The Institute is an integrated part of the Baltic Defe 
based teaching to all the courses at the College, present! 
Staff Course, the Colonels’ Course and the Civil Servants’ Course with this vear 73 students 
in total. The academic fields of teaching comprise international politics, strategy, miliary 
theary, defence concepts and structure development, and international law, From Summer 
2003 the Institute will in addition offer a two-year masters programme in War Studies to 
external students from the three Baltic States. The Institute also maintains and develops 
bilateral relations between the College and civilian/militarv universities/academies in the 
Baltic States and in the states supporting the College. 


ace College for 
y organizational 
mics including the 
nce College and delivers research- 
y comprising the Joint Command and 


Qualifications 

The candidate must have an advanced university degree in international rel 
a similar equivalent and must have experience with teaching and research within the sphere of 
strategy and international affairs. The candidate must be fluent in spoken and written English, 
as that is the only working language in the Baluc Defence C ollege. The applicant should have 
management experience and it will be an advantage if the applicant has a very good 
Knowledge of the Baltic States and a working knowledge of Central and Eastern Europe. 


ations, strategy or 


si: 


eii 
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Terms of Employment 
On the basis of a fix term contract the position will be filled with a limited tenare of 2 years, 
the terms of contract to be negotiated with the selected candidate. An extension of the contract 
can be negotiated following the fulfilment of the initial contract. The selected candidate will 
be employed at the Royal Danish Defence C ollege and will be seconded to the Baltic Defence 
College on a permanent residential basis according to the regulations of the Danish Ministry 
of Defence concerning international postings. 

Application 

Please forward application no later than 01 December 2002 to: 

Royal Danish Defence College, Svanemgllens Kaserne, 

P.O. Box 2521, DK-2100 Copenhagen © 

For more information about the position please contact the current 

Director, Professor Ole Kvaerne, tel. 4372 7 314000 

or visit the homepage of the College: www.bdeolee 


HTS is a leading UK based Development Consultancy. Under 
contract to the UK Department for international Development 
(DFID), we are managing the State and Local Government 
Programme (SLGP) in four of the 36 States of Nigeria. The 
purpose of the Programme, which began in late 2000 is to 
enhance the capacity and effectiveness of State governments to 
manage resources and support the delivery of services in the 
interests of the poor. Further information can be obtained at 
www.sigpnigeria.org, 





We are seeking a highly motivated State Programme Manager 
(SPM), to join this Programme in the near future. The posting will 
be in a State capital in one of the DFID target States for a period 
of at least two years. 


Applications are invited from experienced consultants. The exact 
field of expertise is less important than an ability to operate 
effectively in Nigeria. However a background in one or more of 
the following areas: local or regional government, public 
expenditure management, the management of institutional 
change, governance and civil society involvement, or poverty 
action programmes in developing countries, would be useful. 
inter-personal skills are paramount. African experience would be 
an advantage, as would some knowledge of DFID procedures. 


If you feel you could meet the challen 
please send a CV with a brief covering fetter marked, 
SLGP/PM/02, and outlining your reasons for applying to: 


Ms Chris Fittus, HTS Development Ltd, 
Thamesfield House, Boundary Way, 
Hemel Hempstead, Herts, HP2 7SR. 
chris.fittuséhtsdevelopment.com 

Fax: «44 (0)1442 219886. 


ge of such an assignment, 
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' Substantial salary. lus 
full expatriate package 


Mois 


= Dhaka/Chittagong, — 
Bangladesh 


et 
LENNON 


Kamaphuli Fertilizer Company Limited (KAFCO) is a 100% export-oriented multinational fertilizer company and at $550 million, is the 
largest ever foreign investment in the country. in addition to the Bangladesh Government, the project attracted blue-chip multinationals 
-~ Marubeni, Chiyoda, Haldor Topsøe A/S and Stamicarbon and premier Government agencies including JBIC, IFU and CDC. The Board 
now seeks to appoint a seasoned finance professional to lead the substantial finance functions and to provide commercial inputs to the 
Managing Director on a range of business issues. This is an outstanding career opportunity within a truly unique operation, which offers 
a three year renewable contract and a first-class expatriate package (including furnished housing, leave passages, schooling etc.) 


THE ROLE 

M Reporting to the MD with full responsibility for financial 
management and control, information technology and 
purchasing, advising on. operational and strategic issues 
supported by a substantial, established team. 


Driving the budgetary and planning process and providing 
prompt and accurate management information to a complex 
and sophisticated investor group. 


Responsible for overseeing the Company's various funding 
requirements, including reviewing hedging and refinancing 
opportunities. where appropriate, as well as supervising the 
development and implementation ofthe Company's IT strategy. 


MIPCMASESABENIRECURHEIRRUDH A TAIRA TE RPE dM VR INR ES 
Tel: +44 (0) 20 7298 3333 

Email: London @SpencerStuart.com 

To find out more about this opportunity, 

and us, visit www.spencerstuart.com 


SpencerStuart 


THE QUALIFICATIONS 

WB Graduate calibre, computer literate accountant (preferably ACA 
or CPA) with several years’ broad financial management 
experience at a senior level, preferably in the petrochemical or 
other major process industries. Prior developing country 
experience is essential and previous Project Finance experience 
will be an advantage. 


Tenacious and robust analyst. Flexible and resourceful in approach 
with the stature to establish credibility in a demanding role. 


Strong commercial acumen, proven managerial capability 
and effective in a highly international environment, Strong 
leadership and interpersonal skills, 


Please reply with full details to: 
Spencer Stuart, Ref. 25262-004, 
16 Connaught Place 

London W2 2ED 


School of Management 





Director: Institute for Entrepreneurship 


Up to £50,000 pa 


The University of Southampton seeks to appoint a senior member of staff 
to develop and lead the embedding of entrepreneurship education, as an 
integral element of our on-going commitment to fostering a University- 
wide enterprise culture. You will demonstrate an international reputation 
in entrepreneurship education and research, together with relevant 
experience of leading and managing curricula development and change. 


The University of Southampton, together with partner universities, 
Bristol and Bath, and drawing upon Science and Enterprise Challenge 
funding, has formed the VVessex Enterprise Centre to spearhead regional 
developments in entrepreneurship education, leading to new venture 
creation, Based in the School of Management, but working closely with 
staff in the Centre for Enterprise and Innovation, you will create and 
lead a team to review existing provision and develop and deliver 
appropriate new curricula matching our outstanding record of 

spin-out company creation. 


You will be expected to make a contribution to the research and teaching 
activities of the School of Management. The title of Professor of 
Entrepreneurship may be conferred upon a suitably qualified successful 


candidate, subject to normal University procedures. The appointment will 
be for a four year, fixed-term in the first instance. 


informal enquiries should be addressed to Professor Roderick Martin, 
Director, School of Management, tel: + 44 (0) 23 8059 7672, 
email: R. Martini soton.ac.uk 


Information concerning the University and the School may be found at: 
www.soton.ac.uk and www.soton.ac.uk/~mgtweb/ 


Application forms and further particulars may be obtained from 
the Personnel Department, University of Southampton, Highfield, 
Southampton SO17 IBJ. Telephone: +44 (0) 23 8059 2750, 

email: recruit@soton.ac.uk or minicom: +44 (0) 23 8059 5595. 
Applications should be returned no later than 8 November 2002. 
Please quote reference number 02P0162b. 


Working for Equal Opportunities 
University E 
of Southampton : 





University of Southampton - 
at the cutting edge of innovation. 


aen 



















The International HIV/AIDS Alliance supports community 
action. on AIDS in developing countries. To replace staff 
being reassigned overseas and to support our expanding 
work in other areas, we are recruiting for the following 
positions in our UK secretariat (Brighton): 













| 








Senior Programme Officer/Programme Officer, Monitoring and Evaluation: enables 
the Alliance to develop and utilise effective M&E systems and tools which enhance the overall 
Quality of the Alliance programmes. Research skills, community-based development 
experience, statistical expertise, excellent written and verbal communication skills, and the 
ability to work autonomously essential. Experience in working with partner organisations and 

. language skills (Spanish, Portuguese, French) preferred. Includes overseas travel. Salary range: 
"UR£26,000-36,000. 


Senior Programme Officer, East & Southern Africa: in addition to a general role in 
country programme development in the region, has specific responsibility to support the 
Alliance's work with partner organisations in Mozambique, including development, co- 
ordination and monitoring of country activities; managing and/or providing technical support to 
meet identified needs; editing and writing funding proposals and country reports. Strong 
technical skills in HIV/AIDS programming essential: NOO/CBO support preferred; strong 
English and Portuguese language skills required, Includes overseas travel. Salary from 
UK£32,000. 


Programme Officer, Organisational Development: strengthens the learning of the 
Alliance and its overseas. partners in institutional and organisational development for HIV/STI 
prevention, AIDS Care, and support to children and adults affected by the epidemic. 
Qualification in organisational development, experience working in or with developing country 
partners, strong writing skills essential. Fluency in French, Spanish, Portuguese or Russian is a 
strong advantage. Includes overseas travel. Salary from UK£26,000. 



















Partnerships Co-ordinator: leads and develops the work of the Partnerships Team. Requires 
good HIV/AIDS programming/policy experience and à strong background in new business 
development and institutional fund-raising, including experience of bilateral/multi-lateral 
donors and private/public sector fundraising, strategic planning and the preparation of large- 
scale individual and consortium-led proposals: strong writing, project and team management 
skills; ability to work with colleagues and partners at all levels. Salary from UK£40,000 


Project Support Officer, Partnerships Team: responsible for the co-ordination of a five- 
year multi-country project. Strong project management experience, excellent writing skills, a 
high level of computer literacy and information systems management, the ability to co-ordinate 
the activities of a wide range of actors and ensure good communication and follow-up on project 
activities all essential. Experience of convening and minuting meetings, tracking project 
activities, report writing and donor liaison desirable. Salary: UK £22,000 














Fluent written and spoken English required Jor all positions, 
Qualified candidates living with HIV/AIDS are particularly encouraged to apply. 







For details about the positions, application deadlines and interview 
dates, see the Alliance website wy watidsalliance.org, 





European Agency for Reconstruction 










The EUROPEAN AGENCY FOR RECONSTRUCTION, with its Headquarters in Thessaloniki and 
Operational Centres in Belgrade, Podgorica, Pristina and Skopje is responsible for the management of the 
main EU assistance programmes in the Federal Republic of Yugoslavia (the Republic of Serbia, Kosovo, 
the Republic of Montenegro) and the Former Yugoslav Republic of Macedonia. 








We are looking for a new staff member (Temporary Agent) to whom we offer an 18-month contract (with 
the possibility of renewal) and a competitive salary. 


PROGRAMME MANAGER: JUSTICE AND HOME AFFAIRS (JHA) 
Grade A7/A4 - Ref No: SKP 004/TA 


The programme manager will work, within the Operations Division in Skapje under the supervision of 
the Head of Operations, 














Tasks: Candidates must have: 






* Assessing needs and designing projects in the * The citizenship of one of the Member States 
Justice and Home affairs sector, with special of the European Union 






emphasis on the judiciary * University degree in related fields 

* Elaboration of strategy papers, reports and * Minimum of 3 years relevant work experience, 
drafting of financing proposals which should include work in the field of 

* Drawing up terms of reference for feasibility policing, public safety, public order and fight 
studies, tenders and contracts against organised crime as well in border 

* Maintaining a dialogue with the public control immigration police 
authorities, civil society, independent * Excellent knowledge of different JHA systems 
institutions, beneficiaries and other donors within the EU 
active in this field Strong understanding of JHA legal matters 

* Appraisal of contractor's reports and including criminal procedures 
preparation af contract amendments * Fluency in written and spoken English, the 

* Progress chasing, supervising and trouble Agency’s working language 
shooting to ensure project progress is in accord. + Experience of working in the Balkans and/or 
with targets set post-conflict or transition situations 

* Representing the Agency at a range of meetings, + Computer skills. inchiding Excel, Word and 
including donor co-ordination in the sector other software and drafting abilities 

* Undertaking field visits to monitor project * Experience of work in a international 
progress environment would be an advantage 
























How to apply: Applications should be submitted by e-mail only to admn@earev.int, with a letter of 
interest indicating the job reference number (SKP OO4/TA) and a detailed CV in English using the 
"European Curriculum Vitae Format' as available on our website http//www.ear.eu.int/jobs/jobs.htm 











The Agency is an equal opportunity employer, and encourages applications from women. Applicants will 
be short-listed on the basis of their CVs, and short-listed candidates will be invited for an interview. 
Candidates who have not been contacted by 31st January 2003 should consider that there will be no 
follow-up to their application. 







Deadline for the submission of applications: 3rd November 2002 












. DO YOU FEEL LIKE YOUR CORPORATE  : 

LADDER HAS RUN OUT OF RUNGS? | 
Do you feel the need for new challenges and opportunities? If 
you're a global senior executive, over 40 years old and 
accustomed to a $100K+ annual salary, we can be the answer to 
your next jump on the ladder of success. Resume Broadcast 
International assists you in your professional search with the 
personal contact necessary for success 24 hours a day, 365 
days a year. Don't wait another minute new opportunities are a 
call away. 





"T Resume Broadcast International 
Resume P.O. Box 6930, San Diego, California 92166, USA. 
Brocürmast Tel: 619 224 9257, Fax: 619 224 9268 


Imerncetional Email: 102224.3306 @ compuserve.com 
SUING UN 
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ew School University 










The Robert J. Milano Graduate School of Management & Urban Policy has over 500 mas- 
ters and doctoral students in 5 programs: Human Resource Management; Urban Poliey 
Analysis and Management; Nonprofit Management; Health Services Management and 
Policy; & Organizational Change Management. The University, located in Greenwich 
Village in New York City, is an innovative educational institution founded in 1919 as a 
haven for intellectual freedom, Education and research at the University are guided by 
both the linkage between theory and practice and a commitment to working toward cre- 
ating a more equitable world, 








Full/Associate Professor in Management 


A senior scholar to provide intellectual leadership to help shape the future 
of an innovative and progressive Human Resource Management graduate 
program. Search Committee Chair: Dr. Bryna Sanger, Search #22162. 


Assistant Professor in Quantitative Methods/Applied Statistics 


Scholars from any discipline are welcome. The successful candidate. will fit 
well in at least one of the Milano School's programs and teach introducto- 
ry and advanced quantitative and research methods programs. Search Com- 
mittee Chair: Dr. Alec lan Gershberg, Search # 22161. 


See www.newschooledu/admin/hr/joblist htm for more details. Please send c.v. and cover 
letter to the appropriate Chair at Milano Graduate School of Management & Urban Policy, 
72 Fifth Ave., New York, NY 10011 or via email to: Stefanie Fail at lailsGinewschool.edu. 
New School University is an Equal Opportunity/Affirmative Action Employer. 
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LEAD ECONOMIST 
Latin America & the Caribbean Region 


The World Bank is seeking a Lead Economist to join the Latin America and the 
Carribean Regional Office in Washington, DC. The selected candidate would be 
part of the Country Management Unit responsible for Bank operations in 
Colombia, Mexico and Republica Bolivariana de Venezuela. The Lead Economist 
would act as the Country Director's main advisor on the country policy dialogue 
and on the design and implementation of Country Assistanee Strategies and 
adjustment operations in the three countries, S/he plays a lead role in managing 
client relations, the economic policy dialogue, work program formulation, 
portfolio management and quality assurance related to outputs and impact. 


Candidates should have a Ph.D. in Economics, a minimum of 12 years’ relevant 
experience, demonstrated effectiveness in conducting policy dialogue on economic 
issues with senior government officials, the private sector, donor representatives 
and civil society. Credibility with the policy community in Latin America, in the 
Bank Group, and internationally is essential. Prior knowledge of Mexico, 
Colombia, Republica Bolivariana de Venezuela or of other Latin American and 
Carribean countries and working proficiency in Spanish are highly desirable 


Interested candidates can find a detailed job description and apply on-line 
through the World Bank's career web site: www.worldbank.org/careers. Vacancy 
announcements are listed under "Bank Careers”. Please apply directly to job 
number 200209059. The closing date is October 31, 2002. 


Candidates should send a detailed curriculum vitae, including a list of 
publications and other written work of which they are the primary author. Due 
to the expected volume of applications, only short-listed candidates will receive 
responses. pad 


The World Bank offers internationally competitive compensation packages. . 
Women and developing country nationals are particularly encouraged to apply. 
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T Executive T5 K-500K+. Career pem into, within or out ra 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 


l Fax: Email 
USA/Canada ^] 202 4781698 cpamerica@ecareerpath.co.uk 
Europe +44 20 75048280 cpeurope@careerpath.co.uk 


Asia / M. East / Aus +66 2 2674688 epasia@bkk. loxinfo.co.th 






The European Banking Federation 
“The professional organisation representing European banks in Brussels 


PAYMENT SYSTEMS ADVISER 


The Role | The Qualifications 

* adviser in the payment systems e experience in payment systems + 
department banking background 
contributing to the formation of the a European vision of payrnent systems 
European banks' common positions fluency in English (French an asset) 
with vision and authority 


Ln " willingness to work in European 

actively participating in the working environment 

groups set up by the European M reti . l 

Payments Counci! self motivated with excellent ] 
interpersonal skills and a good sense of 

working with banks and banking diplomacy 

associations from 18 countries must be willing to relocate to Brussels 

presenting the banks' views to the EU 

authorities and the ECB 


Please reply with full details to Mrs P. Elégant, European Banking Federation, 


10, rue Montoyer, 1000 BRUSSELS, e-mail: p.elegant@fbe.be 


Director, Centre for the 
Economics and Management 
of Aquatic Resources 


Department of Economics - CEMARE 
£40,000 - £48,000 Professor 
£31,129 - £39,141 Principal Lecturer 


Portsmouth Business School, in a submission that included CEMARE, 
received a 4 rating in the 2001 Research Assessment Exercise. 


We are seeking an academic with an established research reputation 
in an appropriate area of natural resource management to lead this 
internationally renowned research group. You will also be expected to 
make a contribution to teaching within the Department. 


With a strong background in economics or a related subject, you will be 


able to demonstrate success in research leadership and in obtaining 
research funding. Appointment to Chair will be made for a candidate with 
an outstanding publications and research leadership record. 


Appointment will be made at Professorial or Principal Lecturer level. 


For an application pack, please contact us at the number (24-hour 
answerphone) or address below, quoting Ref: APBS 2039/E. 
Closing date: 1st November 2002. — 


Q 023 9284 3421 


| O jobs@port.ac.uk 
h o www.portac.uk 


» $ , Personnel Services, University House, 
€ į Winston Churchill Avenue, 
Pi X . Portsmouth PO1 2UP. 


wtf esrb NA C 


Portsmouth | Committed to equality of opportunity | 
















FOR STRATEGIC ALLIANCES 
YMCA OF THE USA, INTERNATIONAL GROUP 


YMCA of the USA, International Group, seeks Assistant Director for 
Strategic Alliances. The successful candidate will negotiate and manag 
grants in youth development (civic education, adolescent reproductiv 
health, and youth employment) and will support efforts in leadership. 
development and capacity building with YMCAs in 120 countries. | 


































Experience in developing countries preferred. Position requires excellent. 
analytical and proposal writing skills, 3+ program management experience | 
(knowledge of government grants preferred), advanced degree in social | 
sciences, fluency in second language. experience developing strategic] - 
plans, sustainability plans, knowledge of assessment tools and monitoring |. 
and evaluation. Must be eligible to work in USA. I 


Submit resumes, writing sample, and references to 


Human Resources, YMCA of the USA, 
101 N. Wacker Drive. Chicago, Hinois 60606 


by November 4, 2002. 
E-mail applications accepted at temp.itl2€ ymca.net 
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International Property 





Sale Washington D.C. 
World Class Tysons Corner Location 
624 Luxury Rental Apartments 
Future Metrorail at Corner 
$177,000,000 (US) 

Almost 6% immediate Return & Potential 


Contact: 
[a Coles at in Capital Realty 


on 961-3287 


"the most productive 
salmon river 

in the hemisphere. " 
-Ted Williams 


* Discover why on 85 acres on the Miramichi River. 
A sporting paradise with modern lodge and one 
mile of private river frontage. 
















2; Located in Blackville, New Brunswick, Canada 
í (only 25 minutes from regional jetport), this 

M 1982 lodge, with its 2 cabins and professional. 

ME kitchen is ideal for use as a personal or 

| corporate retreat. Excellent salmon fishing 

rom April to October and grouse and 

woodcock hunting in the fall. 









E. Bids for purchase will be entertained starting — 
at $975, 000 USD from qualified principals only. 




























Review of Market Price information in the 


: UK Recycling Sector: 
. Invitation to Tender 


The Waste and Resources Action Programme (WRAP) invites suitably 
~ qualified candidates to bid for a research project to assess market price 
- information in the UK recycling sector. 


The intention of this project is to determine the quantity, quality, 
authority and accessibility of existing sources of price data on four 
| _ recyclable materials (glass, paper, plastic and wood). Where data 
| deficiencies are identified, the project is to recommend potential 
' options for improvement. 


Recent research into the behaviour of markets for recyclable materials 
has suggested that a lack of price transparency in the sector is a key 
barrier to market efficiency and development. The ultimate objective of 
this project is to facilitate market participation and further investment in 
the recycling sector by improving price information availability where 
necessary. 


WRAP is a company limited by guarantee, and has been established by 
Government to promote sustainable waste management, ts central 
objective is creating stable and efficient markets for recycled materials 
and products. 


A full Tender Invitation Document can be obtained as follows: 

From the WRAP website, WWW.wrap.org.uk 

Or 

In writing, addressed to Kelly Smythe, WRAP, The Old Academy, 21 
Horse Fair, Banbury, Oxon OX16 OAH. 


a 
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- The EOI Document detailing the selection 
Nocess and project information may be 
btained from CIDCO at the address 
en below up to 7th November 2002, on 
ny working day, between 10.00 am and 
5.00 pm. It can also be downloaded from 
Gur website: www.navimumbaisez.com 





Due to the overwhelming response and on request, the last date for receiving 
Expression of Interest has been extended to 8th November 2002. 


EOls must reach Cidco at the address given 
below, by 3.00 pm on 8th November 2002, 


For details, contact: 

Anil Kumar Lakhina 

Vice Chairman & Managing Director 

City and Industrial Development Corporation 
of Maharashtra Ltd. (CIDCO) 

Nirmal, Nariman Point, Mumbai 400 021, 
Maharashtra, India. 

Tel 91-22-2026665 / 2022481 / 2022579 
Fax: 91-22-2022509 

E-mail: md@cidcoindia.com 

or cidco@vsni.com 
























Kombinat Aluminijuma Podgorica (KAP) Montenegro 
HEN Announces 
INTERNATIONAL TENDER & CALLS FOR BIDS TO 
SUPPLY THE FOLLOWING MATERIALS IN 2003 


(approximate annual quantities): 


T. Heavy Fuel Oil “3.5” - (91,000 MT) 
2. Caustic Soda - (24,000 DMT) 

3. Sodium Sulphide - (2,500 MT) 

4. Aluminium Fluoride - (3,000 MT) 
5. Cathode Sets - (72) 


All detailed and technical information related to this tender can 
be obtained from our website www.kapcg.com 
















Deadline for bid submissions is 15 days from the date of this 
tender publication. 















. The | 
Economist 





CREAT RADA RNR 


Hall 


Master Plan Development 
for Sulaimany University 



















TO ADVERTISE WITHIN THE 
CLASSIFIED SECTION 
CONTACT: 











Within thé context of the Iraq "Oil for 
food" Programme, UNESCO is assisting 
the national authorities with the 
construction of a new university campus 
in Qilyasan, Iraq. Tendering firms must 
have 10 years of experience in planning 
higher education institutions with at 
least 3 universities in a country of the 
Middle East region. The firm will be 
asked to revise and enrich the Program 
of Requirements, produce community 
model alternatives and resulting master 
plan. Conditions of contracts with 
requirements for qualification and 
detailed instructions for bidders are 
available at: 


London 
Ruth Fox 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 
ruthfox @ economist.com 



























UNESCO c/o Churline RAMBELOSON — ED/EPS 


c.rombeloson(CDunesco.org 


7 place de Fontenoy - 75007 Paris - France 






New York 
Beth Huber 
Tel: (212) 541-0500 
Fax: (212) 445-0629 
bethhuber @ economist.com 
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Tenders shall be delivered before 
November 30, 2002 in plain 
sealed packages at the above address. 











MONEO na rar 





Sterne & Co ric 
M&A ADVISORS 


CANADA...a world of opportunity 




















TO THE SOFT WARE INDUSTRY 
91 4. 6 7 4.0220 Free online conuidtation, 24 Tours per day. 7 days per week 
J Abrams & Krochak 






T0: re "b »bal. at 

id ernec fe Ug | obal Det Canadian Immigration Lawyers 
"SE MOST , 250 Merias Street, Star HE Toronto, Ontario, MÁS ERI 

HIRE THE MOST EXPERIENCED 1 Vi 416 482 3287 Fax. +e. () 416 482 060 























Readers are Recommended 
to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or. entering into a 
binding commitment in relation to an 
advertisement, The Economist Newspaper 
Limited shall not be liable to any person for 
loss or damage incurred or suffered as a- 
result of his / her accepting or offering to 
accept an invitation contained. in. any ] - 
advertisement published in The Economist, | - 
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Offshore Corporations 
Banks, Trusts, Foundations 
Bank A/Cs, Credit Cards 









vw GLOBAL-MONEY.ce 








Fax: +3120-524140; 
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LICENSED CO. 
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TAX-FREE S'PORE 
& OFFSHORE CO. 


OFFSHORE 
TAX-FREE 


Companies world-wide 


Incorporation, tax planning & bank a/c 


——— at ianea 





Alen & Bry: ans Consultants 
allen. bryans&pacific.net.sg 
T: 65-63233021 F: 65-63233959 


ntn 


Banking Specialists 
Offshore Company Formation 
Private Bank Acquisitions 
Bank Introductions 
Credit Enhancement 
2nd Citizenship Programs 
Diplomatic Introductions 

Tel: 444 (06)20 7958 9014 
Fax: 444 (0)20 7958 9383 


Formation and administration of 











UNITED KINGDOM g 
LONDON 


LAVECO Ltd. 
Tel: d4-207-5 56-0900 
Fax: +44-207-4556-09 10 
- E-mail: londoniPlaveco.com m 











HUNGARY 


| companies, opening of bank accounts 
 tel/fax/mail forwarding service 


Tel: 436-1-2 17-06-38 | 7 
Fax: £36-1-217-A4.]14 
E-mail hungary@ laveco,com ý 
ROMANIA 
Teh: +40-722-326-329 í 
Fax: 440-21-319-7177 i 


Eamaik romania lavece.com 


PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 
Write or send your manuscript to 


ATHENA PRESS 


CYPRUS 
TL: 4357-24-636-919 
Fax: 4357-24-636-920 
E-mail: cyprus@ laveco.com 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TW1 4EG. UK. 
E-mail: ANONA ONENA com 


f 
f 
í 


Website: www.laveco.com 





SOVEREIGN 


SovereignGroup.com 


USINESS & PERSONA 
„Ya 6 | à ` 


Offshore & Onshore Companies 
Offshore Trusts 

Personal Tax Planning 
Corporate Tax Planting 

Asset Management 

Investment Services 

Venture Capital 

Full Administration & Accounting 
Offshore Corporate Credit Cards 
Trademark Registration & Protection 
Trade Services 

Transfer & Origination of D/Cs 
Ship & Yacht Registration 














Since the 805, The Sovereign Group has advised 
thousands of individuals and companies how 


to protect and maximise their assets. 


In a rapidiy changing world you need the re- 
sources, Support and expertise of a global 
organisation to ensure you receive the correct 
professional advice and services. 


Call us at any of our 23 branches ~ if there s a 


legal way to reduce your tax bill we'll find it. 


GIBRALTAR: 
i Stuart Stable 


TELE of MAN: “UNITED KINGDOM: URAS 


HONG KONG: 
; ; Paul Gresnock ‘Sit d : WH 


; gsaleSoveret 


The SCF Gon est. in 1989 a full r ranges of oth services at Wi we believe are the 
most salad rales oe aval illable by à licensed acta firm. 


80-100 Sydney St. Chelsea, 


Tel 4-44 (0h 20 7352 2274 
Fax +44 ig) 20 7795 0016 





WWW. disc -banicdecount- com 





| & distribution. See your book listed on Amazon.co.uk. 


Email: Info globalcapital.ce G ob al 
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For immediate, friendly advice, please contact: 
Helen Harper LL. B (Hons), Dip. Law, AG! — Janson Lotery B.Sc (Hons) 
E-mail: helencescigroup.com E-mail jansangpscigraup com 
Charles Baker MLA. {Hans} 

E-mail charles@esctignup.com 


London SW3 GNA 





AN INCREDIBLE . 
INVENTION 


Proven to cut electricity costs by up to 40%. 
Manufacturer seeks UK and overseas 


distributors for this top quality high tech 
product with amazing customer demand, 
Tet: 444 (0) 1872 223000 
Fax: edd 003872 264325 
For information pack 
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Do you want your hook published?| - 
We offer publication packages inc. edit, design, print 1! 'FRONT 


PURLESHING LTD 


+44 (0)870 331 3341) 


www.upfrontpublishing.com 


Call now for a free brochure. 
The Courtyards Business Centre, High Street 


Kibworth Beauchamp, l Leicestershire LES OQD 
ECOOl | 
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OFFSHORE 
COMPANIES 


WEALTH PROTECTION 
AND TAX MANAGEMENT 


With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 
effective solutions. 











Solutions for Expatriates 


Trading or investing internationally 


Protecting your wealth 





Setting up a business overseas 


Contact David Stevenson for an 
exploratory discussion or a copy of 
our FREE 110 page brochure 


: +44 (1624) 818899 
+44 (1624) 811011 
J business@ocra.com B 


WWWwW.ocra. com 


:02 94 Certified « Credit cards accepted 
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Output, demand and jobs 
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economy, Germany, where the ZEw expecta- ^ Switzerland ^ «0.4 - 0.4 02 +03 *16 — = 20 Q2  -06 Aug 28 Sept 17. 
tions index feilin October by more than ex- United States +13 +22 02 +24 +28 +04 Ag + 6.1 Aug — — 5.6 Sep — 5.0. 
pected. In France, industrial production fell  Euroarea — tio 07.002, 508 . «20 — 05. 9. 614 M. 8 Ag 80 


by 1.1% in the year to August compa red with *% change at an annual rate, Not seasonally adjusted. + June-Aug; claimant count rate 3.1% in Aug. SEU harmonised rate 8.3% in Sep. 


a fall of 1.4% in the year to July, and retail 
Sales dropped by 1.5% in the yearto Septem- Ne oo UTEM M—MM—————————M——— 
ber. Italy's industrial output in the year to Prices and wages 

% change on year ago 





August fell by 7.0%. The Economist poll 
. . ... Consumer prices consumer prices forecast Producer prices | Wages/earnings - | 
Consumer prices in the year to September latest yearago 2002 2003 latest year ago latest yearago 
rose by 1.6%in Austria, by 1.8%in France, — jusuig r28 o +60 28 +25 1i u ose r m RE 
by3.4%in the Netherlands and by3.5%in Austra ^ a a A NEP T UNFECUA TH CÓ 
Spain. Producer prices rose by 0.3% in the Belgium — | * 13 Sep +2 fg dox ORM 10 Cop o 417 
year to September in Germany, but fell in Eien S: T DE MK eg 2$ ouod r ER MC: à DE. EET Suid i 3S E a 
* 2.6 Aug + 2. * 2. * 2. * 0.4 Aug + 0, *30 Ji +i 

Denmark by the same amount. Denmark — +24 Sep + $3 #23 «20 — -03 wp 0j 433 Q 447 

Frame — + 18 Sep +15 18  *14  -02 Ag *09 38 Q +42 
France's trade balance chalked up a smaller Germany *10 Sp +21 «14 411 +0.3 Sep  -02 421 Ji «17 
surplus in Augustthan in July, butthe 12- Italy — — $26 sp +26 +24 | 19 02 Ag +12 «25 Aug *25 
month surplus widened to $9.7 billion, from Japan ^ 0.9 Me -07 -09 -06 20.4 Sep  -03  -34 Mg - 13 
$9.4 billion. Spain's trade deficit narrowed Netherlands — t34 Sep +47 +37 +24 *02 Ag +18 «3.1 Ag «50 
in August, giving a 12-month total deficit of 
$36.4 billion. 


Japanese industrial production rose by 1.4% 
in August, rather than the 1.6% originally 
estimated, deepening worries about the 
strength ofthe country's manufacturing re- 
covery. Japanese retail sales fell by 1.3% in 
the year to August. 


Canada's unemployment rate rose to 7.7% in 
September, up from 7.5% in August. 


In Britain, consumer-price inflation in- 
creased from 1.4% in August to 1.7% in Sep- 
tember, thanks in part to the soaring 
property market. The RPIX measure of infla- 
tion, which excludes mortgage-interest pay- 
ments, also inched up from 1.9% in August to 
2.1% in September, although it remains well 
below the Bank of England's 2.5% inflation 
target. Producer prices rose by 0.4% in the 
year to September. As measured by the 
claimant count, the number of unemployed 
fell for the third consecutive month in Sep- 
tember. 








Data on more countries are available to 
subscribers on www.economist.com 
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Money and interest rates 





Money supply* LL [nterestrates% p.a. (Oct 16th 2002) 

% change on year ago 3-mth money market 2-year 10-yeargov'tbonds ^ (corporate 
NEVER. narrow — b road latest — | yearago — gov'tbonds — latest — 'yearago bonds _ 
Australia - 4.2 — «8.8 Aug — 491 — 438 — 504 — 580 ^ 541 ^ | 700 
Britain — — * 8.5 5.6 Aug — 3.91. 5:39 384 1 468 — — 436 |. 5.97 — 
Canada — «16.2 — «7.3 Aug 2.83 2.92  — 3.52 — 5.21 525 699 
Denmark +63 + 7.0 ^g — 355 à^930390 —3. 3 S II. uL 4.83 686 
Japan 429.7 +33 Sp — 0.02 — 0.01  $& 0.00 Á&— 106 — 1.8 A 
Sweden +22 + 4.2 Jn 404 ^ 370 ^. 422 ^ . 511 ^) 517 à £493 
Switzerland — «12.3 — + 6.8 Sep —— OL EÉ 102 à ell ^ 3.03 4.18 .— 
United States - 0.6 — * 6.5 Sep — — 22835. 2091 x 4.03. 476 6.41 — 
Eur area! — +7.8 + 7.0 Aug 3.29 4.56 4.60 5.65 





“Narrow: M1 except Britain and Sweden MG, broad: M2 or M3 except Britain M4. T Germany for bonds. Benchmarks: US 30-year 4.97%, Japan 
No.242 1.06%. Central bank rates: US fed funds 1.75%, ECB refinancing 3.25%, BOJ overnight call 0.001%, BOE repo 4.00%, Sources: 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbürsen, UBS Warburg, DRI-WEFA, Westpac, Thomson 
Datastream, Rates cannot be construed as banks’ offers. 
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Stockmarkets 
Market indices 
RG change on | — 
09002 one record Dec 31st 2001 
Oct 16th high low week high in local in$ 
MUERE currency — terms — 
Austratia(AllOrdinaries) 2,948.8 — 3,4400 — T ETE = 
Austria (ATX) 1080.6 1,357.2 1,003.7 —— +27 -40.7 ~ 9.6 703 
Belgium (Bel20) 2,015.8 2,899.8 13733 —— «137 —— -453 7275  -201 
Britain (FISE100) — ^ . 4,057.7 5,3238 — 3,6013  — * 84 — Ale -22.2 -MO0 Á 
Canada (Toronto Composite) 6,157.0 7,958.1 5,695.3 — -81 —-439 -— -19.9  -193 
Denmark (KBX) — 1689 2334 1964 — * 79 -440 — -249 -WA 
France (5BF250) — — 2,040.6 —3,081.9 — 1794.5 —  $*13.7 à—. -53.9 -316  -245d— 
eee: (CAC40) — — 3,067.7 — 4,688.0 3 2,656.5 ^ «: +15.5 ^ -557  —-337  -?68. 
Germany (Xetra DAX) 3,008.9 — 5,462.6 — 2,597.9 — 198 ——- -62. -417  -35J 
Italy(BQ) — —— 1,066.9 — 1,513.0 & 974.4 &—— * 9.9 , -51T — -25.6 0 717.9 
Japan (Nikkei 225) 8,884.9 11,979.9 —8,439.6 &— * 40 —-772 — -157 .-112 
| (Top) 88015 1139. | 835.6 ^ ^ * 44 ^à—.—-694 ^à^ | -146 à -100 J 
Netherlands (AEX) — — 3319 —— 5312 — 2914 ^  «*139 &——- -527  — -345  -278 - 
Spain (Madrid SE) (091. 84831 — 568.5 +85 — -462 -252  -114 en 
Sweden (AffarsvaridenGen) 138.8 236.8 122.7 #1310 -653 ^ -400 31.9 
Switzerland (Swiss Market) ^— 4,925.1 — 6,684.1 — 4,435.0 — «111 ^  -415 ^ -233 ^ -147 
ue e (OMEN mM 8,036.0 10,035.3 — 7,2868 &— 410.3 ^: -315 -198  -198 - 
|... (S&P500) 8601 11725 ^ 776.8 ^^ *107 ^  -437  — -251  -25.1 
(NASDAQ Comp) 1,232.4 2,059.4 ^— 1, 1141 — 4106 — -756 ^ -368  -368 
Europe (FTSE Eurotop 300)* 884.8 1,279. —— 7972 ^  *11.0 (2481  — -29.8  -226 
Euro area (FTSE Ebloc 100)* 725.5 1,125.1 —— 639.4 &— *135 à—  -532 &— 1-348  -?80 
Word (MSC)? ^ 7720 10044 ^ 7037 +97 ^  -467] Ma -231. 
World bond market (Salomon)? 491.9 ^ 5042 ^ 4303 ^ - 14 —— - 24 ^ ma s*119. 





*]n euro terms. | Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 
salomon Smith Barney World Government Bond Index, total return, in 5 terms. 
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Trade, exchange rates and budgets 





Trade balance*, $bn LL Currentaccount č Exchange rate Currency units — — Budget 
latest 12 $bn The Economist poll trade-weighted! per per per per balance 
months latest 12 mths % of GDP, forecast Oct 16th yearago $ £ euro — *100 % of GDP - 
E A AE AM OO a i pect EU OU NOM BOO ciara 2002+ 
Australia — —" -LO1J Mg — 7-116 q /— -37  Á)3-998 
Nc re MU s cus EM IU a RRsat ea shinee Ce I IR OMA e deed Me e 
Belgium + 147 Jl + 125 Jwé +50 — «51 ^ à nm 992 10) .—- 
Britain — à — (c 46.2 Aug -258 Q — -21  -20 1 
Canada — — *343 4 ——  , tii OG 
Denmark — — — + 73 Mg * 35 Mg — «22 O 4: 
Frane —  * 97 Mg — +273 X — *17 ^ *16 
Germany — — 51066 Aug —  — *319 Aug +1 
Hay —  — — *106 Ji —  à- 31 X à— à ml —-01 
Japan — 86.5 Mg — , Ti10 Awg —— *£8 O t59 2 1292 er 
Netherlands — — * 26.0 Au — 
Spain — ^. 7364 Mg — O 
Sweden — — * 146 Ng — — + 
Switzerland — — t E E ee 3101 A 
United States — -438.5 Jui — — /Zq408.B 02 ^ a 
Euro area £833 Jub 
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The Economist commodity price index 





1995=100 Rt 
% change on 

Oct8th Oct 15th* one one. 

Ot year 

Dollar index 

Allitems 74.3 75,7 *02 +20.6. 

Food 79-4 808 . 0B +239 

Industrials 

"d ONES ERE. 68.8 — * 19 157 

Nl —— — 708 ^ 724 +42 429.8 

_Metals — — 645 657 — + 

Sterling index 

Allitems — . 75.33 — 76.8 &— -11 *123 

Euro index 

Alitems — — ' 99.8 —— 1013  L-12 116 

Yen index H 

Allitems 98.2 100.5 ^— *2.0 +241. 

Gold 

$peroz — 319.60 &— 31550 . -03 117 

West Texas Intermediate 

$ per barret — 29.46 — 329.77 — * 2.3. 433-5. 


* Provisional. t Non-food agriculturals. 





Emerging- market indicators —" The Economist October 19th 2002 





Overview 


China's GDP grew by 8.1% in the year to the 
third quarter, thanks to strong export per- 
formance and high public spending. The 
country's trade surplus rose to $29.1 billion 
inthe 12 months to September. 


Brazil'scentral bank raised short-term inter- 
est rates by three percentage points on Octo- 
ber 14th. Fears that higher interest rates 
would choke off hopes of recovery led to a 
3.9% fall in Brazil's stockmarket. 
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Economy 
* change on year ago latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves* 

production prices balance account $bn, latest 
China eLm s +13.8 Sep o0 Mg os +29.1 Sep _+17.4 2001 258.6 Sep 
HongKong — t9. m o Hg aa 0033 Ag o 2.84 Aw — *15.7 02 ^ — 111.2 Sep. 
India — 5 5 $6.0 € — *57 aug — 39 Ng — -51 Mg +20 o 59.5 sp. 
indonesia — «35 c — -138 0 — 101 se — (266 mg +61 Qi 293 Aug. 
Malaysia cn At 38 02 *59 Ag —— +21 Sep 112.8 Aug — * 6.9 Q2 — ^ 33.0 Aug 
Philippines — — «4.5 o — + 6.4 J4 — «29 Sp — LOB AD +63 Jun 13.2 sep 
Singapore — — . t37 0  —*158 Mg — -04 wg — *069 Au 317.5 Q2 — 80.7 sep 
South Korea — 163 € + 8.5 Aw — 31 Sp — 99 so +55 Aw — 1165 Au 
Taiwan — — — +30 @ 4  : +58 Aug o -07 Sep +18.2 Sep — 424.8 Q2 —— .156.4 Aug 
Thailand +51 a2 *11.4 Aug + 0.4 Sep + 3.4 Aug + 6.3 Aug 37.7 Aug 
Argentina — -13.6 a2 -.9: Aug 438.5 Sep — — 4141 Aw +39 02 9.2 Aw. 
Brazil — — o 410 q ^ *09 wg — 479 Sp —— $9.9 Sp — -15.2 Aug — : 37.6 Aug 
Oe. AT Q9. — E See + 6:4 Mg  -06 a — 14.9 Aug 
Colombia ——  *22 Q9 — «27 mM $60 Sep +05 X  -14 0 106 Aug 
Mexico — —— *241 | Q? + 0.7 Aug +50 Sep —— - 7.9.0 Aug —-16.3 02 č 46.5 Aug - 
Peru — 398 ^e + 68 J ae + 0.7 Sep + 0.2 .— Ji 7 L0 Q2 — 9.5 ag 
Venezuela -9.9 qe - 6.6 Ju +28.2 Sep +8.5 Q2 0419 o 8.2 Ju 
Egypt — 49 ami — *78 zmt +27 wg — -79 Xm — ni o — 130 qe 
mre A. /— -18 M — *64 &p —  -62 Mg -23 Q 246 Sep 
SUE AG 622 09 .. 82 A& — 1025 Sp 14 Ap —03 q.—— 60 AR. 


Turke «8.2 Q0 + 7.2 Aug +37.0 Sep -10.9 Ju 415 Jul 25.1 Aug 
TU Wey aueor —ÓM————— M M2 3W BD 30/— 25.1 Aug 





Czech Republic — « 2-5 a — - 28 Au — — t 0.8 Se -23 Aug I3 02 ^ 22.3 Sep 
Hungary ———— 131 œ ——— -09 he — v4.6 Sp —  - 26 Mg -24 mg 103 Ag. 
Poland — — *08 a Zi Aug ——* 13 sp — — -103 Aw — 6.4 Aug — 28.2 Sep. 
Russia +41 Q0? * 5.5 Sep *15.0 Sep +42.6 Aug +28.3 Q2 41.9 Sep 


*Excluding gold, except Singapore; IMF definition. tYear ending June. 
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Financial markets 
g Currency units Interest rates — Stockmarkets — % change on 
u per $ per £ short-term Oct 16th Dec 31st 2001 
Oct 16th year ago Oct 16th % p.a. one in local in $ 
week currency — terms 
China — — 828 828 ^ : 149 ha 16045 toi —- 2.09, 63 
HongKong — 7.80 ^ 780 121 — 219 ^ 9,4591 «54 r0 -10 
DUE oon. 80 — Me Ts — 5-82 TS 
indonesia — 9,94 — 10013 — 16281 — 1397 7 7 3574 — -88 . - 88  * 31 
Malaysia — — 3.80 — 3.80 — 5.90 — 3.10 BORO lc sid 5 39. o 89 
IUe 559.9508 ., 87. 100. — 10927. 34. 100 — 125 
Snppore ae 182. 0278. 0119. " 14394. 345 — M6  - Bb 
South Korea — 1,242 ^ 1,298 1,929 ta dE at 1,0909 466... 5-83. 2 30 
WM nes 5 965. 92 — 010. 04233 109 — 219 T 
Thailand 43.8 44.7 68.0 1.94 332.8 ~1.6 + 9,5 + 10.6 
Argentina — —— $61 —. 100 |. $61 |. 21.30 5380 «10.4 +48.3 — - 58.9 
Brazil — [387 — 272 — $601 1790 ` 8,370.9 -39 ^  -383  -632 
Chite — — — 747 — 704 1160 236 4586.6 — -02 — - 150  -248 
Colombia — — 2,858 — 2,300 4,440 ^ 7191 ^ 12929 -03 »207  - i8 
Heko 11108... 973... 1860. Jda 5949. 328 —— 70 — 4 
Peu — 0. 363 345 5.04 — .— 467  — 11820 . +3. f oU6 Ver 46. 
enezuela 1,412 743 2,193 29.83 7,511.4 -]1.1 + 14,3 ~ 38.7 
Egypt 4.63 4.26 7.20 6.71 5,195.3 -14 157 ce 0] 


(—X-XP— 





EMBI+! 1.00 1.00 1.55 na 203.5 +0.4 na + 1.6 
*Emerging Mkts Free, 1 J.P. Morgan Chase's Emerging Mkts Bond Index Plus. f In $ terms. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; UBS War- 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; 
Standard Bank Group; Garanti Bank: Deutsche Bank; Russian Economic Trends. 
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Data on more countries are available to subscribers on www.economist.com 
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V CONMIGO 


NEW TITLE 


Like atomic reactions, M&A's release 
bursts of energy within companies, 
some of which are creative and some 
of which can be destructive. This book 
examines how companies can make a 
success out of what has been shown 
repeatedly to be a course of action 
that is difficult, disruptive and 
unpredictable. 


Business Ethics is a practical quide to 
why ethical business is good business. 
It provides a practical framework for 
businesses to ensure that their ethics 
meet standards that enhance their 
reputation and performance. 


NEW TITLE 
There can be no doubt that that the 
Internet will permeate nearly every 
aspect of our lives. This collection of 
surveys and articles from The 
Economist shows just how much the 
Internet has changed the world, and 
how much more it is likely to change it 
in the future. 


The words commonly used in 
international finance are colourful 
and confusing. This comprehensive 
reference book shows the way through 
the maze by bringing together in one 


volume the terminology used in banking 


and insurance as well as in the money, 
commodity and securities markets. 


This guide provides a 
comprehensive analysis of the 
potential of e-commerce and 
the difficulties and pitfalls for 
companies around the world in 
this brave new business arena. 


ban 
ECONOMICS 


Successful 
Innovation 
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MANAGEMENT 
DEVELOPMENT 











This book contains a wealth 

of tightly written expert analysis 
by those who contribute surveys 
and articles on economics to 

The Economist on the forces 

that influence the modern global 
economy. 


Drawing on the principles of 
complexity science, this guide 
provides a wealth of insight and 
detailed practical guidance on 
how companies can adapt, survive 
and prosper in the complex 
environment that globalisation 
and the connected economy have 
brought about. 


Improving Marketing Effectiveness 
analyses marketing's so-called 
mid-life crisis. Examining the 
evidence, using case studies and 
reviewing marketing tools, this book 
shows how to create an integrated 
knowledge-based system for satisfying 
customer's needs profitably. 


NEW TITLE 


Successful innovation is crucial 
to a business's competitive edge. 
This book pinpoints the processes 
and capabilities required by 
organisations to foster creative 
thinking and, equally important, 
to capture and shape the 
resulting output. 


This book provides guidance in 
how to design management 
development initiatives, choose 
appropriate suppliers and assess 
the outcome. It also gives advice 
on how to get the best value from 
courses and programmes aimed 
at the individual. 


NEW TITLE 


This book is a collection of surveys 
and articles on globalisation that 
have appeared in The Economist. 
They cover issues from migration, 
trade and the influence of 
multinationals, to the role of the 
IMF, the environment and how 
technology is helping the world's 


Globalisation 


Making some of an integeating word 





poorest countries. 


ir Measuring business performance 
is at the top of the management 
agenda. This title looks at the roles 
different types of measure fulfil, 
and presents a framework aimed 

at guiding organisational thinking 
about measuring business 
performance. 





If you deal in figures as well as 

words, then you cannot afford to 

be without this book. There are 
chapters on Finance and investment, 
Forecasting techniques and Decision- 
making. A cross-referenced A-Z section 
provides a clear explanation 

of most numerical terms. 


NUMBERS 
GUIDE 





Guide to Analysing Companies 


Guide to examines published and financial 
Analysing : "eps 
Companies reports, measuring profitability 


€ and efficiency, stock market 
performance, liquidity and solvency, 
capital, management and strategy 
structures. It is invaluable for 
anyone who wants to make an 
informal judgment about a company. 


— This lively and authoritative guide 
explores the hundred ideas that 
have most influenced approaches to 
business management. Each idea is 
covered in a standard comprehensive 
way, with an explanation, a brief 
history of its development, and 
recommended fiirther readina 


MANAGEMENT 
IDEAS 
=, 


apy 





quired. 





Guide to Business Modelling 

Guide to Business Modelling is a 
definitive book, full of practical 
help on how to build the best, 
most flexible and easy-to-use 
business models for analysing the 
upside or potential downside of 
anything from a small development 
of an existing business to large-scale 
mergers and acquisitions. 


Price £25.00 


BUSINESS 
MODELLING 





1 
n 


WE 


Guide to Financial Markets 
wm The introduction of the single 


Guide to , 


Financial | currency makes this book especially 
Markets relevant.It provides a clear guide to 


the complex world of financial 
markets that even those who work in 
it often find hard to understand. 








Style Guide 
= Developed from the style guide 
Style Guide used by Economist journalists, this 


best-selling guide, which is now in 
its seventh edition, will enlighten 
and amuse, while helping you to 
write clearly and succinctly. 


Price £16.99 


Guide to the European Union 

This volume explains how the EU 

has developed, what the single 

Sino market means for business and 
UNIO the implications of monetary and 

economic union since Maastricht. 

No other guide deals so 

comprehensively with how the 

EU operates—and why. 


GUILT 


Price £20.00 


To order please complete your 
details in block capitals and return: 


Phone +44 (0)20 7839 1937 

Fax +44 (0)20 7839 1921 

E-mail contactus (2economistshop.com 
Online www.economistshop.com 


Post Please return this order form to: 
The Economist Shop 
15 Regent Street, London, SW1Y 4LR, UK 


UK delivery 

Standard post—£2 for 1 book plus 

£1 per book thereafter, up to a maximum of £5. 
48-hour delivery—£6 per order. 


Europe delivery 
Standard Airmail—£3 for 1 book plus £2 


per book thereafter, up to a maximum of £9. 
Courier 3-4 days delivery—£6 for 1 book plus 


It is the definitive quide to why 
different financial markets exist and 





Guide to Economic Indicators 


£2 per book thereafter. 
how they operate. am This practical and comprehensive guide 
Price £20.00 Ec provides the keys to all the major and Rest of World delivery 
Indicators | "ny minor economic indicators: Standard Airmail—£5 for 1 book plus £2.50 


nnd growth, trends and cycles, GDP and GNP, 
. investment and savings, industry and 
commerce, the balance of payments and 
exchange rates, money and financial 


per book thereafter, up to a maximum of £15. 
Courier 3-4 days delivery—£6 for 1 book plus 
£3 per book thereafter. 








markets. 

I enclose payment/please charge my credit/debit card (delete as I would like to order: Qty. Price I would like to order (cont.): Qty. Price 
p ; | (Payable to XS - = =e m [ i f — — = 
necessary). Tick method of payment: Cheque The Economist Shop) Successful Mergers £20.00 Numbers Guide £17.99 
: 1 A Business Ethics £20.00 Guuide to Analysing Companies £20.00 

Visa MasterCard Diners Amex Switch | - | E : » | 
l | R 
Gardino E-trends - Making Sense of the Electronic Revolution £20.00 Guide to Management Ideas £25.00 
T. 3 International Dictionary of Finance | £25.00 | Guide to Business Modelling | £20.00 
; : E-commerce £20.00 Guide to Financial Markets £20.00 
Card expiry date = / | Issue no. Economics £20.00 Style Guide £17.99 
| — — = = = = LL = 4 
Cardholder's name | Managing Complexity | £20.00 Guide to the European Union £20.00 
Improving Marketing Effectiveness £20.00 Guide to Economic Indicators £20.00 
Signature Date Successful Innovation | £20.00 Sub-Total 
Management Development | £20.00 . | 
"-— — | ur | Delivery 
Name Mr/Mrs/Ms/Miss Globalisation - Making Sense of an Integrating World £20.00 
Measuring Business Performance £20.00 Total 
Company 
Delivery address (work/home) 
The Economist Newspaper Ltd may wish to use your personal information to contact you with details of offers and products which we think may be 
of interest to you and/or for the purpose of market research. Please tick the box if you would prefernot to be contacted for these purposes by 
= B m (J The Economist Shop and related products C Other Economist Group Companies O External Organisations If you wish to receive communication 
from the above companies, can these be sent to you by e-mail? L] No (Note: this applies only to your preferences indicated above). 
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Faster and Cheaper 
han IBM or BEA 
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Best Performance - Any Computer 
ECperf Industry Standard Java Benchmark 





BBops - 
Benchmark Business 
Operations Per Minute 


É 44,295 





Oracle9; IBM BEA 
Application WebSphere WebLogic 
Server 


Oracle's Application Server also has the lowest price 
Oracle $5/Bbop; BEA $7/Bbop; IBM $11/Bbop 





As of duly 8, 2002: 


Brace, Sun; 61,862.77 BBops/min € STD, S2I/BBops/mindt STD | / 1 f 

IBM: 44,294.97 BBonsmindi STD. S23/8Bopsimin S STD orac e. com Java aster 
SEA on HF: 37,701 BBops/riin E STO, SaU/BBaps/mind STD 

Oracle: 24,639,37 BBops/min 4 STO. $5/BBops/min t STD 

BEA: 7,538.80 BBops/min t STO, S//BBops/min dt STO 

HM: 32, 581,47/8Bops/minde STD, $11/8Bopsrmin d STO 

Source: hitpi£eeperf tieserversida com/ecpert! 


Copyright © 2002, Oracle. Ali rights reserved. Oracle is a registered trademark of Oracle Corporation and/or its affilistes. Other names may be trademarks of their respective owners. 
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0'"71486 02674 "7 fi 


Cambodia 3 Indonesia ' > Philippines 
Chiaa RE lagern MO, o>! Cine roo g $£0 EN (lee GST) 





To create a distinguished 
triple-blended Scotch 
Whisky like Chivas Regal 
Is a time-consuming 


process. For more than 


200 years, Chivas Bros 





has assembled a 
uniquely rich inventory of the world's 
rarest Scotch Whiskies. These include the 
beautifully balanced and characterful 
Speyside malts; aromatic Highland malts; 
soft Lowland malts; pungent and smoky 
Islay malts, along with many of the lighter 
and sweeter grain whiskies. The way 


that Colin Scott, the Chivas Bros Master 





Blender, triple-blends these Scotch 
Whiskies creates the deliciously smooth 
and refined taste of Chivas Regal that 
cannot be matched. In fact, nothing 
mechanical can match the Master 
Blender's considerable talents. The result 
of his painstaking endeavours is quite 
simply the finest whisky known to man. 
An exquisite blend crafted from a 
veritable wealth of magnificent malt 
and grain Scotch Whiskies. A masterpiece 
of taste, texture and aromas. Chivas Regal's 
superior flavour and irresistibly generous 
mouthfuls of toasted apples with hints 
of honey, are the result of two centuries 
of celebrated craftsmanship. One glass 
will be enough for you to appreciate the 


true complexity, richness and smoothness 


that is Chivas Regal Scotch Whisky. 
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Politics 


The United States started can- 
vassing wider support in the 
United Nations Security 
Council for a draft resolution 
on disarming Iraq, as France 
and Russia, both veto-wield- 
ing members, persisted in 
their objections to its tough 
conditions. After roughly six 
weeks of negotiations, the 
Bush administration indicated 
that its patience was begin- 
ning to wear thin. 


President George Bush signed 
into law a huge increase in 
defence spending. The $335 
billion bill represents the big- 
gest increase since Ronald Rea- 
gan's cold-war build up. 


A tenth person was shot dead 
in Washington's wave of 
sniper killings. Another was 
injured. A letter to police gave 
warning that “your children 
are not safe anywhere at any 
time" and reportedly de- 
manded $10m to stop the kill- 
ing spree. Two men were 
arrested in Maryland in con- 
nection with the attacks. 


The Supreme Court narrowly 
decided that executing con- 
victs who were younger than 
18 when they committed their 
crimes was constitutional; it 
had earlier decided that 15- 
year-olds were too young. 


l Free press or repress 


Country ranking of press freedom 

Top five Bottom five 

1 Finland 135 Bhutan 
Iceland 136 Turkmenistan 
Netherlands 137 Myanmar - 
Norway 138 China 

5 Canada 139 North Korea 


Source: Reporters Without Borders 


Press freedom is not neces- 
sarily the preserve of rich de- 
veloped countries, according 
to a study by Reporters With- 
out Borders. Though the best 
and worst include few sur- 
prises, America, in 17th place, 
comes in below Costa Rica; It- 
aly, the lowest-ranked G7 
country at 40th, sits only just 
above Mali; and Russia lan- 
guishes at 121st behind both 
Sudan and Haiti. 


Chechen terror 


Some 50 Chechen terrorists 
burst into a Moscow theatre, 
threatening to kill 700 in the 
audience and blow up the 
building unless Russia pulled 
its troops out of Chechnya. 


Turkey's chief prosecutor 
asked the Constitutional 
Court to ban the conservative 
Justice and Development 
Party, now leading opinion 
polls for a general election on 
November 3rd. Its leader is al- 
ready barred from standing; 
the new court case could run 
for months. 


A parliamentary election in 
Montenegro brought victory 
for those who want a com- 
plete split from Serbia, its 
partner in what is left of the 
old Yugoslavia. 


In Britain, attempts continued 
to avert a strike by the fire- 
men's union over a 40% pay 
claim reminiscent of 1970s la- 
bour militancy. 


Britain's education minister, 
Estelle Morris, resigned mak- 
ing a rare admission of politi- 
cal shortcomings. Recent 
blunders included tampering 
with exam grades. 


The Netherlands fixed Janu- 
ary 22nd for a fresh election 
following the collapse of its 
short-lived three-party co- 
alition government. 


Hunting the bombers 
Indonesian police said they 
were hunting for three Indo- 
nesian men in connection 
with the bombing of Bali's 
nightlife district that killed 
more than 180 people, mostly 
foreign tourists. They were 
also waiting to question Abu 
Bakar Basyir, leader of a Mus- 
lim militant group, Jemaah Is- 





lamiah. He was taken ill after 
the Bali attack. 


In the Philippines police ar- 
rested five men said to be 
members of Abu Sayyaf, a 
group believed to be linked to 
Jemaah Islamiah. Twenty one 
people have died in bomb at- 
tacks in the Philippines this 
month, among them an Amer- 
ican soldier. 


Paulo Pinheiro, the UN hu- 
man-rights envoy to Myan- 
mar, met Aung San Suu Kyi, 
the country's pro-democracy 
leader, for the first time since 
her release from house arrest 
in May. They discussed the 
possibility of talks between 
Miss Suu Kyi and the ruling 
military junta. 


South Korea sent top-level offi- 
cials to North Korea to ex- 
press alarm about the North's 
newly-disclosed uranium-en- 
richment programme. A 
spokesman said that the 
North had "listened sin- 
cerely". The leaders of Amer- 
ica, South Korea, Japan and 
China, preparing to attend an 
Asia-Pacific summit in Mexico, 
were due to compare notes on 
what to do next. 


In a new move in its crack- 
down on corruption China 
said it wanted to arrest Yang 
Rong, former chairman of the 
country's largest van maker, 
for economic crimes. Mr Yang, 
said to be China's third-richest 
citizen, is believed to be in the 
United States. 


Looting continues 

A UN report accused Rwanda 
of continuing to loot eastern 
Congo's minerals, even after 
its army officially withdrew 
from the country earlier this 
month. 


Mass graves were found in 
Guinea, a human-rights group 
said, suggesting that the late 
dictator and liberation hero, 
Sékou Touré, killed even more 
people than hitherto thought. 


A senior State Department of- 
ficial, William Burns, toured 
the Middle East to promote a 
"road map" for Palestinian-Is- 
raeli peace. Sceptics scoffed 


ine Economis 


that America simply wants to 
keep the conflict quiet while 
focusing on Iraq. 


Bahrain held its first general 
election since 1975. Opposi- 
tion parties of the majority 
Shia sect boycotted, protesting 
a decree allowing King Ha- 
mad to appoint a second 
chamber with equal power to 
the elected parliament. 


George Bush signed the Su- 
dan Peace Act, allowing 
America to punish the govern- 
ment in Khartoum if it fails to 
“act in good faith” in negotia- 
tions to end its civil war. 


Lula's lead 

On the eve of Brazil's presi- 
dential election this Sunday, 
opinion polls gave Luiz Inacio 
Lula da Silva of the left-wing 
Workers’ Party an apparently 
unshakeable lead of some 30 
percentage points over Jose 
Serra, of the centre-right gov- 
erning coalition. 


More upheaval in Venezuela: 
a group of senior military offi- 
cers staged a protest in which 

they called for the resignation 
of President Hugo Chavez. He 
ignored them. 


In Ecuador's presidential elec- 
tion, voters rejected tradi- 
tional politicians and backed 
Lucio Gutierrez, a left-wing 
former colonel and coup 
leader, and Alvaro Noboa, a 
banana magnate. The pair face 
contesting a run-off ballot on 
November 24th. 


Colombia's wars came to the 
cities: in Medellin, govern- 
ment troops retook a slum dis- 
trict from FARC guerrillas after 
two days of fighting in which 
14 people died. In apparent re- 
taliation, a car bomb near Bo- 
gota’s main police station 
killed two and injured 38. 
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Business 


ABB teetered on the edge after 
its shares plunged by over 
60%. The Swiss-Swedish engi- 
neering group issued a profits 
warning and revealed that it 
could not afford mounting as- 
bestos liabilities. America's 
Supreme Court had stymied 
its bid to stop future asbestos 
claims. In a bid to avoid bank- 
ruptcy ABB announced a re- 
organisation of its businesses, 
cost cutting and disposals. 


The world's largest media 
company, AOL Time Warner, 
announced that it would re- 
state two years of results for 
America Online, which 
bought Time Warner in 2000. 
An internal investigation 
found that AOL, currently un- 
der scrutiny by the Securities 
and Exchange Commission 
and Department of Justice, 
overstated online ad revenue 
by some $200m. 


A German utility, EON, 
bought the British electricity- 
generating business of TXU, 
an American power firm, for 
€2.2 billion ($2.1 billion). rxu 
is hastily pulling out of Euro- 
pean activities to safeguard its 
troubled home operations. 


Pfizer filed a lawsuit attempt- 
ing to block rival drug makers, 
including GsK and an Eli Lilly 
joint-venture, from launching 
anti-impotence drugs that use 
the same active ingredient as 
its own product, Viagra. A sim- 
ilar case failed to stand up in a 
British court. 


Virgin Atlantic Airways paid 
£13,000 ($20,100) to compen- 
sate a woman for injuries sus- 
tained after she was squashed 
by an obese passenger in a 
neighbouring seat on a trans- 
atlantic flight. 


Adobe building 
Adobe Systems, creators of 
Acrobat, a free and ubiquitous 
online document-distribution 
system, launched new (but 
not free) software that will al- 
low customers to complete 
and sign forms online. Digital 
signatures will allow an array 
of new online transactions; 


another step towards the fa- 
bled paperless office-though 
trees would be unwise to start 
celebrating too soon. 


‘The Internet suffered a big at- 


tack. Nine of the 13 root serv- 
ers that guide traffic around 
the system were flooded with 
a deluge of spurious data in- 
tended to bring services to a 
halt. However, the assault 
lasted for only an hour, leav- 
ing most users unaffected. 


Legrand delusion 

The EU's second-highest court 
ruled that the European Com- 
mission was wrong to block a 
merger between two French 
electrical-goods companies, 
Schneider and Legrand, cit- 
ing "errors and omissions" in 
the commission's reasoning. 
The judgment, weeks after a 
similar rebuff, prompted calls 
for a radical overhaul of the 
system; the commission plans 
to appoint a chief economist 
and improve scrutiny. 


Vivendi Universal confirmed 
that it would sell its non- 
American publishing busi- 
nesses to Lagardére, France's 
second-largest publisher, for 
€1.25 billion ($1.2 billion). 
Competition watchdogs will 
take a keen interest; the acqui- 
sition could allow Lagardere 
to dominate in France. 


Pinault-Printemps-Redoute, 
a French retail conglomerate, 
said that it would sell Finaref, 
its consumer-finance arm, for 
over €3 billion ($2.9 billion). 
PPR is also likely to hasten the 
sale of other units to cut debts 
of around €6 billion as it at- 
tempts to finance a purchase 
of the 47% it does not already 
own of Gucci, an Italian fash- 
ion house, for some €5 billion. 


The French government, never 
keen to privatise overhastily, 
said that it would postpone 
the sale of a further slice of its 
54% stake in Air France by up 
to a year to give stockmarkets 
time to recover. The govern- 
ment's share is likely to fall be- 
low 20*6. 


Conflicts of interest 

CSEB, Credit Suisse's invest- 
ment-banking arm, found it- 
self on the wrong end of a 
civil lawsuit. Financial regula- 
tors in Massachusetts accuse 
the bank of issuing fraudulent 
research and are demanding a 
separation of research and in- 
vestment banking plus a pos- 
sible $100m fine. csrB claims 
that this would hinder Wall 
Street's efforts to negotiate an 
industry wide solution. 


Britain's Financial Services 
Authority, perhaps lacking 
some of the urgency of Ameri- 
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can counterparts, launched an. 
investigation into "spin- | 
ning"—handing out shares in 
sought-after IPOs in return for 
banking business. Its first 
piece of detective work: a let- 
ter to banks asking if that sort 
of thing really went on. 


Recovery postponed? 





America’s index of leadingin-  : 


dicators fell in September for 
the fourth month running. 
Unless the recent stockmarket - 
rally is sustained, growth pros- 
pects look dim. 


A long-awaited plan to deal 
with Japan's bad-loan pro- 
blem by a government task- 
force failed to materialise 
amid suggestions that senior 
politicians in the ruling Lib- 
eral Democratic Party had 
found the proposals too stern 
to consider. 


Other economic data and news: 
can be found on pages 96-98 
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Restoring Europe’s smile 


These are not the best of times for the European Union. Here’s why 


ESS than a year into its his- 
toric single-currency adven- 
ture, the European Union is find- 
ing the going tough. The EU’s 
biggest economies are strug- 
gling, and this is not just bad 
luck: the — economic-policy 
framework that the EU put in 
place to oversee the new regime is a chief culprit. In foreign 
policy, the Union is divided, with Britain supporting George 
Bush over Iraq, while France, Germany and others question 
American aims and methods. The celebrations that followed 
the Irish referendum on the Treaty of Nice—having voted 
against last year, the Irish changed their minds on October 
19th—did not last long. The vote was supposed to open the 
door for newcomers (see page 51), but things are not so simple. 
Other obstacles have to be cleared first. And this is to say noth- 
ing of divisions over another grand ambition, to frame a new 
European constitution. 

What else is new? In Europe, you might say, turmoil like 
this is business as usual. Europe’s model of change has long 
been based on lurch then muddle. And it works. The Eu's bol- 
dest initiatives—the single currency, for instance—have been 
shaped by a grand vision and an insatiable appetite for inno- 
vation among the Union's leaders (rarely among its citizens) 
together with an equally impressive tolerance of loose ends. 
Get the agreement and damn the details. Sort problems out as 
you go. Voters may not like it at first, but they will come round. 

When you look at what the Eu has achieved, as a self- 
propagating organism if in no other way, who is to say this 
rough-and-ready method has failed? But perhaps the draw- 
backs of muddling through are growing. Economic policy cer- 
tainly points that way. 





Not the best design 

The Stability and Growth Pact is stupid, Romano Prodi, head 
of the European Commission, confirmed last week in a lapse 
of propriety. He was right, obviously—hence the rending of 
garments in Europe's capitals. What word better describes a 
regime that tells economies in recession to raise taxes and cut 
spending? The pact should be redesigned, or else ignored, but 
such stark alternatives are frowned on by lurch and muddle. A 
redesign may require a new treaty, not scheduled until 2005; 
and discarding the rules in the meantime would make a mock- 
ery of the whole thing. So Europe will rub along with the pact 
and semi-comply, destroying many jobs, albeitnot as many as 
strict obedience would destroy (see page 55). 

Or consider the European Central Bank. In accordance with 
lurch and muddle, the treaty that created the single currency 
told the ECB to work out for itself minor details such as what 
its objective, “price stability", actually meant, and how open 
and accountable to public opinion the bank would be. 

Asitturns out, the bank has chosen to adopt both an extra- 
ordinarily secretive approach to its deliberations and a nota- 
bly austere definition of “price stability"—taking this to mean 
average inflation across the euro area of less than 2%. This tar- 


get is especially demanding for the euro area, which includes 
poorer countries that are growing relatively quickly from a 
low starting-point, and which may therefore have higher infla- 
tion than average. In practice, the ECB has let inflation exceed 
its target. Quite right: if the bank had been more rigorous, in- 
terest rates would have been higher and the European econ- 
omy weaker still. But was this the best way to proceed? Rather 
than adopting a too-demanding target, missing it and failing to 
explain itself -muddle upon muddle-the bank should have 
adopted, or been given, a realistic target that it could actually 
set out to hit. That would have been a lot easier to explain to 
the public, too. 

Enlargement from a Union of 15 members to one of 25 or 
more will pose an even bigger challenge to the lurch-and- 
muddle approach than the single currency. No question, this 
influx of mainly poor economies is welcome in itself; indeed, 
it is scandalously overdue. But it is going to expose very cru- 
elly these and other loose ends in the Ev's institutional design. 
One question looms especially large: will it be possible to sus- 
tain the common agricultural policy (which makes the stabil- 
ity pact look like a model of lucidity and good sense) once the 
newcomers are in? France, at least, appears to think the an- 
swer is yes. Itis to be hoped that France is wrong. In any event, 
it would be better for all concerned to answer the question 
sooner rather than later. 


Gather round the drawing-board 

Work on a new constitution for Europe might yield a new and 
better method of institutional design, and set much of this to 
rights—or it might fall prey itself to lurch and muddle. A con- 
vention presided over by Valéry Giscard d'Estaing has been 
charged with producing a draft, and a first sketch of what it 
might contain is expected next week. 

The Economist has already tried its hand at sketching such a 
document (see our issue of October 28th 2000, available at 
www.economist.com/constitution). In our view, the goal 
should be to bring clarity and stability to the framework with- 
in which the Eu makes political choices, while strengthening 
the role of national parliaments and Europe's citizens. Politics 
will still be messy under the settlement we have in mind-this 
is important; politics should be messy—but we seek two key 
advantages over the traditional approach. 

First, no more lurches-not for a long time, anyway. In fu- 
ture, far-reaching constitutional changes should be separated 
by decades, rather than the years or months the Eu has come 
to regard as normal. With that in mind, we propose that the 
EU's goal of “ever closer union"—a commitment to permanent 
constitutional revolution—be expunged. Second, we want less 
of the wrong kind of muddle (which arises when the Union 
interferes needlessly with the preferences of member states, 
seeking uniformity where none is required) and more of the 
rightkind (which is the untidiness that arises from variety and 
competition among national policies). A strong, explicit and 
enforceable principle of subsidiarity is therefore the core of 
the constitution we would like to see. 

To judge by recent interviews, Mr Giscard d'Estaing is open » 
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to such ideas. But there are grounds for concern. Many of the 
delegates to the convention want to enlarge the EU's constitu- 
tional ambitions, and indeed to strive for the fastest possible 
movement towards a United States of Europe (a proposal to 
make that the EU’s new name has been tabled, by the way). A 
common foreign policy, notwithstanding those slight differ- 
ences over Iraq, is a cherished goal. And Europe'sleaders seem 
largely uninterested in the need for constitutional stability 
and a subsidiarity principle with teeth. Instead they are preoc- 
cupied with whether the European Council should have an 
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appointed president, rather than let the job be passed round 


every six months, as now. One can see why this engages the 
interest of possible candidates, but the issue is unimportant 
(unless it becomes a downright bad idea, as it would if it led to 
a compensating increase in the power of the European Com- 
mission, which the commission is demanding). 

Evidently, lurch and muddle is not dead yet. The draw- 
backs, though, are getting too painful to ignore. For Europe’s 
sake, the new constitution must depart from this outmoded 
tradition, not honourit. m 





Dealing with Iraq and North Korea 


Time is danger 


America is pressing the UN for Iraq to be disarmed. North Korea shows why 


HIS week the haggling 

dragged on at the United Na- 
tions Security Council over the 
precise terms under which Iraq 
should be told, one last time, to 
rid itself of its weapons of mass 
destruction. France and Russia 
Ms have formed their own axis of 
awkwardness to delay an American-sponsored resolution, 
casting doubt on whether forceful action would ensue should 
Iraq refuse to comply. Meanwhile, though, another prolifera- 
tion bombshell shows why a failure to deal with Iraq would 
not only destroy the council's credibility, but threaten the in- 
ternational peace and security itis meant to uphold. North Ko- 
rea's admission, when presented by America with damning 
evidence, that it has been enriching uranium for a second il- 
licit nuclear-weapons programme (the first used plutonium) is 
a chilling reminder of why the thorough frisking of Iraq, how- 
ever it comes about, will come not a moment too soon. 

Both Iraq and North Korea have long flagrantly violated 
their non-nuclear promises under the Nuclear Non-Prolifera- 
tion Treaty and have plenty of other nasty weapons too. One 
difference between them is that after its 1991 defeat in the Gulf 
war, Iraq's weapons programmes were partly dismantled by 
UN inspectors. Saddam Hussein has had four years since he 
turfed them out to rebuild much of his terrifying arsenal. But it 
is thought he still does not have a nuclear bomb. North Korea's 
leader, Kim Jong Il, has shown what can be done unfettered: 
he may already have one or two bombs and could quickly 
make several more. 

Unlike Iraq, which insists it has no weapons to give up, 
North Korea says that it wants to negotiate with America 
about its latest bomb tinkering. America, too, is keen to find a 
diplomatic solution. President George Bush will this week 
meet China's president, Jiang Zemin, at his Texas ranch and 
then go on to an Asia-Pacific summit in Mexico to compare 
notes with South Korea’s Kim Dae-jung and Japan’s Junichiro 
Koizumi, his two closest allies in the region, and with Russia’s 
Vladimir Putin. None of these four countries, North Korea’s 
neighbours, has an interest in leaving its unpredictable regime 
free to brandish a nuclear weapon. America will need help 
from all of them if North Korea is to be persuaded out of the 
weapons of mass destruction business. Can it be done? 

When inspectors from the International Atomic Energy 





Agency first fingered North Korea for secretly producing pluto- 
nium, America got no help in holding the regime there to its 
non-nuclear promises: the neighbours deemed even econ- 
omic pressure too provocative. So in 1994 America was left to 
negotiate a deal that froze North Korea's plutonium produc- 
tion in return for two western-designed, less proliferation- 
prone nuclear-power reactors (paid for mostly by South Korea 
and Japan) and interim deliveries of oil. That capped a nuclear 
threat that would have grown; and for the reactors to be fin- 
ished, North Korea would eventually have to come clean 
aboutits past nuclear dabbling. Yet putting off the day when it 
had to submit to proper inspections—Iraq foot-draggers, take 
note—gave it time to perfect its bombs and to build ever far- 
ther-flying missiles to mount them on. Whatever the risks in 
confronting North Korea in 1994, they are more daunting now. 


Pulling together 

North Korea had long been suspected of wanting the econ- 
omic benefits of the reactor deal, but not inspections. Time for 
these is now fast approaching. Provocative missile tests might 
have been tried as one America-trumping possibility; the al- 
ternative uranium route to a bomb was no doubt meant to be 
another. An angry North Korea now says the 1994 deal is “nul- 
lied". That may be another negotiating ploy. But if dip- 
lomatic push does come to undiplomatic shove, and either 
side walks away from the agreement entirely, North Korea 
could quickly get its hands on more plutonium in its own 
mothballed reactor-fuel rods to make more bombs. 

So it must be hoped that North Korea really is ready to trade 
in its uranium programme, its missile production and other 
threatening things for aid, trade and better relations. Such a 
comprehensive deal has been the aim of the Bush administra- 
tion for more than a year. North Korea has already started to re- 
form its economy, accepting that it needs help from South Ko- 
rea, Japan and America, as well as China and others to survive. 

Yet Kim Jong Il, like Saddam Hussein, is a serial shredder of 
promises. An essential component of any new deal would 
have to be intrusive inspections to ensure that it is kept. And if 
North Korea still refuses? The other essential component, if di- 
plomacy is to work, is for America, South Korea, Japan and 
China all to deliver the same message: if aid and trade is to 
flow, North Korea’s weapons of mass destruction must go, 
and verifiably. In dealing with North Korea, as with Iraq at the 
UN, the trick is to pull together, not be pulled apart. m 
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Teaching with computers 


Screen it out 


No real help, and sometimes harmful 


IRST it was the movie, then 
the radio receiver, and then 
| the television. Each was once 
seen as magical technology that 
; would transform children’s 
education. Now it is the com- 
puter. Politicians everywhere 
promote computers as a way to 
replace the boring old blackboard and sometimes a few bor- 
ing old teachers too, by improving their productivity. The ar- 
rival of the Internet has stepped up the pace. Billions of dollars 
have gone to clutter classrooms with terminals and key- 
boards. Companies (including Pearson, part-owners of The 
Economist) wax lyrical on the potential of educational soft- 
ware. And a mountain of studies demonstrates the impact of 
these wondrous machines in school. 

Except that they don't. Hardly any studies compare classes 
of children taught with and without the help of computers 
and none randomly allocates children into differently taught 
groups, as a medical trial would do. So the billions have been 
spentonahunch.Some thought that installing computers was 
a good way to teach children to use the things, and thus fit 
them for the 21st century. In fact, as every parent knows, the 
average ten-year-old understands far more about computers 
(and indeed the Internet) than the typical rocket-scientist. 
Many more thought that teachers would find computers use- 
ful tools for instruction in other subjects, such as maths or lan- 
guages. But a new study, using evidence from Israel, now con- 
trasts children whose teachers do and do not use computers in 
the classroom (see page 76). It strongly suggests that the hopes 
for computers are just as wrong as those for classroom movies, 
radio and television. Worse, it picks up signs that computers 
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may even impede learning: fourth-graders taught maths with 
the help of computers appear to do worse than similar fourth- 
graders taught without them. 

Could the explanation be technophobia on the part of ei- 
ther teachers or students? Unlikely, says Larry Cuban of Stan- 
ford University, who has studied computers and education for 
many years. Almost all teachers and pupils have at least one 
computer at home these days. Moreover, although teachers 
and children rarely use computers—or use them effectively—in 
the classroom, both groups use computers a great deal at 
home for schoolwork. And, indeed, this is hardly surprising. 
Classroom computers can be disruptive. They rarely enhance 
the studious atmosphere in which children are most likely to 
learn. The new conventional wisdom is that young children in 
particular learn best when they face the teacher. But comput- 
ers encourage children to split into noisy little groups. And one 
of the vaunted advantages of computer-based learning, that it 
allows children to proceed at their own pace, has so far turned 
out to be wrong: educational software is much more one-size- 
fits-all than a good teacher, skilled at tailoring the lesson to the 
varied abilities of a class. 


Lesson one: teachers before technology 

The billions that have financed computers in classrooms have 
therefore been money not spent on textbooks or teachers. The 
Israeli study puts the cost of installing computers at about one 
teacher a year per school. Ironically, while the educational ef- 
fectiveness of computers is doubtful, good evidence suggests 
two other ways to spend money on schools that yield clear 
benefits. One is to cut class size; the other, to improve teacher 
training. But then, what politician wants an old-fashioned an- 
swerlikethat? m 
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Digital security 


How to worry wisely 


Securing computer systems is important, but not for the reasons you might think 


IRUSES that spread by e- 

mail Hackers who deface 
websites. Theft of credit-card 
details and customer lists. Fol- 
low the subject of computer se- 
curity too closely, and you 
might be forgiven for never 
wanting to touch a keyboard 
again. Industry experts, government officials and technology 
firms issue endless alerts, fixes and guidelines, call for more 
spending on security, and even give dark warnings of cyber- 
terrorists poised to wreak havoc with a few clicks of a mouse. 
Just this week, mysterious online attackers tried to paralyse 
the Internet by flooding crucial "root server" computers with 
bogus traffic. Something must be done, and quickly. 





Oh, really? Most people who use computers have probably 
experienced nothing more sinister than an occasional virus. 
Typing your credit-card number into a web page, once consid- 
ered an act of near insanity, has become routine. Has the web- 
site of the company you work for been defaced recently? No, 
we didn't think so. Attacks similar to the one that occurred this 
week happen quite often, and nobody notices. 

The truth, of course, lies somewhere between these two ex- 
tremes, as our survey on the subject argues in this week's is- 
sue. Those in the security industry, like environmentalists, 
have an incentive to overstate the risks; meanwhile, to the un- 
trained eye atleast, nothing much seems to be wrong. So, is the 
subject of digital security cause for more widespread concern? 
Itis—but not for the reasons that you might think. 

It is tempting, for example, to dismiss the sudden emphasis ^ 





It's not how many ideas you have. 
Its how many you make happen. 


Setting its sights on nothing less than 
becoming the world's leading provider 
of hospitality services, Marriott 
International streamlined its organisation 
by centralising its hotels' financial processes. 
| am Marriott's idea, delivered. Accenture 
and Marriott developed a shared service 
centre that has redefined how Marriott's service organisation 
supports the core business. The centre's new technical 
infrastructure links Marriott's major hotel profit centres, leveraging 
the operations to provide consistent, cost-effective services and 
making the organisation quicker and more flexible. 


Because the vast bulk of global trading in 
natural gas, electric power, oil and precious 
metals was still being executed by phone 
and fax as recently as two years ago, there 
was an overwhelming need for an open, 
real-time multi-dealer electronic 
marketplace for over-the-counter 
commodities trading. IntercontinentalExchange, or ICE, was 
conceived to fill the void. | am ICE's idea, delivered. In just nine 
months, a project team led by Accenture operationalised and 
deployed a web-enabled trading platform that 's now installed on 
more than 9,000 desktops worldwide. Delivering faster executions 
and true price competition, ICE has already completed more than 
500,000 trades worth $450 billion. 


To demonstrate how the public sector 
can improve customer service by embracing 
new technology, the Office of Revenue 
XN : Commissioners, Republic of Ireland, 
Bra c wanted a system to enable businesses and 
SR individuals to file their tax returns online. 
————— O | am the Revenue Commissioner's idea, 
delivered. edu developed Revenue On-Line Service using 
digital certificates to give electronic returns full legal status, and 
launched a website that substantially simplifies the filing process. 
Initially available to businesses, the site was expected to bring in 
€60 million its first year. In fact, it realised more than €1.5 billion. 
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> being placed on digital security as a knee-jerk reaction to last 
year’s terrorist attacks. But it is actually part of amuch longer- 
term trend, as the Internet struggles to transform itself from a 
toy to a grown-up utility, as reliable as gas, water or electricity. 
There is clearly a long way still to go. As people become 
increasingly reliant on computers and networks, however, in 
both their personal and business lives, it becomes more im- 
portant to make them secure. As for cyberterrorism, it is possi- 
ble, but unlikely: truck bombs and hoax telephone calls can 
cause more disruption, far more cheaply and visibly. The secu- 
rity of the Internet needs to be improved, then, but for rather 
more mundane reasons than the cyber-Cassandras suggest. 
The security problems that most people are aware of, and 
that they are most likely to worry about, are attacks by mali- 
cious hackers and viruses. These threats are certainly worth 
worrying about-a bit. But the reality for most organisations is 
that attacks by insiders, and the theft of intellectual property 
by disgruntled employees in particular, do much more dam- 
age. Hackers and viruses get disproportionate attention be- 
cause they can be highly visible, and because there are lots of 
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vendors offering apparently simple fixes. Insider attacks are 
usually hushed up, and are harder to detect and prevent. 
Putting the right policies and processes in place to improve in- 
ternal security is mainly a management problem, not a techni- 
cal one. So again, there is cause for concern, but the nature of 
the problem and the solution are widely misunderstood. 





Have a coffee instead 
So is the answer for everyone to start spending huge sums on 
security technology and training? Not necessarily. Most com- 
panies, according to a popular industry statistic, spend more 
on coffee than on digital security. Yet the real problem may be 
that the spending is in the wrong places. Security involves bal- 
ancing costs and risks, and only a proper risk assessment can 
determine which assets are worth protecting, given the cost of 
doing so. Such decisions should fall not to the specialists in the 
systems department, but to senior executives. They need to 
pay more attention, though not necessarily more money. 

It would be no bad thing if people worried a bit more about 
digital security. As long as they worry about the right things. m 





Asbestos claims 


No way to right a wrong 


Cancerous product, cancerous litigation 


HAT should America do 

about mass torts? The toll 
from asbestos litigation contin- 
ues to mount. ABB, a European 
engineering firm, is the latest 
company to face ruin because of 
work done by a subsidiary that 

2. was not only legal at the time, 
but carried out in the interest of safety (see page 60). And as- 
bestos is only one cause of such litigation. Tobacco, lead paint 
and pharmaceutical products are all ripe business opportuni- 
ties for lawyers, who routinely earn 30-50% of settlements. 

A paper published earlier this year by the Council of Econ- 
omic Advisers estimates that America’s tort system soaks up 
1.8% of GDP, or $180 billion a year. And for little purpose: only 
20% of the money goes to claimants for economic damages. In 
a number of mass tort cases, courts have begged Congress to 
intervene. But politicians hesitate. Reform would reduce pay- 
ments to a constituency that recycles settlement money into 
political contributions: the trial lawyers. 

Certainly, companies must take responsibility for disclos- 
ingthe known potential hazards of the products they produce, 
and for shouldering the consequences when they do not. But 
asbestos does harm in a particularly insidious way. Its horri- 
ble cancers and respiratory problems may emerge only long 
after the statute of limitations has expired, meaning that there 
may be no redress even for medical costs. This lag has encour- 
aged lawyers to seek huge settlements for people who are not 
harmed and will never be harmed. The result is not only to 
wreak havoc upon companies forced to pay the bill, but in ef- 
fect to limit the compensation for real victims. 

Two remedies that are being widely discussed for asbestos 
could be used elsewhere. The more modest is to create a regis- 
try of people who might eventually be able to file a tort claim 





for exposure to a toxic substance, to preserve their right to liti- 
gate beyond any normal statute of limitation. Courts in Penn- 
sylvania and Massachusetts have already begun to do this. But 
it can only be a partial solution. No one would want to be at 
the end of the line in cases with huge potential financial settle- 
ments, because there may be nothing left when their turn 
comes. The registry also leaves a huge liability hanging over 
existing businesses. 

A second ideais to address mass torts by creating a giant ad- 
ministrative compensation system, along the lines of the fund 
for victims of the September 11th attacks. The fund could com- 
pensate for economic damage-lost wages and medical costs— 
rather than for the more abstract "pain and suffering" that 
largely feeds the plaintiff bar. But cutting out the plaintiff bar 
would undoubtedly jeopardise passage through Congress. 


Think modest 
The best approach would be twofold. First, as suggested by 
Victor Schwartz of the Campaign for Asbestos Justice, limit liti- 
gation to where plaintiffs live, or were exposed, or where the 
defendant has its principal place of business. That would con- 
trol the rush to tort havens in Mississippi, West Virginia, Texas 
and Illinois, where verdicts are most irresponsibly open- 
handed. Defendants complain that, in a handful of jurisdic- 
tions, judges allow the introduction of poor scientific evi- 
dence and block depositions by plaintiffs, with devastating 
consequences. Second, end the consolidation of claims that 
have little to do with one another. In a recent case in West Vir- 
ginia, more than 8,000 plaintiffs took 250 companies to court. 
After pre-trial settlements, there were still 5,000 plaintiffs 
when the trial began. Supreme Court rulings may also help. 
Solutions exist. But all have one dire weakness: less money 
for lawyers. Could Congress ever swallow that—even to bene- 
fit true victims of corporate carelessness? m 
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SIR- zi idonoti agree ith the 
best way to j jump-start the 
world economy is to lower in- 
erest rates (“How to rescue it”, 
September 28th). When inter- 
est payments are near zero, 
how do you know if a bor- 
‘ower can service a debt? No- 
body feels the need to 
estructure clumsy operations 
and excess indebtedness. 
‘When interest rates are ex- 
-tremely low and equity re- 
turns negative, how can 
— .. financial markets allocate cap- 
ital efficiently? Break the navi- 
. .gator's compass and nobody 
-knows which way is north. 
«Very low interest rates artifi- 
cially inflate certain economic 
sectors (for example, construc- 
tion in Japan). Other sectors 
are asphyxiated. Life insur- 
*.. ance in Japan is drowning un- 
der high liability costs and 
. ridiculous asset profitability. 
American pension plans 
could go the same way. 
p Perhaps the worst effect is 
on the household savings rate. 
The Japanese example shows 
us that when households can- 
not get a decent return on sav- 
... ings they just save more to 
_ reach a level of capital 
.' deemed necessary for finan- 
cial security and retirement 
... needs. America has not gone 
this way yet because house- 
holds believed until recently 
«c that the economy was in a 
_ temporary slowdown. Soon 
|. this will change and the sav- 
Ings rate must increase above 
_ the historical average, bring- - 
_ ing with it a nasty surprise. 
ERIC BERLOTY 
-. New York 





















SIR - Credit expansions and 
asset-price booms tend to be 
self-reinforcing because, as 
you say in your survey of the 
world economy (September 
28th), "rising asset prices boost 
growth and make it easier to 
borrow by raising the value of 
collateral." This peculiarity of 
asset finance suggests that one 
solution could be the intro- 
duction of a "laser-guided 
weapon"-a dynamic stabil- 
-iser that changes the effective 
loan-to-value ratios automati- 
-cally and countercyclically. 

— Applying a simple asset-valua- 








tion rule would directly re- 


strict credit to booming asset ^ Opus 
markets and have a symmetric 


mitigating effect in down- 


turns, when easing the mone- 


tary stance is often like 
"pushing on a string". 
Under this rule supervisors 


should require financial insti- 


tutions to value assets using a 
long-term moving average 
when they are pledged (ex- — 
plicitly or implicitly) as collat- 
eral for new credit. Tent- 
atively, I suggest a ten-year 
moving average to reflect a full 
asset-price cycle. The rule is 
well suited to deal with di- 
vergent developments in dif- 
ferent categories of assets and 
of countries or regions under 
a common monetary regime. 
AMOS RUBIN 

Jerusalem 


SIR - There is not much mys- 
tery to the business cycle. 
Most cycles are endogenous 
and easily explained by the in- 
ertia of a complex economy. I 
was reminded of this phe- 


“nomenon during a recent 


breakfast visit to a pancake 
house. I walked into the res- 
taurant very hungry (reces- 
sion), quickly devoured a 
stack of five pancakes laden 
with butter and syrup (boom) 
and walked out vowing never 
to eat another meal again 
(bust). An equilibrium of full 
employment, stable prices 
and adequate domestic sav- 
ings was never experienced. 
DENNIS DUCOTE 

Houston, Texas 


SIR - The master of the sailing 
ship on your cover is not 
overly concerned about find- 
ing himself in the doldrums 
(September 28th). Had he 


been, he would have hung ev- 


ery rag of canvas he owned on 
her, right to the stuns'ls, and 
would have had the hands 
wetting it all down in the 
hope of catching even the 
vaguest of breezes. 

MARK WILSON 

Manchester 





Opus operative 


SIR - Lam a Spanish priest 
who spent 13 years working in 
different apostolic initiatives 





fighters in Chicago, students in 
Evanston, seamen in Texas, 
farmers and store keepers in 
Indiana, and Filipino immi- 


grants in California. Some I 
met again in Rome at the cano- 
 nisation of Josemaria Escriva 


de Balaguer. We laughed, we 
cried with emotion, we 
prayed and we felt strength- 
ened in our common faith. 
Given your coverage, is it that 
you do not understand or is it 
that you simply do not like us? 
CLAUDIO URBANO 

Pamplona, Spain 


SIR - If Spain's anti-clerical 
left is still suspicious because 
members of Opus Dei took 
part in Franco's governments, 
then the entire Spanish politi- 
cal and economic spectrum 
should share that blame. 
ANTONIO MARTINEZ-LIGERO 
Madrid 





Death in DC 


SIR - While dispassionately 
assessing the risks of falling 
victim to the sniper active in 
and around Washington, Dc, 
you do little to reassure my 
mother in California ("The 
logic of irrational fear", Octo- 
ber 19th). My wife and I live in 
Prince George's County, 
which, as you say, accounts 
for three-quarters of the area's 
“ordinary” murders. 

The District of Columbia 
has long contended for the 
lead in the national murder 
rate, and Prince George's 
County is adjacent to the most 
impoverished and dangerous 
part of pc. The national mur- 
der rate is 5.7 per 100,000 
population; the District of Co- 
lumbia's rate is 46.4 per 
100,000, of which the bulk oc- 
cur in the central and the 
south-eastern portion, which 
neighbours Prince George's 
County. 

Although, for the sake of 
analysis, one must put geo- 


. graphical boundaries some- 


where, it is worth noting that 
the south-eastern portion of 
the district and the part of 
Prince George's County imme- 
diately HORIS nave excep- 


tionally high murder rates, 
giving the impression that the 
rest of Prince George’s County 
and DC is more dangerous 
than is the case. If only for my 
mother’s sake. 

KARL BILAWSKI 

University Park, Maryland 





Unfair to Uzbekistan 


SIR - Your article on Uzbeki- 
stan ("The European Bank for 
Repression and Dictatorship", 
October sth) reads like propa- 
ganda. It has problems but 
you confuse measures that ad- 
dress legitimate security con- 
cerns in an unstable part of 
the world with repression. 
Furthermore, Uzbekistan is 
a member of many interna- 
tional organisations. Its co-op- 
eration with the European 
Bank for Reconstruction and 
Development dates back to in- 
dependence in 1991 and is 
aimed at reforming and lib- 
eralising the economy. The 
planned meeting of the EBRD 
in Tashkent in 2003 is a sign 
that Uzbekistan does not shy 
away from the outside world 
andis ready to welcome 
many participants, probably 
including critics of the coun- 
try. As a long-standing foreign 
resident, I have to say that de- 
scribing Tashkent as joyless ig- 
nores reality. 
RONALD KENNEDIE 
Tashkent 





Lights, camera, privatisation 


SIR - The most important fac- 
tor in the renaissance of the 
Mexican film industry is that 
the government privatised the 
industry a decade ago ("The 
Mexicans are coming", Octo- 
ber sth). Until then, political 
authorities were responsible 
for writing, directing and dis- 
tributing films. This clearly 
shows that markets have bet- 
ter taste than bureaucracies. 


JOSE LOYOLA 
Washington, DC @ 

















Geneva 


A new post for a person with exceptional skills to assist the Chief Executive and his successor to 
run the Headquarters of a group of family businesses and other interests. The family control 
significant investment assets as well as real estate and other holdings. They have also 
established a private charitable foundation of some importance. This unusually interesting, 


Excellent Salar 





varied and intellectually demanding position could have long-term career possibilities. 


The Candidate: 


e A graduate with a first class intellect and good verbal and * Assist the CEO designate and CEO to co-ordinate the 
writing skills. Committed and hard working with a 


reputation for loyalty, integrity and discretion. 


* Ability to get on with a wide range of people of different * Contribute to all aspects of the CEO's work including 
backgrounds is important. Fluent French an advantage 
although the working language of the group is English. 


* About 10 years working experience, possibly in the fast- 
track of the Foreign Office, the Civil Service, a top strategy 
consultancy or an investment bank. Awareness of 
investment matters is desirable but is not essential. 





e-mail: response.manager@odgers.com 
Fax: 020 7529 10 


ie ore: 











The Role: 


accounting and investment activities. 


, bonus, relocation and housin: 


administration of the group including oversight of 


supervising the head office; analysing correspondence; 
preparing for board and other meetings; drafting 
agendas, minutes and briefing papers; liaison with 
outside advisers and co-ordination of travel and diary. 


















Please reply in confidence, with full career and 


current salary details, quoting reference PAU/4827E 











See the future at work 





Director of Employment Market Analysis & Research 
c.£60,000 (dependent on skills and experience) 


The DTI works with businesses, employees and consumers to 
drive up UK productivity and achieve the competitiveness that will 
deliver prosperity for all. As Director of Employment Market 
Analysis & Research, you will have ultimate responsibility for 
providing excellent evidence and advice 

to inform government labour market policy and lay the 
foundations for future positive change. This will include drawing 
on research from others, here and internationally, as well as setting 
and managing a cutting edge research programme. 


With a research budget of £850,000 and a programme 
addressing potentially controversial issues such as Britain's long- 
hours culture, age discrimination and dispute resolution, this is a 
highly influential role right at the heart of the political arena. 
Based at the DTI's London HQ and managing a team 

of seven Assistant Directors, you will lead a multi-disciplinary 
team of economists, social researchers and statisticians in the 
drive to provide Ministers with timely, cost-effective advice across 
the full spectrum of employment market issues. A member of the 
DTI’s senior economist group, you will also have links to the 
Chief Economic Adviser, as well as to many people outside 
government interested ín labour market policy. You will 
contribute to the leadership of the DTI to achieve its objectives. 


aM 


For further information and an application form, please contact Capita RAS, Innovation Court, New Street, Basingstoke, 
Hampshire RG21 7JB. Tel: 01325 745170 (24 hours), Fax: 01256 383787. Internet: www.capitaras.co.uk Please quote 
reference B6817. Closing date for applications is 15th November 2002. The final selection process is likely to be held 
|. on 6th December in London. 
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Central London 


A senior economist and inspirational leader, you'll need to 
combine a proven record of achievement in analysis or research 
with a sound understanding of how the employment market 
operates. To this end, previous experience of labour economics, 
employment relations, labour market statístics or social research 
methods, and an advanced degree in Economics would be 
distinctly advantageous. What's essential is that you can 
demonstrate the far-sighted strategic vision to ensure research 
programmes anticipate future policy needs, and analysis meet 
current ones plus the outstanding communication skills to deal 
directly with Ministers and other key stakeholders. 


The appointment will be for an initial fixed-term period of three 
years with the possibility of subsequent extension or 
permanency, A salary of circa £60,000 will be offered, together 
with a non-contributory pension scheme and six weeks’ annual 
holiday. A higher salary may be available to an exceptional 
candidate depending on skills and experience. Opportunities for 
secondments and job-sharing arrangements are also available. 


The DTI is an equal opportunities employer and aims to reflect the 
diversity of British society. All applications are welcome regardless of 
gender, race, disability or sexuality. 


Odgers Ray & Berndtson, 11 Hanover Square, 
ondon W1S 1JJ * Tel: 


S d A 
Sra at 
2 k 
: 
; 





apariment of Trade and Industry 


INVESTOR IN PEOPLE 


CAPITA RÁS 


www.capitaras.co.uk- 

































. — Established in 1999, the State Information Technology Agency (SITA) is primarily responsible 
for the provision of Information Technology (IT), Information Systems (IS) and other related 
services to the South African government. Spem, eios Se ax» 








Managed as a private company but wholly owned by the South African government, SITA 
comprises 20 regional offices locally, with a staff complement of 2600 and an annual budgeted 
turnover of R2.5 billion. The company aims to become a leading and respected IT organisation 
-delivering value for money and customer satisfaction. Major areas of focus are client interface, service 
delivery, human capital and finance / treasury management. SITA now seeks to appoint a new 









SITA 
Chief Executive Officer 


Pretoria, South Africa 


Key competencies required for the position include: [J] Demonstrated leadership capability and strategic vision to direct SITA 
and its policies to acceptable levels of performance within the IT industry [ Proven managerial experience of a multifunctional 
organisation CJ Ability to direct and provide corporate strategic guidance and take overall responsibility for all aspects of the 
Group's business to ensure operational efficiencies and long term viability CJ Impeccable track record, stature, credibility and 
integrity that is beyond reproach (J Ability to act as the principal link between SITA and all its multifaceted stakeholders including 
the South African government and the private sector CJ Transformational competency and the ability to provide vision and ensure 
its implementation CJ Client orientation is essential, as is the ability to ensure sustainable service delivery CJ A postgraduate 
degree is a minimum requirement, preferably an MBA or equivalent. 





The appointment will be in line with SITA's Affirmative Action / Gender Policy and the remuneration package will be 
commensurate with the position. 


Leaders Unlimited has been appointed by SITA to manage this recruitment assignment. Confidential 
applications, giving full career details and a daytime contact number, should be e-mailed to Brian Khumalo 
or Lesley Mawhinney at: Imawhinney @leadersunlimited.co.za. Telephone +27 11 722 1600. 

Facsimile +27 11 722 1611. Quote Ref. No. LU0055, 


L E A D E R S Un [; 1 m 1 t C d Closing date for all applications: 4th November 2002. 


Executive Search Excellence 
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The United Nations Development Programme (UNDP) is the UN's global development 
network, advocating for change and connecting countries to knowledge, experience 
and resources to help people build a better life. We are on the ground in 166 countries, 
working with them on their own solutions to global and national development 
challenges. As they develop local capacity, they draw on the people of UNDP and our 
wide range of partners. 





Leadership Development Programme 


Develop a career with us.... 
UNDP invites young professionals to join the team. 


Motivated and talented young people who are interested in an international career in development are invited to submit their application to the 
Leadership Development Programme (LEAD). LEAD provides qualified individuals exciting opportunities to develop the experience, knowledge and 
skills, to serve as development practitioners and leaders in UNDP. 


We are looking for young professionals with a strong commitment to development who are able to listen and understand the ideas and concerns of the 
people we serve, who can mobilize and share knowledge and resources that inspire and catalyze development, and can communicate and work 
strategically and effectively with others to achieve results. 


The qualification and background that we seek are: 


© A master’s degree (or equivalent) in development related studies, economics, politics/public administration/governance, 
international relations, business administration, environmental management, law, conflict resolution; 


Q Proficiency in English and at least one of the other UNDP working languages: Arabic, French, Russian, Spanish; 
© 2-3 years relevant work experience, normally post-masters, in development, crisis/post-conflict management, consultancy work 
(particularly in the public sector), work in developing countries, management in a multicultural context; 


Application deadline — 1 November 2002. 
For on-line application and more information on LEAD please visit: www.undp.org/ohr/lead 
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University 


Vice-Chancellor and Chief Executive 


The Nottingham Trent. University is looking for an inspirational leader who will continue to advance its 
reputation as a University committed to a strategy of distinctive entrepreneurial and academic excellence. 























The present Vice-Chancellor retires in October 2003 and In addition s/he will champion Nottingham Trent's 

the University requires an outstanding candidate who can enterprising culture and extensive business links, and exploit 
demonstrate an exemplary track record. of management new opportunities to generate additional income streams. 
within a complex organisation. Candidates must possess a The successful candidate will possess strategic vision, 
combination of business and Higher Education experience commercial acumen, and a strong determination to lead a 
whether or not they are currently working in the sector. team that has very high ambitions for the future. This is an 
The ability to communicate effectively with many exciting opportunity to lead a large, distinctive and dynamic 
audiences is essential, promoting the University regionally, organisation that thrives on developing entrepreneurial 
nationally and internationally. learning and encouraging innovation. 


Please write in confidence, with a comprehensive CV and remuneration details, quoting ref: NTE to Claire Lane, Practice Administrator, 
Heidrick & Struggles International, Inc., 3 Burlington Gardens, London WIS JEP. E-mail: lac@h-s.com 
Closing date for receipt of applications is 15/11/2002 


HEIDRICK & STRUGGLES 







OFFICES IN PRINCIPAL THE WORLD 




























& INTERNATIONAL FUND FOR 
AGRICULTURAL DEVELOPMENT (IFAD) 
J Via del Serafico No. 107, 00142 Rome, Italy 


Fax: +39 06 5043463, E-Mail: vacancy@ifad.org 
Seeks 


MANAGER LANGUAGE SERVICES (P-5) 


DUTIES AND RESPONSIBILITIES: Under the direction of the Secretary of IFAD the incumbent 
performs the following duties: 

|. Plans, organizes, supervises, monitors and sets priorities for all editing, translation, revision and other 
written-language-telated services of the Fund, including related. terminology amd reference work, 
developing workplans, scheduling resources and adjusting priorities accordingly. Develops and 
implements proeedures for such services and for the establishment and maintenance of terminology files 
and other reference sources, ensuring adherence to Fund policies and procedures. Negotiates deadlines 
with requesting. units and ensures that those deadlines are met by Language Services. Oversees the 
assignment of text to in-house and external staff according to each editortranslator's aptitude and 
capacity, Organizes and supervises language services for meetings of the Fund's governing bodies as well 
as other high-level meetings. Makes authoritative linguistic determinations in English. 

2. Establishes editorial and translation practices and guidelines for the umit and contributes to the 
establishment of Fund-wide policy. 

3. identifies and advises on the appropriate use of new technology, 

4. Guides, trains, and/or supervises training of editors, translators, and revisers, evaluating their 
performance and promoting the best utilization of their skills and experience. 

5. Oversees documents management and contracting of estemal-and temporary on-site staff, verifies that 
work dene by external editors and translators is done to a satisfactory standard, and approves editing and 
transiation payment orders. Determines whether prospective external editors and translators are qualified 
to be assigned freelance work from the Fund. 

6. Analyses the Language Services’ workload and staffing levels, and formulates and justifies budgetary and 
personnel proposals. Initiates personnel actions for recruitment of staff, renewal of contracts, etc. Formulates 
instructions and guidelines governing the work of editors, translators, revisers, and other language staff. 

7. Prepares staff performance evaluations. Organizes recruitment competitions, including setting and 
evaluating examinations, interviewing candidates, and recommending the selection of staff. 

8, Edits highly sensitive English-language documents-and translates and/or revises from at least two of 
the Fund's official languages (and occasionally other languages) into English the most urgent, difficult, 
or sensitive documents, and reviews and/or approves translations of such documents into other official 
languages of the Fund. Revises edited texts aud translations for training and development purposes and 
discusses revisions with the editor/translatar. 

9. Performs other related duties as required. 

OUALIFICATIONS AND EXPERIENCE: 

Education and experience: 

Advanced University degree anesting knowledge of languages. Minimum of ten years related experience, 
with emphasis on senior translator or reviser duties. Demonstrated leadership ability in a multicultural 
setting. Strong interpersonal communication skills. in dealing with persons of diverse cultural 
| backgrounds. Good knowledge of IT applications, 

| Languages: i 


English mother tongue (or equivalent); excellent knowledge of iwo other languages (Arabic, French or Spanish). 









































Economist - Eastern Europe 


London Based 
Competitive Salary and benefits package 


Morgan Stanley, a leading global investment bank, is seeking 
an economist/strategist for its EMEA Sovereign and Economics 
research team based in London. 


As an Economist with Morgan Stanley Fixed Income Division, 
you will cover economic and policy developments in central 
and eastern European economies including data watching and 
macroeconomic forecasting for one or more countries. 


You will also be expected to contribute to Morgan Stanley EMEA 
and global economic and strategy publications, along with coverage 
of fixed-income and equity clients. 


As well as a degree in economics (preferably masters), we are looking 
for people with a minimum of two years of professional experience 
in economic research concerning central and eastern Europe and/or 
Russia. Such experience may have been earned at an academic 
institution, international organisation, finance ministry or central 
bank. Preference will be given to people with regional language skills. 


‘To apply, please send your cv to T.Louise, Davidson@morganstanley.com 
or 25 Cabot Square, London E14 4QW. UK. 


Please forward your application in. duplicate to Personnel Division no later than 25 November 2002, 
Please note that any application received by IFAD after the deadline will not be considered, For more 
details please visit our web-site at xwwfad.org 





Onlv short-listed candidates will receive un acknowledgement. 
SUMMOPERE m as a oes ee ape hs 


ctober 26th 2002 
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SWAZILAND 






SKPE is a government parastatal tasked with community 
development using water. SKPE is responsible for 
planning and implementation of the Euro 130 million 
Lower Usuthu Smallholder Irrigation Project (LUSIP), a 
multi donor financed project, involving the construction of 
off-channel storage, a system of canals and the 
development of 11500 ha of irrigation. 


SKPE wishes to recruit an experienced Project Manager 
who will have overall responsibility for implementation of 
LUSIP. The Project Manager will head a Project 
Management Unit (PMU) comprising of a team of 
specialists and will report to the SKPE Chief Executive 
Officer. 


Summary of Duties 


* Be the focal point for coordination between 
Government and the financing partners; 


* Prepare implementation schedules, prepare and 
evaluate the tenders and co-ordinate the award 
and performance of the service contract for detailed 
design and construction; 


* Coordinate the work of the Engineering Unit Manager 
and the Agricultural Unit Coordinator; 


* Prepare for submission to Board of SKPE and 
Financing Partners annual work plans and other 
reports, and to ensure compliance with loan 
covenants, etc. 


Ke u cations 


* University degree with postgraduate qualification in 
agriculture, economics, agricultural/civil engineering, 
or business management. 

* Extensive experience of managing major 
dam /irrigation projects and of implementing 
multi donor financed projects and associated, 
disbursement and procurement procedures. 


* Previous working experience in East or Southern 
Africa will be an advantage. 


Terms of Appointment 


The initial appointment shall be for 4 years, and will 
continue for another 4 years, subject to the outcome of a 
performance review. The Project Manager is to be 
recruited on a contract financed by the European 
Development Fund, subject to its approval. 


MM MM M MM ÓÓ——— M ÓQá€ 
Applications with detailed CV by 8 November 2002: 


The Recruitment Manager, 
KPMG, P.O. Box 331, 
Mbabane,Swaziland. 


Fax 09268 4041929 
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USUTHU IRRIGATION PROJECT 




















SENIOR CONSULTANTS | 
SENIOR ADVISORS 


human dynamics is a leading Austrian 
ie re E provider of premium consulting services in 
public & private sectors, for the IBRD, the EC throughout Central & South 
Eastern Europe, the CIS, the Middle East and Asia. 


€ insulting & research 








A Urge nt: consultants with in-depth knowledge in the areas listed below for 
long term, short term and retained consultancy assignments. 





>  publicfinance: legislation, budget execution, expenditure / cash 
debt & treasury management, financial planning, audit, forecasting 


> customs & border control: capacity building, HR, EU IT systems 


> ic inistration: institution building, legislation, WTO, HR 









A Requirements include: Academic qualifications related to the above; a 
minimum of 5-8 years work experience including top level civil service, politics, 
private sector, lobbying or journalism; excellent English verbal & written 
communication skills; other local languages desirable; resourcefulness, client 
orientation, strong conceptual, analytical & reporting skills, outstanding track 
record of successfully completed assignments. 


A Benefits: we offer competitive remuneration packages according to 
qualifications and experience plus premiums for outstanding performance. 


A Contact: You are invited to send your CV in electronic form, indicating and 
ranking specific area(s) of documented expertise, preferences for long-term or 
short-term assignments and remuneration history to: 


human dynamics, Int'l Recruitment, Heumarkt 27, A-1030 Vienna Austria 
e-mail: recruitment @ humandynamics.org website: humandynamics.org 





Chief Executive 


Secretary to the Treasury 
New Zealand 


The New Zealand Treasury manages the Crown’s finances, and is the 
Government's primary adviser on economic and financial matters. The 
Government looks to the Treasury for a major contribution to policies addressing 
the complex economic and social challenges faced by New Zealand. 


The Secretary provides expert, frank and timely advice to the Government 
on all matters relating to New Zealand's economic well-being, and leads 
and manages the Treasury across its operational and policy dimensions. 


The successful applicant will demonstrate the highest standards of 
strategic leadership, be able to manage skilfully in New Zealand's political 
and cultural context, have excellent intellectual and communication 
abilities, and be an accomplished senior executive with abilities to 
motivate, develop and retain a highly competent work force, and to build 
and sustain relationships. 
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The Economist Collection includes diaries and Leather goods can feature your logo in gold, silver, 


business accessories. colour or blind blocking. 


The Economist 2003 Collection 


A gift for you 


Designed to support the lifestyle of the business 
executive, The Economist 2003 Collection brings 
organisation and composure to a hectic world. 


All the items carry the hallmark of quality and 
craftsmanship without compromising on 
functionality. Purchase today and start planning 
your future. 


A gift for your customers 


Giving gifts in business is just as enjoyable as 
giving gifts in your personal life and it makes 
good business sense. 


The Economist Collection makes choosing the 
right gift easy. Names, initials and logos can be 
embossed on to any of our products to give an 
individual touch, or we can even include a special 
foreword within our diaries to promote your 
company. 





Diaries can be customised with your A range of Filofax organisers and accessories are 
company logo. available. 


Special Offer 





UK & Overseas: 
+44 (0) 131 654 7677 


Or, e-mail your request to: 
economistdiaries@letts.co.uk 


North America, Latin America & Canada: 
(1) 416 438 7657 


Or, e-mail your request to: 
economist@lettscanada.com 


Or, view the range on: 





UK Government's national inward investment agency 


Helping companies to set up or expand business in the UK 





’> Europe's number one 
business location 


‘ Deregulaled, flexible economy 


' Skilled and adaptable workforce 


Leading ICT expertise 
and infrastructure 





World class R & D 





Wwww.invesk.uk.com 








Westward, look, the land is bright 


BRATISLAVA, BUDAPEST, PRAGUE AND WARSAW 


The European Union is now formally embarking upon enlargement. For Central 
Europeans, however, the end of history may prove disappointing 


pr history is not hard to find in 
Central Europe. World wars, totalitar- 
ianism and genocide have been played out 
on its soil. Yet think also of Poland, which 
vanished from the map for more than a 
century. It re-emerged amid the ruins of 
the first world war only to be brutalised 
again during the second, then waited until 
1989 for the freedom, once again, to make 
its own way. Stubbornly, this part of the 
world has a knack of rising again. Soon, 
thanks to Ireland's approval last weekend 
of the Nice treaty, its next reincarnation 
will appear. 

In December, the European Union is 
due to finish negotiations with ten hopeful 
members which, save Cyprus and Malta, 
were all former satellite states of the Soviet 
Union. Poland, Hungary, the Czech Re- 
public, Slovakia, Slovenia and the three 
Baltic states will—perhaps by 2004—at last 
take their places as full members of Eu- 
rope's top club. History, you might say, is 
coming to a happy end. 

Eastern Europe was mostly a conceit of 
the cold war, based on Stalin's lumping to- 
gether of everything to the east of the Iron 
Curtain. But Central Europe, the name 


now preferred by many locals, is itself 
rather new, having come into use only 
about a century ago. And it, too, conceals 
huge differences. Despite fitful attempts to 
progress, Bulgaria and Romania remain, 
like Ukraine, firmly in the East. By contrast, 
Slovenia looks little different from rich 
neighbour Austria, and is essentially west- 
ern. The Baltics are tiny; besides, Estonia is 
practically Nordic in all but income. That 
leaves a Central Europe of Poland, the 
Czech Republic, Hungary and Slovakia, 
which now make up the first tranche of Eu- 
rope's eastward enlargement. 

In many ways, these four have already 
come most of the way home. Three of 
them- Poland, Hungary and the Czech Re- 
public—joined NATO in 1999. The Slovaks 
will probably do so after the NATO sum- 
mit in Prague this November. Unlike their 
eastern neighbours, such as Russia and 
Ukraine, none has spent much more than 
40 years under communism. Since the tu- 
mult of 1989, all have become stable, if 
rowdy, democracies with workable mar- 
ket economies. 

The heroes of that fateful year have 
now passed, or are about to pass, from the 
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scene. Poland’s Lech Walesa has more or 
less gone from politics after a brutal defeat 
in the presidential election of 2000 and 
the collapse of the rump of his movement, 
Solidarity. The Czechs’ Vaclav Havel, who 
has been very ill, will retire in January to 
write his memoirs, having fulfilled his two 
five-year terms as a figurehead president. 
Hungary’s Viktor Orban, who in 1989 fam- 
ously stood at the tomb of a leader of an 
earlier uprising to demand the departure 
of Soviet troops, has tilted towards the 
nationalist right; his Fidesz party, which 
once catered to Hungary’s yuppies, has 
lost power. Each such farewell is a sign of 
the maturity and health of these democra- 
cies. Politics in these parts has indeed 
come a long way. 

Yet all is not well. Dashed hopes and 
disaffection mark much of Central Europe. 
The losers, and there are many of them— 
farmers, factory workers, the unemployed 
young-are angry. Pensioners struggle to 
get by on sums lower than the World 
Bank's poverty standard. What happened, 
they ask, to the much anticipated perks of 
capitalism and liberal democracy? One 
Budapest resident puts it this way: "Stop 
any BMW driving on the street. There's 
about a two-thirds chance [the driver] is 
connected to ex-communist party men 
and secret police officers." Much of the 
new wealth has shady origins, corruption 
is endemic, and the quality of Central Eu- 
rope's politicians, civil servants and judges 
is poor to dire. Some former dissidents are 
understandably upset. Surely, they say, we 
didn’t go to prison so that communists > 





could shop at Boss, or in order to fill our 
television screens with naked weather- 
girls and dubbed Jerry Springer shows? 

Anger bubbles up in two ways. Right- 
wing populist parties have gained ground, 
most dangerously in Poland. Thanks to 
parties such as Self-Defence and the 
League of Polish Families, the result of a 
forthcoming referendum on joining the EU 
is far from certain. Ex-communists have ex- 
ploited the fears of those who may lose 
out, and have appealed to nostalgia for the 
good old days when everyone had a job. 
But in most of Central Europe politicians 
of theold order have done a brilliantjob of 
reinvention during the past decade, with 
parties becoming fairly close facsimiles of 
West European social democrats, warts 
and all. 

So successful, in fact, that Central Eu- 
rope's governments are almost entirely 
run by the left. In Poland's current left- 
wing coalition, both the prime minister 
and the president served as communist- 
era ministers. Harder-core leftists, such as 
the Czech Communists, unreformed and 
unapologetic, carried several regions in 
the June election, including the wine- 
growing bit of the country along the bor- 
der with Austria. Ironically for a Walesa or 
a Havel, it is the political heirs of their op- 
pressors who willlead these countries into 
the EU. Democracy can take strange turns. 


The second-class compartment 

The last time the EU expanded, in 1995, 
only rich countries were up for member- 
ship. Sweden, Finland and Austria all 
slipped in effortlessly. You have to go back 
to Spain and Portugal in the 1980s for a 
rough analogy of the task ahead, though 
this time it will be harder. Central Europe— 
with a combined population of 64m and a 
GDP of $300 billion—is far poorer per head 
than even the Iberian countries and 
Greece at the time of their Eu entry (see 
chart). With EU budgets already strained, 
Central Europe will receive far less money 
from Brussels than the Spaniards did. And 
if Poles, Hungarians, Czechs and Slovaks 
are expecting a big boost in private invest- 
ment in its place, they may be sorely disap- 
pointed: much foreign direct investment 
has already arrived, and accession will not 


bring massive increases. 

Negotiations over the acquis commu- 
nautaire, the EU's body of laws, are plod- 
ding towards a conclusion, though the 
most important questions, including farm 
subsidies, are still to be resolved. Poland, 
for example, has 27% of its workers in jobs 
connected to farming. The level of aid for 
Poland's smoke-belching steel industry is 
another sticking point. The candidates 
must close all chapters by December to al- 
low formal accession in 2004. Yet member 
countries, notably France and Germany, 
are grumbling. Recent economic weakness 
and budget deficits among the candidates 
suggest that accession may slip to early 
2005, if not later. 

Whenever it comes, Europe's new 
members will, in some respects, be sec- 
ond-class citizens. Austrians and Ger- 
mans, in particular, fear a flood of new mi- 
grants snapping up jobs. This is unduly 
alarmist. First, the Germans need such im- 
migrants to help prop up their teetering 
pension schemes and boost their flagging 
high-tech sector. But most Central Europe- 
ans are stay-at-homes. Few would move 
from one side of Hungary to another, 
much less to Berlin, in search of a better 
job. Even so, restrictions on labour will re- 
main for up to seven years after accession, 
though Finland and the Netherlands are 
looking to open their borders to the new- 
comers sooner. 

Since 1989, trade has shifted strongly to- 
wards the west. Income levels have grown 
throughout the region. Investment in 
everything from car plants to breweries 
has streamed in. The Central European 





economies are said to be converging with 
those of their western neighbours. Even at 
tobust rates of growth, however, Central 
Europe's EU candidates may need as much 
as another 15 to 20 years to catch up with 
Western Europe. Growth has in fact been 
slowing in much of the region. Govern- 
ments are backsliding on economic re- 
forms—a pity, since sluggish growth may 
not only delay the candidates' own acces- 
sion, but jeopardise the chances of the re- 
maining aspirants to the east. 

Impressive industrial growth can be 
seen all over Central Europe. Philips has 
moved some Tv manufacturing to Hun- 
gary from China to take advantage of a 
cheap but well-educated workforce, and 
Gideon Richter, a pharmaceutical firm, 
produces generic drugs there on a grand 
scale. In the Czech Republic, Skoda, a car 
maker, has tripled production since Volks- 
wagen bought the company in 1991, when 
70% of its cars were sold domestically. 
Now 80% are exported, to some 70 coun- 
tries. Skoda has plants in Poland, Bosnia 
and India. Not bad for a Central European 
company. 


Who lost Poland? 

Buta gap has opened up in Central Europe. 
The Czechs and Hungarians have attracted 
top-quality foreign investment, and have 
capitalised on their technical skills to build 
knowledge-based industries. Hungary has 
also traded on the fact that it moved to- 
wards a market economy far earlier than 
its communist neighbours and, by 1988, 
had liberalised a far larger portion of its 
economy. 

Yet even in Hungary the government is 
heading for high deficits, which could de- 
lay its entry into the single currency. The 
minimum wage was recently doubled, 
and workers outside Budapest may find 
themselves, in consequence, spending 
more time on the dole. All the area’s gov- 
ernments know that EU aid will not be 
enough to balance their budgets, but at the 
same time know that they are too big to 
fail. Instead, they bide their time—in Hun- 
gary’s case, by trying to nurse export-ori- 
ented national champions to health before 
the rules change to forbid such things. 

In Poland—by far Central Europe's big- »» - 
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> gest economy—and in Slovakia, the picture 
is much bleaker. Unemployment is more 
than double the level in Hungary and the 
Czech Republic (see chart on previous 
page). Poland, once Central Europe’s fast- 
est-growing economy, grew by only 1.1% in 
2001. The budget deficit looks likely to rise 
well above 5.0% of GDP. Part of the pro- 
blem lies with the global economic slow- 
down, especially the recession in Ger- 
many, but much more lies in a rigid labour 
market and a welfare state bloated even by 
the standards of Western Europe. 

A recent OECD report on Poland takes 
the government to task over labour-mar- 
ket reform. Payroll taxes are among the 
highest of any OECD country, putting 
even France to shame. Disability benefits, 
as a percentage of wages, are around 30% 
above the Eu average. Employment pro- 
tection makes sacking workers near to im- 
possible. Such policies are a huge drag on 
economic growth. 

Hopes that Poland’s new SLD govern- 
ment would bring reform have been all 
but dashed. A dispute with the prime min- 
ister over the pace of reform cost Marek 
Belka, the finance minister, his job. Rafal 
Antczak, an economist with the Centre for 
Social and Economic Research, now sees 
three scenarios for his country. First, the 
current struggle between the central bank 
and the government could worsen, with 
ballooning deficits and higher interest 
rates. Indeed, political pressures on the os- 
tensibly independent central bank could 
force its governor to resign. A Brazil-like 
currency crisis could follow, causing the 
zloty to plummet, and throwing Poland's 
course towards the euro into doubt. More 
likely, Mr Antczak says, is a long period of 
slow growth, of about 1-3% a year, far less 
than is required to converge with Western 
Europe's living standards. Poland could 
even become a permanent problem-child 
of the Eu, and more restless young people 
would go on the dole. 

The best, though least likely, scenario is 
a return to strong growth, around the 4-6% 
rate seen in the late 1990s. But that would 
require radical remedies for labour ineffi- 
ciencies. According to a study by the cen- 
tral bank, if labour-market reforms had 
been put into effect in 1993, unemploy- 
ment would be close to 7%, rather than the 
current 1896. *Poland has the welfare state 
of Sweden, with the corruption level of It- 
aly,” quips Mr Antczak. 

One potential source of growth, privati- 
sation, has stalled all across Central Eu- 
rope. Stroppy labour unions in Poland de- 
mand more concessions from foreign 
investors. The government there still 
maintains controlling or majority stakes in 
more than 3,000 companies. Giving up the 
reins of economic control does not come 
easily. All the region's governments 
mourn the end of the stockmarket boom 
and the prices once fetched by telecoms 









Getting Budapest ready 


and energy companies. Some companies, 
however, such as national airlines and 
steel mills, may never be able to survive 
without government support. Hungary's 
Fidesz, an ostensibly right-wing party, has 
made less progress towards privatisation 
in the past four years than its Socialist 
predecessor. The Czech Republic has done 
most, but it too is lagging behind schedule. 


The shadow of history 

Despite the missed chances and the risks 
still ahead, Central Europe belongs in the 
EU: if not on moral grounds alone, then 
surely on the look and feel of the market 
economies it has created. The newly-built 
flats in Warsaw's leafy southern suburbs 
could almost be in Turin or Atlanta, if the 
skies were bluer. Shiny multi-screen cine- 
mas, shopping centres and hypermarkets 
are much like those in the Ev. The rivers 
are getting cleaner—salmon have returned 
to Czech rivers after a 70-year absence— 
and the clouds no longer seep acid rain. 
Central Europe's urban young are becom- 
ing as educated, cool and computer-liter- 
ate as their peers in the EU. The sameness 
is depressing in some ways, but far better 
than the sullen bread queues that epito- 
mised communism. 

The Evu’s new Central European mem- 
bers will change Europe too. Redirecting at 
least some EU money from the continent's 
Atlantic and Mediterranean rim to its land- 
locked centre will alter not just Europe's 
memory of itself, but also its future look. 
For a start, the border of the so-called West 
will move east. Poland is already reinforc- 
ing its security in the primeval forests that 
green the border with Belarus and Uk- 
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raine, creating a new exclusionary line 
known, after its Eurocratic origins, as the 
Belgian curtain. An EU which includes 
Central Europe will—at any rate to begin 
with—be less outward-looking and more 
stolid. 

Yet if most Central Europeans are done 
with the past, the past isn’t done with 
them. Thirteen years after the fall of the 
Berlin wall, none of these countries has 
tried to confront the deeds of the ancien ré- 
gime as, say, South Africa’s Truth and 
Reconciliation Commission has done. 
Many Central Europeans feared, probably 
rightly, that such a confrontation might 
tear these fragile societies apart. Instead, a 
sense of “indecency”—as one Budapest 
economist put it-hangs over any discus- 
sion of politicians' lives before 1989. The 
opponents of post-communist govern- 
ments, of course, are unlikely to stop talk- 
ing about the past. Consider Hungary, 
where the prime minister, Peter Med- 
gyessy, under pressure from the right, ad- 
mitted to having been a secret-police infor- 
mant. In Poland, a trial of Wojciech 
Jaruzelski, the former communist leader, 
came to naught. Expect history to make 
more appearances. 

Fortunately, Central Europe's youthful 
demographics (or, more accurately, Po- 
land's) makes it easier to shelve these 
questions. Poland's baby-boom of 1982— 
the result of the long, dark curfews of mar- 
tial law—has yet to make its presence felt. 
These children are now coming of age; 
their search for jobs, and their apathy to- 
wards the history that created them, may 
turn out to be the country's biggest force 
for change. A generational upheaval on the 
order of 1968 remains a possibility. For 
their part, the young in Hungary and the 
Czech Republic are far too busy to be both- 
ered with cold-war history lessons. 

Admitting the new members to the EU 
club will not be the triumph hoped for by 
the generation of 1989. Indeed, rather than 
answering any cry for freedom, Brussels 
bureaucrats will be busy fending off more 
mundane requests for subsidies and aid. 
And rather than welcoming the newcom- 
ers to a booming, confident club, the Eu it- 
self is in difficulties, with some of its big- 
gest economies—hamstrung by monetary 
union and the stability pact—struggling to 
grow themselves. The Central European 
members may well wonder what they 
have got themselves into. 

On the other hand, the admission of 
these new countries may not be as costly 
as some in Paris or Berlin fear. After all, 
Central Europe was never as backward as 
the cold war and its after-effects made it 
seem. Though ravaged by the second 
world war and what followed, the region 
also has a history of democracy, high cul- 
ture and relative prosperity. Proper reinte- 
gration with the rest of Europe, painful 
though it may be, is long overdue. m 
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Getting the genie back into the bottle 


BEIJING AND WASHINGTON, DC 


America, China, Japan and South Korea all need to work together to persuade 
North Korea to scrap its nuclear weapons programme 


N A series of meetings with Asian lead- 
ers at the end of this week, George Bush 
will be trying to prevent a new security cri- 
sis from emerging on the Korean penin- 
sula, following North Korea's admission 
that, in defiance of its promises, it has been 
secretly enriching uranium that can be 
used to make nuclear weapons. China’s 
President Jiang Zemin, now on his farewell 
visit to America as head of state, will be a 
crucial interlocutor. But Mr Bush may find 
it hard to persuade him that the North’s 
misbehaviour is as worrying as it looks. 
Mr Bush’s summitry begins on Friday 
at his ranch in Crawford, Texas, where he is 
due to have a barbecue lunch (a highly- 
prized honour, according to the official 
Chinese media) with Mr Jiang, followed 
by an hour or so of discussions accompa- 
nied only by interpreters. On the following 
day, the two leaders will join 18 others in 
Cabo San Lucas, Mexico, at an annual 
meeting of the Asia Pacific Economic Co- 
operation forum. In the margins of this 
gathering, Mr Bush was also due to meet 
Japan’s prime minister, Junichiro Koizumi, 
South Korea’s president, Kim Dae-jung, 
and Russian officials—all of whose sup- 
port he needs in his efforts to resolve the 
North Korean problem without complicat- 
ing his strategy for dealing with Iraq. 


The importance America attaches to 
China’s role was evident in the decision to 
make Beijing the first port of call when two 
senior State Department officials set off 
last week to consult other countries about 
the North Korean nuclear issue. China is 
probably the biggest supplier of aid to 
North Korea and describes itself as a close 
friend, despite a few recent spats. 

The Chinese are now irritated with 
North Korea for having complicated what 
was supposed to be a friendly farewell 
visit by Mr Jiang to America before his 
semi-retirement nextmonth. The last thing 
Mr Jiang wanted was a trip overshadowed 
by accusations that Chinese technology 
may have helped the North Korean pro- 
gramme (even though most of the equip- 
ment is thought to have come from Pak- 
istan). In an effort to prove they are no 
longer part of the proliferation problem, 
China has issued a series of regulations 
since August tightening restrictions on the 
export of technologies that could help 
make weapons of mass destruction. 

China, said its foreign ministry spokes- 
man this week, “consistently supports the 
denuclearisation of the Korean penin- 
sula.” Still, Chinese officials appear less 
concerned than the Americans are about 
the possibility that North Korea’s nuclear 
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35 Restoring Beijing 


programme could have produced a deliv- 
erable nuclear weapon. As the Chinese see 
it, the real threat emanating from North Ko- 
rea is a political collapse that could dam- 
age stability in the region and prompt 
American forces to move close to China’s 
border to fill the vacuum. Should Mr Bush 
call for economic pressure on North Korea, 
he is unlikely to find China receptive. 

Some experts believe that by admitting 
to having a uranium programme, North 
Korea may be trying to engage a standoff- 
ish America rather than threatening it. 
“North Korea is not in a position to 
threaten the United States. It’s also notina 
mood to do so,” says Jia Qingguo of Beijing 
University, who sees the confession as an 
act of contrition similar to its admission to 
Mr Koizumi in September that North Korea 
had abducted Japanese citizens. 

Certainly China seems unprepared to 
condemn its old friend openly for under- 
mining an accord reached in 1994 between 
the United States and North Korea. This 
pact, known as the Framework Agree- 
ment, required North Korea to abandon its 
graphite-moderated nuclear reactor pro- 
gramme, based at Yongbyon. A by-product 
of this type of reactor is plutonium which, 
like enriched uranium, can be used to 
make nuclear weapons. In exchange, an 
American-led consortium would help the 
North Koreans build two light-water reac- 
tors, whose waste is more difficult (though 
not impossible) to convert into weapons- 
grade material. Work on the first of these 
began in August at Kumho. 

The Americans appear not to have de- 
cided yet what to do with the agreement, 
which also required North Korea to come 
clean about its past plutonium work be- 





-> fore the nuclear components of the reac- 
tors are in place, and to uphold an earlier 
accord with South Korea banning the en- 
richment of uranium. Presented with the 
evidence of their uranium enrichment, 
North Korean officials reportedly told the 
Americans that they consider the 1994 re- 
actor deal “nullified”. But for their part, the 
Chinese do not want it scrapped. They be- 
lieve the accord has been effective in cut- 
ting off a ready supply of plutonium. 

South Korea has sent a clear signal that 
it wants the problem to be resolved 
through dialogue. In an agreement 
reached in Pyongyang on Wednesday be- 
tween senior officials from the two Koreas, 
it was agreed that the two sides would “ac- 

- tively pursue dialogue” to resolve the nu- 
< clear issue—though the South has not yet 
. persuaded the North to scrap its uranium 
enrichment programme. President Kim 
Dae-jung, the architect of South Korea's 
*sunshine policy" towards North Korea, 
would be unlikely to agree readily to any 
threat of sanctions or want to see America 
cut off the 500,000 tons of heavy fuel oil 
that it has been expected to provide every 
. year under the 1994 agreement until the 
- first of the new reactors is built. A ship- 
ment of this oil went ahead last week, 
without being blocked. But South Korea's 
policy toward the North may change after 
presidential elections in December in 
< which a conservative candidate, Lee Hoi- 
-= chang, is favourite to win. 

For much of the past decade, North Ko- 
rea's neighbours have lived with the pos- 
sibility that some of the country's pluto- 
nium might have been turned into bombs. 
Yet they have generally tried to improve 
ties with North Korea rather than isolate it. 
During his meetings with Asian leaders, 
. Mr Bush is likely to find little appetite for 
confrontation. Yet South Korea and Japan 
also know they cannot get far in their own 
relations with North Korea without Amer- 
ica's backing, and Mr Bush will be looking 
. fortheir diplomatic support in persuading 
North Korea that further aid and invest- 
ment will not be forthcoming if it contin- 
ues to cheat on its agreements. B 
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TOKYO 


The Japanese public will not take 
kindly to cosying up to the North 


EFORE the nuclear news broke, Japan 

and North Korea seemed to be on the 
way to a reconciliation. Last month Juni- 
chiro Koizumi made a visit to Pyongyang, 
the first by a Japanese prime minister. 
While he was there, Kim Jong Il confessed 
that his regime had abducted many Japa- 
nese over the years, and that only five of 
them were still alive a quarter-century 
later. The two then signed a joint declara- 
tion in which Japan apologised for “the 
huge damage and sufferings” it had in- 
flicted on Koreans during its colonial occu- 
pation, and which expressed the two gov- 
ernments’ desire to work towards normal 
diplomatic relations. But last week, while 
they were preparing to hold talks (which 
will start in Kuala Lumpur on October 
29th), the Japanese public learned of 
North Korea’s latest nuclear shenanigans. 
As Mr Kim's team prepares to sit down 
with Japan's government, it should now 
expect 123m uninvited guests. 

The Japanese public's awakening has 
come gradually, spurred by occasional 
jolts such as the latest nuclear revelations. 
North Korea's missile programme, for ex- 
ample, went largely unnoticed by laymen 
until four years ago, when Mr Kim's re- 
gime decided to launch a rocket unan- 
nounced over Japan. By last December, 
when a North Korean spy ship sank with 
Japan's coastguard in pursuit, ordinary 
Japanese were paying closer attention. 





Even before Mr Koizumi announced his 
trip to Pyongyang, 64% of Japanese were 
telling pollsters that they dislike North Ko- 

rea. That compares with only 28% or so for 
Russia (respondents to the poll could 
name as many unlovable countries as they 
wished) and only 15-21% who dislike 
China, which many Japanese assume is 
about to devour their economy. Just be- 
cause they fear and dislike their neighbour 
does not mean that Japanese would prefer 
to stay hostile indefinitely. Butitserves asa 
warning to Japan's leaders not to get too far 
out in front of their voters. 

Mr Koizumi's trip gave him an immedi- 
ate boost in the polls; but soon afterwards, 
as the fate of some of the abductees be- 
came known, 76% of Japanese were saying 
that Japan should be in no hurry to nor- 
malise relations, and should "negotiate in 
a tenacious manner". They are unlikely to 
have been better pleased, in the only coun- 
try to have been bombed with atomic 
weapons, by news that Mr Kim is still toy- 
ing with nukes. An unseemly struggle over 
the future of the surviving abductees has 
also developed. 

Besides their outlook on North Korea, 
Japanese attitudes towards any talks will 
also be coloured by a growing distrust of 
their own officials. In the past year alone 
they have heard tales of incessant corrup- 
tion and insubordination in the foreign 
ministry, learned how a politician manip- 
ulated foreign policy for profit, and 
watched a newsreel which showed ofh- 
cials in their Chinese consulate allowing 
Chinese police to haul off would-be defec- 
tors from what they know is a vile North 
Korean regime. Since they now distrust 
both sides at the negotiating table, ordin- 
ary Japanese and their media would look 
askance at any agreement that does not en- 
sure their safety. m 





Indonesia 


After Bali 


JAKARTA AND MANILA 


The government seems to have the will to take on terror. How about the skill? 


E THE September 11th terrorist attacks 
last year changed the world, the October 
i2th bombing in Bali has certainly 
changed Indonesia. Before, the local au- 
thorities did not even acknowledge the ex- 
istence of Jemaah Islamiah, a group ac- 
cused by America and Singapore of 
launching various terrorist attacks, and re- 
fused to arrest the group's alleged leader, 
Abu Bakar Basyir. But in the two weeks 
since the attack, police have detained Mr 
Basyir (on his hospital bed), and Indone- 
sia, among other countries, now wants the 


United Nations to declare Jemaah Isla- 
miah a terrorist group. What's more, the 
government, which had spent months in 
fruitless negotiation with parliament over 
a counter-terrorism law, has summarily 
awarded police new powers to monitor, 
arrest and detain suspected terrorists. All 
this is proof, foreign observers hope, that 
Indonesia will now put its weight behind 
the efforts of other South-East Asian coun- 
tries to combat terrorism. But as the experi- 
ence of those other countries demon- 
strates, political will alone will not get the | 
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job of quashing extremism done. 

The investigation into the Bali bombing 
is a case in point. The police made a good 
start by draftingin Made Mangku Pastika, a 
native Balinese who until then had 
headed the police in Papua province, to 
run the show. He had proved his grit by im- 
plicating several soldiers in the murder last 
year of the leader of the Papuan indepen- 
dence movement. With the help of dozens 
of foreign experts, the police have already 
identified the car that was carrying the 
bomb andissued sketches of its occupants. 

But not everything is going according to 
plan. Much potential evidence was de- 
stroyed thanks to the police's failure to seal 
off the site of the bombing to prying jour- 
nalists and grieving bystanders. Grisly bu- 
reaucratic delays in the identification of 
bodies have exasperated foreign govern- 
ments and infuriated the victims' families. 
Meanwhile, the minister of defence, the 
police and the intelligence service have all 
released contradictory accounts of the in- 
vestigation and then denounced one an- 
other's idiocy for doing so. 

Indonesia has had little success crack- 
ing terrorism cases, despite the many 
bombings since the fall of Suharto, Indo- 
nesia's dictator for 30 years, in 1998. Until 
then, the intelligence service and the 
armed forces kept close tabs on extremist 
groups. But over the past four years, their 
budgets have been slashed, and the new 
liberal political climate has forced them to 
drop their more brutish tactics. The police 
have been hived off from the army, leaving 
them with no intelligence arm of their 
own. “I have to be honest,” says General 
Sudrajat, an army bigwig, "Our intelli- 
gence organisations are in bad shape." Mu- 
chyar Yara, a spokesman for the intelli- 
gence agency, bears him out: “We lack 
human resources, money and equipment, 
so we can do only the minimum." 

Much of this self-effacement is self- 
serving. The different security services are 
exploiting the Bali bombing to lobby for 
greater powers and resources. The intelli- 





gence agency wants the freedom to in- 
terrogate suspects in the absence of police 
and lawyers. The army says it should be al- 
lowed to use its nationwide presence for 
surveillance work. The new decrees per- 
mit the police to hold suspects for up to six 
months without trial, provided they se- 
cure a judge's approval. Indonesia's past, 
though, makes such measures particularly 
sensitive. Human-rights groups point out 
thatIndonesia's trouble with terrorism lies 
not with the courts acquitting obvious vil- 
lains (none has), but with the authorities 
not bothering to pursue them. The police, 
moreover, originally said they needed 
their new powers to deal with people like 
Mr Basyir, who has only been implicated 
in terrorism by foreign intelligence reports. 
In the end though, they arrested him un- 
der the normal criminal code. 
Nonetheless, the chief threat to the gov- 
ernment's anti-terror campaign comes not 
from human-right concerns or the Muslim 
opposition, but from its own short atten- 
tion span. It tends to act only when it can- 
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Reassuring America 
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not decently do otherwise, leaving matters 
to lapse again as soon as the original 
uproar has subsided. 

Yet the example of the neighbouring 
Philippines shows how little hope there is 
of a quick fix. President Gloria Arroyo has 
kept a crusade for “peace and order” at the 
top of her agenda for the past two years— 
yet terrorist attacks remain commonplace. 
There have been five bombings in the past 
month alone, causing 21 deaths. Although 
four of them took place in the south of the 
country, where various Muslim militants 
are fighting for independence, the other 
killed two passengers on a bus in Manila, 
the capital. Filipino officials say the latter 
resembled a series of attacks in 2000, 
blamed by jailed terrorists on Jemaah Isla- 
miah. If their suspicions are correct, the 
group remains active in the country de- 
spite a concerted investigation and several 
arrests. As Angelo Reyes, the defence min- 
ister, admits, anyone who places great 
faith in the intelligence services ought to 
have his head examined. 8 


It denies providing a safe haven for terrorists _ 


Tu government of Bangladesh is in- 
dignantly defending itself against 
claims that over the past year the coun- 
try has been used as a safe haven for 
members of the Taliban and Osama bin 
Laden's al-Qaeda organisation. Time 
magazine said this month that Bangla- 
desh may become a dangerous new 
front in America's war against terror. 
Ministers and officials are especially up- 
set over à claim by an intelligence official 
in Dhaka, not named by the magazine, 
that Mr bin Laden's second-in-com- 
mand, Ayman al-Zawahiri, may have 
been hiding in the country for months. 
The magazine said nearly 150 members 
of the Taliban and al-Qaeda fled from 
Afghanistan and arrived by ship in Ban- 
gladesh last December. The government 
denies this and says that such reports are 
an attempt to damage Bangladesh's tol- 
erant reputation. 

Unconnected to the magazine's story, 
but also worrying the government, are 
claims made by the main opposition 
party, the Awami League, that two Is- 
lamic parties within the governing co- 
alition have a history of links to terror 
groups. It says that a bomb attack in Sep- 
tember in the south-western town of 
Satkhira, when two people were killed 
and hundreds injured, was carried out 
by an Islamic group with links to the 
government. “We cannot hide from the 
truth," said the Awami League's spokes- 


man, Saber Hossain Chowdhury. “Un- 
questionably there are certain elements 
in Bangladeshi society—it may only be 
very small elements—who were sympa- 
thetic towards the Taliban.” Even some 
ministers were sympathetic towards the 
Taliban, he said. 

The four-party coalition led by the 
Bangladesh Nationalist Party of the 
prime minister, Khaleda Zia, has 
strongly rejected the opposition claims. 
Mrs Zia says supporters of the Awami 
League were responsible for the Satkhira 
bombs. Such exchanges are the stuff of 
everyday Bangladeshi political life, 
made more pronounced by the bitter ri- 
valry between Mrs Zia and the Awami 
League leader, Sheikh Hasina. But over 
terrorism, Mrs Zia has been particularly 
defensive, emphasising her co-operation 
with the United States. 

One institution that is willing to as- 
sist the prime minister is the army, 
which has detained more than 1,500 
people-including Mr Chowdhury-as 
part of a crackdown against murder, 
rapes, muggings and, say the opposition, 
dissent. There are said to be more than 
300 murders in Bangladesh every 
month. Mrs Zia won last year's election 
largely on a promise to reduce violent 
crime. Last week, after it was clear that 
she had failed, the government ordered 
40,000 troops on to the streets to help 
the police arrest armed criminals. 
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Afghanistan’s constitution 


The sound of the 
sixties 


KABUL 
How will Afghanistan balance 
tradition and modernity? 


HE appointment on October 5th of a 

committee in charge of drafting Af- 
ghanistan’s new constitution has so far not 
attracted much attention. It should. The Ta- 
liban may be out, but what kind of coun- 
try Afghanistan is to become, and what 
place religion will have in it, are still crucial 
open questions. 

At their Bonn meeting in December 
2001, Afghan representatives and inter- 
ested foreign countries revived with modi- 
fications the country’s 1964 constitution, 
intending it as a stop-gap until a new one 
could be adopted. Enacted by Zahir Shah, 
then king, that constitution limited the 
monarch’s absolute power through the 
creation of a parliament and the clear 
separation of powers, and granted equal 
rights to men and women. Following the 
coup that deposed the king in 1973, how- 
ever, it was scrapped, as Afghanistan suc- 
cessively turned into a republic, a Soviet- 
style regime, an Islamic state and, under 
the Taliban, an Islamic emirate subject to 
the authority of an emir, Mullah Omar. 

Over the next six months, the commit- 
tee’s nine members are to prepare a draft 
constitution, which will then be debated 
by a commission of 30-35 members. The fi- 
nal text must be ratified by a constitutional 
loya jirga (grand council) next year, paving 
the way for a general election. 

In the months to come, however, ten- 
sions are likely to arise over the weight ac- 
corded by the new constitution to sharia, 
or Islamic law. In Afghanistan’s conserva- 
tive society, religion has proved to be a 


- 


Changing times 


India 


"The Economist October 26th 2002 


When religion and freedom clash 


Tamil Nadu bans forced conversions 


iby AN effort to discourage the conver- 
sion of low-caste Hindus to Islam and 
Christianity, the government of the 
southern Indian state of Tamil Nadu 
passed a local law on October 5th ban- 
ning such conversions if they are made 
by force or “allurement”. Signalling a 
break with the state’s history of tolerant 
secularism, the move has been widely 
seen as an attempt by the chief minister, 
Jayalalitha Jayaram, to strengthen her 
ties with India’s ruling Hindu-nationalist 
Bharatiya Janata Party, which has long 
advocated a ban on religious conver- 
sions. Those convicted will face a fine of 
up to 100,000 rupees (about $2,100) and 
up to four years in jail. 

The ban appears to have been 
prompted by the conversion to Chris- 
tianity in September of a number of un- 
touchables, mostly women, in the Tamil 
Nadu city of Madurai. Then a group of 
low-caste Hindus in a village near Kan- 
chipuram threatened to convert to Islam 
after they were prevented from worship- 
ping in a nearby Hindu temple. The 
state’s best-known case occurred in 1981 
when an entire village of untouchables 
converted to Islam. While Hindu nation- 
alists claimed that the converts were 
bribed, a government investigation con- 


useful tool for warlords, many of whom 
gained power through waging jihad 
against the Russians and have held on to 
religion to maintain their influence. 

Those who contributed to the defeat of 
the Taliban are now being accommodated 
for the sake of stability. Last June, un- 
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cluded that they probably simply 
wanted to cut free from the discrimina- 
tory caste system. 

For some, conversion is a means of 
improving their social and economic sta- 
tus. While the Tamil Nadu government 
says that the ban will counteract at- 
tempts to create communal tension un- 
der the banner of religious conversion, 
Christian and Muslim groups argue that 
it will simply infringe on a person's con- 
stitutional right to practise and propa- 
gate any religion of their choice. On his 
visit to India this month, the pope 
stressed the need for religious freedom. 
However, his call on his followers to fur- 
ther the spread of Christianity may have 
heightened Hindu nationalists' fears of 
future mass conversions. 


elected warlords were allowed to partici- 
pate in the loya jirga that dominated the 
current government, and many delegates 
complained of being intimidated. Conser- 
vative elements led by Abdul Rasul Say- 
yaf, a warlord who destroyed much of 
western Kabul in the early 1990s (though 
he still teaches religion at Kabul Univer- 
sity), insisted that the provisional adminis- 
tration be designated as "Islamic". Accord- 
ingto a UN official, this *is a message to the 
Afghan diaspora that this is a conservative 
society where western ideals should not 
be adhered to." Also in June, Sima Samar, 
the former minister for women's affairs, 
was summoned in front of a court for blas- 
phemy, after allegedly telling a Canadian 
magazine that she did not believe in sharia. 
The charges were eventually dropped for 
lack of evidence. 

Moderates fear the growing influence 
of religious conservatives over the judicial 
system and regard Fazul Hadi Shinwari, 
the chief justice of the Supreme Court, 
with suspicion. He believes that Koranic 
punishment such as hand-chopping and 
stoning should be applied, although with 
more restraint than under the Taliban. A 
commission on judicial reform, estab-»» 


> lished several months ago, was dissolved, 
reportedly obstructed by religious hard- 
liners. The infamous "Ministry for the Pro- 
motion of Virtue and Prevention of Vice", 
the Taliban's ruthless religious enforce- 
ment agency, has never been abolished, 
although it has lost its ministerial status 
and is now known as the Department of 
Islamic Instruction. 

The battle extends beyond the courts. 
In August, the head of Kabul Radio and 
Television decided to ban Indian films and 
the broadcasting of female singers. That 
decision was overturned by the more 
moderate minister of information and cul- 
ture, but when Indian musicals made it 
back to Afghan screens, scenes including 
women singers were edited out. 

So discussions over the constitution 
and the role of sharia promise to be con- 
tentious. Although the nine-man drafting 
committee is mainly staffed with moder- 
ates, the conservatives will flex their mus- 
cles when the wider constitutional com- 
mission is convened. It could be a long 
time before Afghanistan returns to the rel- 
atively progressive style of 1964. @ 





Japanese politics 


Not so magnificent 


TOKYO 
Seven by-elections pose a problem for 
Junichiro Koizumi 


HE Liberal Democratic Party, the head 

of Japan's ruling coalition, has been 
reeling this year from scandals that forced 
some of its most prominent members of 
parliament to resign. Partly as a result, vot- 
ers turned against LDP-backed candidates 
in several local contests earlier this year, 
electing or nearly electing outsiders as 
mayors and governors. These upstarts 
tapped into voters' disgust by running 
without party ties or as members of the 
small but independent-minded Commu- 
nists. Yet as Japan prepares for a series of 
parliamentary by-elections on October 
27th, the ruling coalition has done little to 
clean up its act. 

Nowhere is this more evident than in 
Yamagata, a rural prefecture on the Japan 
Sea coast that lost one of its Mrs, Koichi 
Kato, to financial scandals this year. Mr 
Kato was the head of an pP faction before 
he resigned his seat after one of his aides 
was involved in a tax evasion case and 
there were accusations of misused politi- 
cal funds. In the contest to replace him as 
MP for Yamagata's fourth district, a feud 
has developed between a group of local 
LDP members and the national party. 

This battle makes it especially hard to 
gauge an election already marked by splits 





within the LoP leadership. One such be- 
came public when the prime minister, Jun- 
ichiro Koizumi, shuffled his cabinet on 
September 30th. He angered Lp» officials 
by refusing their advice on appointments. 
On October 22nd the man he had named 
as the new bank regulator, Heizo Take- 
naka, duly ran into LDP opposition over 
his ideas for dealing with bad loans, and 
hadto delay publication of his blueprint. 

Such confusion partly explains why Mr 
Koizumi's rebounding popularity has not 
given the LDP a clear edge in polls predict- 
ing the result of the seven coming by-elec- 
tions. According to Yomiuri Shimbun, Ja- 
pan's biggest daily, the prime minister 
himself is well supported in all the districts 
where the by-elections are taking place, 
with approval ratings of 53-65%. Yet in a 
number of these districts the LpP’s candi- 
dates are not doing nearly so well. 

In Yamagata’s fourth district, only 30% 
of Mr Koizumi’s supporters say they will 





back the LDP’s new candidate, Takayoshi 
Sagae. He is a 57-year-old lawyer in Tokyo, 
specialising in intellectual property. He 
ran as a candidate in Yamagata for the 
now-defunct New Frontier Party in 1996, 
and for the Democratic Party in 2000. Both 
times he lost heavily to the Lpp’s Mr Kato. 
Unfortunately for Mr Sagae, it appears that 
attacks he made on the pp when he was a 
Democratic Party candidate are now being 
held against him. 

Critics of Mr Sagae in the local LDP cau- 
cus are mainly supporters of Mr Kato. 
They are hoping Mr Kato will eventually 
stand again for parliament, and think that 
Mr Sagae is getting in the way. Having 
toured the district making apologies for 
the financial scandals he has been linked 
to, Mr Kato is now lying low. “We don’t 
care much about who will win this elec- 
tion,” says a local prominent supporter of 
Mr Kato, “because we are already focusing 
on the next.” 8 
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Beating about the Bush 


ORLANDO 


The race for governor of Florida is as tight as the 2000 presidential contest there 


ANET RENO, Bill Clinton's attorney-gen- 
eral, calls this one of the most important 
elections in Florida ever. Pete Deutsch, 
congressman for the Everglades, says it is 
the most important race in the country. 
They may both be right. The governorship 
of Florida will not determine the balance 
of power on Capitol Hill this year. But it 
could determine the White House in 2004. 
A governorship is worth a point or two 
in any presidential election because of the 
sitting governor's local sway. Given the re- 
sult in 2000, Al Gore might even be presi- 
dent had Bill McBride, the Democratic 
challenger, been in office instead of Jeb 
Bush. Since Florida will be one of the big- 
gest battlegrounds of 2004, this year's gov- 
ernor's race will determine at least the tac- 
tics and possibly the result next time. 

At any rate, the White House seems to 
believe it. The state, Democrats hint darkly, 
hasreceived more than its fair share of fed- 
eral help for local projects (Republicans 
claim the decisions were made on the mer- 
its). President Bush has visited the state 11 
times in the campaign. It can't just be 
brotherly love. 

So it may seem surprising that Demo- 
crats have fielded someone with no politi- 
cal experience. Mr McBride came from no- 
where to deprive Ms Reno of the 
Democratic nomination. He has a decent 
resumé: heis a decorated Vietnam vet who 
turned his law firm, Holland and Knight, 
from a sleepy southern outfit into one of 


the ten largest in the country. But his real 
talent lies in being able to update a strange 
Floridian political tradition. 

*Is he a mensch?", shouts Joe Lieber- 
man, Mr Gore's running mate, at a 
McBride rally in Fort Lauderdale. “He’s a 
groyse rechteche mensch" (a great and righ- 
teous guy). This, it seems, is Yiddish for 
saying Mr McBride is a "he-coon"-a leg- 
endary concept in Floridian politics. At a 
critical moment in the final debate of the 
1994 campaign, when Jeb Bush was streets 
ahead in the polls, Lawton Chiles, his 
Democratic opponent, turned to the televi- 
sion audience and drawled “The old he- 
coon always walks before the light of day.” 
Literal translation: “Just when you think 
you have a male raccoon cornered, he 
makes his move.” Proper translation: “I’m 
a real Floridian and Jeb Bush isn’t.” Mr 
Chiles won. 

Mr McBride stands in the same line of 
wily, down-home Florida Democratic 
icons. He has united the two main bits of 
the Democratic coalition in the state—con- 
servative rural southerners and liberal, 
mostly Jewish, north-eastern retirees. Can 
he sneak up on Mr Bush, just as he did on 
Ms Reno? 

Mr Bush is a tough target: he is the in- 
cumbent, he is the president’s brother, he 
is spending twice as much money as Mr 
McBride and he has proved a better de- 
bater. He has slowed the challenger’s mo- 
mentum, yet the latest poll still puts his 
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lead only just ahead of the margin of error. 
Until recently, Mr McBride had been gain- 
ing among independent voters each 
week-and voters who make up their 
minds at the last minute traditionally go 
for the challenger by about two to one. 

These polling swings seem to be driven 
mostly by voters’ fluctuating feelings 
about Mr Bush. Jeb is the wonk of the fam- 
ily. He was the first governor to introduce a 
state-wide school voucher scheme (cur- 
rently bogged down in legal wrangling). 
He replaced affirmative action, which gave 
minorities preferential places in universi- 
ties, with a plan guaranteeing a state-uni- 
versity place to the top fifth of students in 
every school. Under his stewardship, Flor- 
ida has weathered the recession better 
than most, creating more jobs in the past 
year than any other state. 

But Mr Bush is a controversial figure. He 
annoyed his own supporters by vetoing 
more local capital projects in his first year 
than had been vetoed in the history of the 
state. The Republican leader of the Senate 
referred to the people around the governor 
as "Shi'ite Republicans". 

Tom Rossin, Mr McBride's running- 
mate, argues that the connecting thread of 
Mr Bush's difficulties is an inability to in- 
clude the subjects of his reforms in the pol- 
icy-making process. The governor infuri- 
ated black politicians by ignoring them 
when reforming affirmative action. This 
led to a sit-in in the governors' office. With- 
out consulting anyone very much, Mr 
Bush tried to reform the child-welfare de- 
partment. This blew up in his face when 
the department admitted it could not ac- 
count for 500 children in its care. 

Merle Black, a professor of southern 
politics at Emory University in Atlanta, 
points out the contrast between Jeb and 
his brother in Texas. George Bush made 


friends with the Democratic leader of the »» 








Texas legislature, wooed Hispanic voters 
and won overwhelming re-election. The 
polls suggest Jeb Bush has barely extended 
his base of support beyond those who 
voted for him in the first place. This con- 
firms conventional wisdom: Jeb lacks 
George's political skills. He comes across 
as a know-it-all. 

All the same, he is hardly to blame for 
the closeness of the race. That comes from 
the divided nature of Florida itself. Once a 
Republican-dominated southern state, 
Florida is now, as the 2000 race showed, 
split down the middle. It is not only the 
largest swing-state, but also the most parti- 
san. In other states with close races, each of 
the two parties starts with only around a 
third of the electorate, leaving large num- 
bers of independent voters prepared to lis- 
ten to either side. In Florida, state-wide 
elections suggest that each party’s core 
support now accounts for 43% of the vote. 

Voters are also extraordinarily loyal. 
Florida brings together some of the most 
partisan groups in American politics. The 
Republican core includes the sort of cul- 
tural conservatives you find all over the 
south. They combine with people who 
have retired to the Gulf coast along Inter- 
state 75 (see map) from the traditional Re- 
publican heartland of the mid-west. The 
Democratic core includes Jewish north- 
easterners in Miami-Dade, Broward and 
Palm Beach Counties along 1-95. These 
combine with blacks, who account for 
about 15% of voters. 


Extracting the core 

In these circumstances, the election will be 
decided by each side’s ability to get out 
their voters. As elsewhere, a low turnout 
should help Republicans. Mr McBride’s 
challenge is to drive up the turnout. Two 
things should help him. 

First, the 2000 election. Many Demo- 
crats-in particular, black Democrats— 
think their vote was stolen in that electoral 
farce. They are bent on revenge. And that 
may mitigate a factor which, in other close 
states, could tip the balance towards Re- 
publicans: the president. For every unde- 
cided voter whom President Bush tempts 


to vote for his brother, he may also stir up 
at least one Democrat who is determined 
to make his or her vote count this time. 

Second, one little-noticed element of 
the race may push up the Democratic turn- 
out-and be a harbinger of national trends. 
That is the role of the teachers' union. In 
2000, the two largest teachers' unions 
merged, creating a new political force in 
the state. This election shows the first flex- 
ing of their muscle. 

The teachers put around $1.5m into the 
McBride campaign during the Democratic 
primary. His campaign manager is the un- 
ion's political director. The teachers have 
already defeated one national political fig- 
ure (Ms Reno) and are going after the presi- 
dent's brother. More important, the teach- 
ers have put three state-wide referenda on 
the November ballot. One would require 
the state to fund pre-school day-care. One 
mandates cuts in class size. And one 
would reform the administration of Flor- 
ida's universities. In other words, says 
Lance deHaven Smith at Florida State Uni- 
versity, the ballot affects parents with chil- 
dren from kindergarten to university. All 


these measures are popular-and the 
teachers' union backs Mr McBride. 

That guarantees nothing. Because Flor- 
ida has so many retirees, only about a third 
of voters are parents (and not all teachers 
are Democrats). Still, the union's anger at 
Mr Bush's education plans is comparable 
to the anger among blacks at the 2000 elec- 
tion. By managing the ballot in this way, 
teachers may well help Mr McBride. 

But Mr Bush also has things to look for- 
wardto in the home straight. The more vot- 
ers look at Mr McBride, the more they tend 
to spot that he has no track-record and that 
with one big exception—education—his 
programme is ill-defined. This gives Mr 
Bush the chance to paint him as a new sort 
of political beast—a “tax-and-cut” liberal. 

Mr McBride supports the teacher’s ref- 
erendum to reduce class size in schools. 
But Mr Bush says this will cost $25 billion 
and argues that Mr McBride, who has 
repeatedly ruled out raising any taxes ex- 
cept a cigarette tax, is being disingenuous 
about paying for it. This dispute will dom- 
inate the last week of the campaign, giving 
a narrow advantage to Mr Bush. @ 
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Washington's sniper 


A breakthrough at last? 


WASHINGTON, DC 


r val -— 


After another grisly week, two important arrests 


N THE first week, people were nervous. 

In the second, they became frightened. 
In the third, the public mood has moved 
close to hysteria. Yet the search for the 
Washington-area sniper finally seems to 
have made progress. As The Economist 
went to press, the police were interview- 
ing two men-apparently John Allen Mu- 
hammad, an ex-serviceman, and his step- 
son-in connection with the case. 

The two men were arrested early in the 
morning of October 24th in Maryland. Mr 
Muhammad, who was previously known 
as Williams, faces charges for violating fed- 
eral firearms laws. A house in Tacoma, in 
Washington state, has been searched—and 
a tree stump that had been allegedly used 
for target practice taken away. There is also 
a possible connection to a shooting in Ala- 
bama in September. 

This seemed an uplifting end to a de- 
pressing week that had raised more ques- 
tions about the police handling of the case. 
It began with the killer returning after a 
four-day lull and severely wounding a mo- 
torist on October 19th. By October 22nd, he 
had returned to southern Maryland 
(where his spree began) to kill a bus driver 
standing inside his vehicle, doing paper- 
work. In all, the sniper has now killed ten 
people and wounded three; for the 4m- 
plus people in the area, venturing outside 
has been a terrifying prospect. 

Especially as the sniper’s story had got 
stranger. The man believed to be the killer 
had stepped up his contacts with police. 
He started with a tarot card inscribed 
“Dear Mr Policeman, I am God”, which 
was found near the scene of the shooting 


of October 7th. In a subsequent letter, 
found near the October 19th shooting site, 
he apparently repeated his claims to divin- 
ity, asked for $10m and, most alarmingly, 
warned parents that *your children are not 
safe anywhere at any time". 

The police called news conferences to 
deliver cryptic messages to the killer. The 
most recent, which came at the same time 
as the announcement of the manhunt for 
Mr Muhammad, was “You want us to say: 
‘We have caught the sniper like a duck in a 
noose.' " They also talked to the sniper on 
the telephone. He had to ring the investiga- 
tion hotline several times before he got 
through; once, a trainee federal officer cut 
him off. 

Street-level officers have complained 
that they have not had enough informa- 
tion. On October 21st local police in Vir- 
ginia unilaterally decided to ambush two 
men in a white van who were using a ser- 
vice station payphone. The incident 
briefly raised hope that the killer had been 
caught; but the unlucky detainees were 
guilty of nothing worse than expired visas, 
and will soon be deported. Mr Muham- 
mad's car was spotted because details 
about it were leaked to the press; the po- 
lice, weirdly, had wanted to keep it secret. 

Some think the rB1 should have taken 
over the inquiry, which involves umpteen 
different forces. It has been led by Mont- 
gomery County's police chief, Charles 
Moose (who does not appear to be relish- 
ing his 15 minutes of fame). But local au- 
thorities remain best-placed to charge the 
sniper—whoever he is. There is no federal 
murder statute. W 
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Politics in Colorado 


Drama in the 
Rocky Mountains 


BOULDER AND COLORADO SPRINGS 
The Republicans cannot take Colorado 
for granted 


T OFTEN seems hard to imagine the Re- 

publicans losing anything in Colorado. It 
was one of the states to back Bob Dole over 
Bill Clinton, and George Bush carried it by 
nine points. Around Colorado Springs 
there are more Libertarian than Demo- 
cratic candidates in the local elections. 
Governor Bill Owens looks set to clobber 
his Democratic opponent, Rollie Heath, by 
a huge margin, already prompting talk in 
Republican circles that the impressive 
young conservative might make a fine suc- 
cessor to Mr Bush. 

So what is the problem with Senator 
Wayne Allard? The incumbent is running 
neck-and-neck in the polls with his Demo- 
cratic challenger, Tom Strickland. Both na- 
tional parties have already pumped mil- 
lions of dollars into the increasingly 
ferocious campaign. 

Last time the two men faced off, in the 
1996 Senate race, Mr Allard, a seasoned 
Colorado politician, won comfortably. 
The senator is widely seen as a dependa- 
ble sort who has never lost an election in 
his 20 years in politics. He has fulfilled his 
campaign pledge to hold town meetings in 
all Colorado's 64 counties. In political 
terms, he has a solid conservative record, 
though with a few rather human wrinkles. 
A veterinarian by training, he sponsored a 
ban on interstate commerce in fighting 
birds. Ever the gentleman, he also helped 
confirm Mr Strickland as a us attorney. 

All very diligent and courteous; but 
such things have not always grabbed the 
headlines. Part of Mr Allard's problem is 
that he is not perceived to be pushy 
enough. That charge is unlikely to be lev- 
elled at Mr Strickland, a former offensive- 
lineman for Louisiana State (“I can take a 
blow. I can deliver one," he says). A more 
prickly character, Mr Strickland has 
worked assiduously to build up his profile 
since the last race. He also claims that his 
views are closer to the centre of Colorado 
politics: he is a fiscal conservative who 
supports choice on abortion and makes 
much of his keenness to protect Social Se- 
curity from privatisation. 

In this respect, at least, Mr Strickland 
may have a point: Colorado is not as con- 
servative as it is often cracked up to be. 
Conservative, religious Colorado Springs 
must be set against liberal Boulder. The 
Democrats currently control the state Sen- 
ate (though largely because of Republican 
infighting). Despite Mr Owens's current 


popularity, he won the governorship in >> 





> 1998 by a mere 8,000 votes over Gail 
Schoettler, a moderate Democrat. 

Senior local Republicans worry about 
losing two sorts of voters: college-edu- 
cated women (particularly in the suburbs 
of Denver) who are nervous about any 
signs of intolerance from the religious 
right; and the small but growing number 
of Latinos, who react adversely to any Re- 
publican hostility on immigration. From 
this perspective, the recent decision of 
Tom Tancredo, a Republican congressman 
from the Denver suburbs, to turn in a Mexi- 
can honours student to face immigration 
charges was, argues one Republican big- 
wig, “extremely unhelpful”. 

This sounds close to what happened to 
the Republicans in California (see Lexing- 
ton). Half a million voters, many of them 
from California, have moved here since Mr 
Allard’s last race, mainly to the burgeoning 
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suburban strip that runs north and south 
along the Front Range of the Rockies. Most 
are well-educated, white-collar people, 
who are not affiliated to either of the main 
parties and are worried about the econ- 
omy: unemployment in Colorado has 
doubled since the end of 1999. 

Most people would still bet on Mr Al- 
lard just sneaking home. For all Mr Strick- 
land's assaults, he hardly fits the caricature 
of an arch-conservative. He has also man- 
aged to land some blows, pointing to Mr 
Strickland’s career as a “lawyer-lobbyist” 
for big companies. But Colorado is also 
home to some fierce House races—notably 
in a competitive new district in the north- 
ern suburbs of Denver. Governor Owens's 
future may soon drift towards Washing- 
ton, DC; but his party is learning the hard 
way that it cannot take Colorado for 
granted. m 





The economy 


After the vote, what then? 


WASHINGTON, DC 


The mid-term elections might change economic policy dramatically 


N THESE last days before the mid-terms, 

Washington is blissfully free of politi- 
cians. Lawmakers are back home fighting 
for their seats, or stumping for others. 
George Bush has decamped to Texas and a 
nearly non-stop campaign tour. But while 
the protagonists have gone, Washington's 
hordes of lobbyists and policy wonks are 
consumed with speculation—not just 
about what will happen on November 
5th, but what the outcome of the mid- 
terms means for economic policy. 

The most detailed fiscal blueprints 
have come from several leading Demo- 
crats—all still convinced that the flagging 
economy is the Republicans’ weak flank. 
Dick Gephardt, the future Speaker of the 
House of Representatives if the Democrats 
recapture control, laid out a “New Econ- 
omic Agenda for a New House” last week. 
His $200 billion package included a one- 
off tax rebate for poorer Americans, a 
higher minimum wage and more money 
for schools, anti-terrorist infrastructure 
and health. Joe Lieberman, a leading sena- 
tor and presidential hopeful, set out an 
“Agenda for Economic Prosperity” that in- 
cludes tax credits for firms that buy com- 
puters or hire new workers over the next 
year, and a tax rebate for poorer people. 

Despite their detail, these blueprints 
are more about politics than policy. The 
Democrats do not have a united front on 
matters economic. And even sympathetic 
economists play down many of the stimu- 
lus ideas. Peter Orszag, a former Clinton 





0’ Neill wants radical reform 


economic adviser currently at the Brook- 
ings Institution, points out that the most 
useful Democratic ideas (such as extend- 
ing unemployment insurance, which, for 
many people, runs out on December 28th) 
are not politically sexy. So politicians lard 
their plans with politically appealing but 
economically dubious ideas, such as rais- 
ing the minimum wage. 

To add to the air of unreality, even if the 
Democrats kept control of the Senate and 
won back the House, Mr Bush would still 
be president. Gridlock, rather than a Dem- 
ocratic agenda, would be the outcome. 





That of course would not apply if the 
Republicans were to win back the Senate, 
giving them control of Congress as well as 
the presidency. One Republican think- 
tanker told the Washington Post that the 
mood among business lobbyists and econ- 
omic conservatives was “bordering on gid- 
diness”, adding “It’s like the domestic 
equivalent of planning for post-war Iraq”. 

Democrats, too, worry that this could 
be a turning point. Robert Reischauer, 
head of the Urban Institute and a promi- 
nent Washington budget expert, reckons 
these mid-terms could “potentially be the 
most important congressional election 
since 1964”, when a huge Democratic ma- 
jority in the House of Representatives, as 
well as control of the Senate, allowed Lyn- 
don Johnson to push through dramatic so- 
cial policies. For Mr Reischauer, the risk to- 
day is an equally large lurch to the right: a 
bevy of conservative judges, Republican- 
oriented Medicare reform, tighter work re- 
quirements for welfare and a plethora of 
budget-busting tax cuts. 

How plausible is this? In some areas, 
such as breaking the log-jam over judicial 
appointments, Republican control of the 
Senate would make a huge difference. But 
in other areas, especially tax policy, the 
scope of Republican plans is unclear. Al- 
though the Bush administration contains 
many economists who want dramatic re- 
form of America’s tax code, there are no 
detailed fiscal blueprints. Paul O’Neill, the 
treasury secretary, has promised to put for- 
ward a bold plan for tax reform soon; oth- 
ers want fundamental reform to be part of 
a second Bush term. 

In the short term, the main fiscal focus 
will be on making the 2001 tax cut perma- 
nent (technically, these tax cuts expire at 
the end of 2010). If the economy continues 
to look weak and the stock market lacklus- 
tre, investor-friendly tax cuts, such as in- 
creasing the amount of investment losses 
an investor can deduct from his taxes or 
raising the amount of money that can be 
putin tax-friendly retirement accounts, are 
likely to be on the agenda. 

Many in the administration want to cut 
(or, ideally, eliminate) the double taxation 
of dividends. On the other hand, Mr Bush 
would have to cope with ever-larger bud- 
get deficits. And he does not want to be 
seen to be rewarding only rich investors. 
Most insiders reckon that Mr Bush will 
choose a smattering of different tax cuts 
rather than a single bold proposal. 

Moreover, any Republican majorities 
in Congress are likely to be small, thereby 
limiting room for dramatic changes. The 
risk of filibuster means that most laws will 
need 60 votes to pass the Senate. Mark 
Bloomfield, a lobbyist for lower taxes on 
capital, sees “no earthquake" on Capitol 
Hill after November sth. He reckons it will 
be hard for Republicans to find the votes to 
speed up and make permanent the Bush » 





> tax cut, let alone pass new ones. Many of 
the proposed tax cuts, such as reducing the 
double taxation on dividends, have no 
corporate constituencies lobbying for 
them. And business leaders in the post-En- 
ron world are too worried about their 
companies to mount a big lobbying effort 
for radical tax reform. 

So the chances of radical tax reform in 
the short-term may be slight, but tax cuts 
of some sort still seem eminently plausi- 
ble. If the Republicans can keep their disci- 
pline and attract a few Democrats who like 
lower taxes, they should be able to push 
through an overall budget resolution, 
which would protect tax cuts from filibus- 
ter. If the Republicans retake the Senate, it 
may not be the domestic equivalent of 
post-war Iraq, butit certainly would not be 
business as usual. 8 


The New Hampshire Senate race 


Natural-born 
Republicans 


DURHAM 
But with a few nerve-wracking twists 


EW Hampshire has an ambivalent 

relationship with the Bush dynasty. 
This rural enclave was the only state in 
New England to vote for George Bush in 
the 2000 presidential election, giving him 
four vital electoral votes. But its presiden- 
tial primary has seldom been kind to the 
Bushes. In 1992 George Bush senior beat 
Pat Buchanan by an insultingly small mar- 
gin for a sitting president; this was to be a 
warning of disaster to come. In 2000 his 
son lost to John McCain, igniting an inter- 
nal Republican revolt that was only 
stopped by dark deeds in South Carolina. 

Now the state has a chance to deter- 
mine whether President Bush can push his 
ambitious legislative agenda through Con- 
gress. Republicans will be hard-pressed to 
win control of the Senate if they allow 
their hold over New Hampshire to be bro- 
ken. But Jeanne Shaheen, the Democratic 
candidate, is putting up a strong fight 
against her Republican rival, John Sununu, 
and stands an even chance of becoming 
the first Granite State Democrat elected to 
the Senate since 1975. 

New Hampshire has 245,791 registered 
Republicans, compared with 242,028 inde- 
pendents and just 170,405 Democrats. The 
culture of the state, from its motto (“Live 
free or die”) to its laisser-faire attitude to 
adults wearing seat-belts, is thoroughly 
Republican. The state has one of the low- 
est tax burdens in the country and no in- 
come tax. Republicans control both state- 
houses and both congressional seats. 

The easiest way to get applause in a po- 


litical meeting is to make a joke about 
Teddy Kennedy, aman who combines the 
sins of being a big-government liberal 
with the even worse sin of coming from 
Massachussets. It’s not for nothing that 
two of America’s most amusing conserva- 
tive writers, Mark Steyn and P. J. O’Rourke, 
have houses in New Hampshire. 

The Republican establishment also suc- 
ceeded in engineering a coup during its 
primary, getting rid of their embarassing 
incumbent, Bob Smith. Mr Smith had 
alienated Republicans, both locally and 
nationally, by leaving the party in a sulk 
when his bid for the presidency went no- 
where, denouncing the Republicans on 
the Senate floor, and then rejoining them 
in return for a committee chairmanship. 
Internal party polls also showed that Mr 
Smith was likely to lose to Ms Shaheen. 

Mr Sununu is a much sounder candi- 
date than his predecessor: a three-term 
congressman whose father was the state’s 
governor before becoming Bush senior's 
chief-of-staff. He makes up for his Vulcan- 
like manner with a willingness to stand up 
for his principles and a wry sense of hu- 
mour. He will also get a filip from Craig 
Benson, a software millionaire, who is 
boosting the Republican cause by spend- 
ing over $10m on the governor's race. 

Yet Mr Sununu is struggling to capital- 
iseon this natural advantage. A month ago, 
the polls put him ahead of Ms Shaheen by 
as much as ten points. Now the lead seems 
to be alternating, though the latest poll, 
from the American Research Group, puts 
Mr Sununu ahead by eight points. 

Mr Sununu faces two big problems. The 
first is the bitter legacy of the Republican 
primary. A significant number of Mr 
Smith's supporters plan to take revenge by 
staying at home, writing in Mr Smith's 
name, or even voting for Ms Shaheen. 
Conservatives complain that, thanks to 
the establishment's double-dealing, the 
number of *movement" conservatives in 
the congressional delegation has shrunk 
from three in 1993 to none today. Buchana- 
nites sneer at Mr Sununu's father. Mean- 
while some moderates worry that Mr Su- 


Goody Two-shoes, I presume? 


nunu is not as green as Mr Smith. 

The impact of all this is not clear. A poll 
earlier this month by the survey centre at 
the University of New Hampshire found 
that one in four Republicans who voted in 
the primary would vote for Ms Shaheen. 
Some analysts speculate that 2-3% of Re- 
publicans may write in Mr Smith's name. 
The closeness of the election and the size 
of the stakes in Washington will probably 
reduce both these numbers. But the party's 
internal squabbles have undoubtedly di- 
verted energy and resources. So far, Ms 
Shaheen has spent over $5m on the race— 
about $2m more than Mr Sununu. 

The second problem is Ms Shaheen 
herself. The three-term governor is à 
dream candidate for the Democrats: à 
moderate who supports Mr Bush on tax 
cuts and Iraq but nevertheless endorses a 
slew of Democratic spending projects. Ms 
Shaheen is one of life's head-girls; her 
fixed smile and Goody-Two-shoes man- 
ner give her an uncanny resemblance to 
the anti-hero of “Election”, a film about an 
insufferable girl who will do anything to 
become senior class president. But she is 
making a good job of reaching out to the 
state's vital independents, painting Mr Su- 
nunu as a right-wing ogre and emphasis- 
ing her friendship with Jim Jeffords, the 
only independentin the Senate. 

The closeness of the race means that 
New Hampshire is saturated with politics. 
Radio programmes are interrupted every 
few minutes by political advertisements. 
Every lawn has sprouted a sign. The two 
campaigns will probably end up spending 
$15m on the Senate race—an astonishing 
figure, when you consider that only 
300,000 people will turn out to vote. 

Whoever wins on November sth, Arab- 
Americans will have something to cele- 
brate. Mr Sununu is part-Palestinian and 
part-Lebanese. Jeanne Shaheen is married 
to a Lebanese-American. New Hampshire, 
a state which is often criticised for forcing 
America's primary candidates to parade 
before an all-white audience, is about to 
do its bit for the fortunes of one of Amer- 
ica’s most overlooked ethnic minorities. 8B 


































. TheGolden State has become a one-party haven. It's not a pretty 


ty. 
PSE yt Po a 
M 


CROSS America, political power rests on a knife-edge. A 
slight slip could switch control of the Senate, or of the 

House, or of numerous governors' mansions. The result of this 
gridlock, Americans are so often told, is politics of the basest 
sort. Caution and defensive negativity are the order of the day. 
Big issues go unaddressed while political troops snipe at each 
other in gruelling trench warfare. Political life in a *50-50 nation" 
regresses to a tenacious battle of primitive loyalties. 

Could politics be any worse? Well, for one in eight Ameri- 
cans, it is. California, the richest, most populous, most dynamic 
= ştate in the country, definitely does not have 50-50 politics. Its 
-= public life lacks even the semblance of balance—and it stinks. 

: California's Democratic governor, Gray Davis, is cruising to- 
wards re-election with a ten-point lead, according to the latest 
poll. Both senators (neither of whom is up for re-election this 

~ time) are Democrats, as is the bulk of the congressional delega- 
“tion. Thanks to gerrymandering by the Democrats, the entire 
state can muster only one competitive congressional seat--the 
^one currently occupied by Gary Condit, a disgraced Democrat 
-who is retiring. State government is equally one-sided: the Dem- 
. ocrats have comfortable majorities in both houses. Just one 

-~ Statewide office is held by a Republican. 

- And the result of this marvellous consensus and unanimity? 
- itis hard to think of any piece of legislation that Mr Davis will 
be remembered for, other than a muddled attempt to solve the 
electricity crisis. There has been little reform at the state's dread- 
-ful schools and none at its hospitals; transport is worse than 

: ever and voters are seething at the possibility that their water, 

- like their power, may one day dry up. Enthusiasm for politics is 
- even lower than it is in the rest of the country. The only flurries 
of interest come when laws are forced on the politicians through 
ballot initiatives raised by frustrated interest groups. 

. Theabsence of political tension has also limited outside in- 
terest in the state. To be fair, George Bush's campaign did lob 

: $13m worth of advertising into California in a last-minute salvo 
in 2000; but Al Gore still carried the state by 12 points, and Mr 

. Bush's administration has paid little heed to California's wishes 
since then. He did not support Bill Simon, Mr Davis's opponent 
: in the Republican primary—and has kept his distance since. 

The domination of California by Democrats is not a reward 






sight 


for their own talent. It is the result of the collapse of the state's 
Republicans. Mr Davis is as unpopular as a governor has ever 
been. His poll numbers have stuck around their current 41% for 
months, and as many as one in five Californians have still not 
decided whom to vote for. This gives the Simon campaign a frag- 
ment of hope (one apparently rogue poll showed him only three 
points behind). But even if the race narrows, it ignores the point: 
with an energy crisis, a horrendous budget deficit and a reputa- 
tion for mixing money-raising with law-making, Mr Davis 
should surely be the one desperately trying to catch up. 

His relative comfort stems from a pre-emptive defence by his 
Machiavellian campaign manager, Gary South. The Democrats 
spent $10m during the Republican primary attacking Mr Bush's 
choice, Richard Riordan, a former mayor of Los Angeles, for sup- 
porting abortion; the Republican die-hards duly voted for Mr Si- 
mon, a political novice who is against abortion. But even this 
scam, on reflection, seems more a testament to the California Re- 
publicans' boneheadedness than Democratic cunning. When 
Jeb Bush intervened on behalf of Janet Reno in the Florida prim- 
ary, trying to oust the more electable Bill McBride, those legen- 
darily intelligent Democrats (remember the old ladies who 
voted for Pat Buchanan by mistake in 2000?) saw the ruse a mile 
off and picked Mr McBride. 

At any rate, Mr Simon cannot have disappointed Mr South. A 
first attempt to get his campaign airborne crashed when a jury 
found his family firm guilty of fraud. That judgment has been re- 
versed, but now Mr Simon has made a slight fool of himself in a 
debate with Mr Davis, brandishing what he claimed were pho- 
tographs of the governor illegally soliciting campaign contribu- 
tions in his office. It turned out that the photographs had been 
taken in a private house. 

The problems go much deeper than Mr Simon, a worthy sort 
who simply seems to have been promoted beyond his political 
abilities. The recent state Republican convention in Anaheim 
showed how little the California party has learned about Mr 
Bush's compassionate conservatism. Barely bothering to go 
through the motions of appealing to minorities, the roster fea- 
tured a series of middle-aged white men. Meanwhile, at the 
back of the hall, a talented young black assembly candidate 
from south Los Angeles complained that he had got no help 
from the party. In Texas, he would have been on the podium. 


Bring on the Terminator in 2006 

And the consequences of more one-party rule? Mr Davis's "pay- 
to-play" system will continue to operate, with the governor rais- 
ing money by promoting himself to businesspeople as a neces- 


sary bulwark against the regulating radicals in his own party. Mr 


Davis, who should never be underestimated, may use the cash 
to have a crack at the presidency. The big hope for the state fo- 
cuses on the 2006 race, when Mr Davis is term-limited and 
when a new campaign-finance law he has just signed kicks in, 
making it much harder to raise money from outsiders. 

Two Democrats, the state attorney-general and the treasurer, 
both hope to carry forward funds from easy re-elections this 
year. Meanwhile, Arnold Schwarzenegger is edging back into 
contention for the Republicans~his attributes being not just his 
muscles but also hís money. In the future, thanks to the new 
fund-raising law, Californian politics may become the exclusive 
domain of the very rich—which may be a better thing than be- 
ing the exclusive domain of one party. @ 








New faces of Andean politics 


QUITO 


Neither Lucio Gutierrez, a leftist colonel, nor Alvaro Noboa, a banana magnate, 
looks likely to bring stability to Ecuador, but both embody new regional trends 


| ipe Ehaving to choose between Ven- 
ezuela's Hugo Chavez and Italy's Silvio 
Berlusconi for president. That resembles 
the unenviable decision Ecuador's voters 
have given themselves in a run-off ballot 
for their country's presidency in a month's 
time. In the election's first round on Octo- 
ber 20th, the voters favoured two outsid- 
ers. The surprise winner with 20.4% of the 
vote was Lucio Gutierrez, who as an army 
colonel led a coup which toppled an 
elected president in 2000. He will face Al- 
varo Noboa, Ecuador's banana king and 
richest businessman, who won 17.4%. 

Ecuador has never been famous for 
economic or political stability. Even so, its 
election seemed to confirm some recent 
trends in South American politics, and es- 
pecially those of the Andean countries. 
They include dissatisfaction with tradi- 
tional leaders, political fragmentation, a 
shift in some places to the left, the growing 
political influence of Indian groups-and 
the likelihood that change will be less radi- 
calthan the more lurid headlines suggest. 

Mr Gutierrez, a leftist nationalist, was 
briefly jailed after leading a coup backed 
by Ecuador's powerful Andean Indian 
movement, which saw the overthrow of 
President Jamil Mahuad in January 2000. 
He is supported by far-left groups, a net 
work of lower-ranking military officers 
and their families, and Pachakutik, the 
party of the indigenous movement. 


In the past, Mr Gutierrez has expressed 
admiration for Mr Chavez, Venezuela’s in- 
competent populist ruler. Like Mr Chavez, 
he has centred his campaign on fighting 
corruption. And like Mr Chavez, he has 
campaigned in a green military-style uni- 
form. But unlike Mr Chavez, Mr Gutierrez 
was an outstanding soldier, is quiet and se- 
rious, and is moving swiftly to the centre. 
He now talks of negotiating with the IMF, 
attracting foreign investment and encour- 
aging more competition, though some- 
what contradictorily he also wants price 
controls for basic goods and services. And 
he says he will switch to civilian clothes. 


Big banana skins 

His opponent could hardly be more differ- 
ent. Mr Noboainherited a business empire 
based on bananas, but including shipping, 
manufacturing and an airline. He lost the 
presidency to Mr Mahuad in 1998. Mr No- 
boa has campaigned as a populist, staging 
charitable giveaways and promising jobs 
and houses. On policy, he is even vaguer 
than Mr Gutierrez. He claims to be market- 
friendly. He promises not to increase util- 
ity charges or taxes. Having led the polls, 
his support slipped after his flourmills 
raised their prices. That reflected a rise in 
the world wheat price, but clashed with 
his promise to help the poor-and high- 
lighted the many conflicts of interest he 
would face as president. 
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44 Brazil's presidential election 





45 Fighting in Colombia's cities 


The run-off is likely to be close. Asis tra- 
ditional in Ecuador, it will partly be a re- 
gional battle. Mr Noboa is from Guayaquil, 
a coastal port and the largest city, while Mr 
Gutierrez's support is centred on the An- 
dean highlands and Quito, the capital. 

Favouring Mr Gutierrez is an under- 
standable desire for change. In 1999, Ecua- 
dor descended into economic chaos: Mr 
Mahuad defaulted on the foreign debt, 
much of the banking system collapsed, 
and hyperinflation beckoned. Since then, 
under Gustavo Noboa (no relation to the 
candidate), Mr Mahuad's vice-president, 
Ecuador has found a precarious economic 
stability by adopting the dollar as its cur- 
rency. Higher oil prices have brought mod- 
est economic growth. But more than half 
the population are officially poor. 

Making dollarisation work requires 
structural reform, something President 
Noboa has failed to achieve. Ecuador's 
businesses are struggling against high 
costs. The public finances face a shortfall. A 
new agreement with the ımF has proved 
elusive. Neither candidate says he would 
scrap the dollar, but neither says much 
about reform. The winner will face extra 
difficulties. In voting for Congress, the dis- 
credited traditional parties clung on. Nei- 
ther presidential hopeful will command 
more than a fifth of the seats in the legisla- 
ture, and will have to bargain for support. 

If Mr Gutierrez wins, he will lack the 
kind of support Mr Chavez enjoyed at the 
outset of his "Bolivarian revolution". 
Rather, he will be greeted by the kind of 
tricky task of democratic reform that 
seemingly faces Brazil's Lula (see story on 
next page). Whichever man wins, his first 
challenge will be to do better than Ecua- 
dor's past two elected presidents, neither 
of whom survived longer than 18 months 
into their four-year term. 





Politics in Venezuela 


No way out? 


CARACAS 
A military protest and a frustrated 
opposition 


INCE a failed coup attempt last April 

against President Hugo Chavez, it has 
not always been easy to have sympathy 
for Venezuela's squabbling opposition— 
and the outside world has shown little. Yet 
the opposition argues that itisin a genuine 
bind: if it tries to play by constitutional 
rules, the government reacts by moving 
the goalposts. But if it responds to Mr Cha- 
vez's violations of his own charter by in- 
voking the constitutional right to rebel- 
lion, this is condemned, at home and 
abroad, as coup-mongering. 

This week, two things combined to put 
the opposition's dilemma into sharp fo- 
cus. First, the government squashed a plan 
for a referendum on Mr Chavez's rule. 
Then, a group of dissident military officers 
began an unusual protest in a Caracas 
square to try to force the president out. 

For the opposition, which includes 
business, trade unions, the media, the 
church, and a host of political factions, Mr 
Chavez is an elected autocrat who is lead- 
ing Venezuela to economic ruin and un- 
dermining its democracy. Its current offen- 
sive against the president began with a 
huge march (of perhaps 1m) on October 
10th. But Mr Chavez, who claims to be 
leading a “Bolivarian” revolution on be- 
half of the poor, responded with his own 
(almost as large) march. He mocks his op- 
ponents as weak and divided. 

He has a point. The opposition lacked 
the strength to sustain a national strike 
against Mr Chavez called by private busi- 
ness and the main trade-union confedera- 
tion on October 21st, the third such stop- 
page within a year. But as the strike ended, 
the Democratic Co-ordinator, the opposi- 


Far from quiet on the Caracas front 


tion umbrella group, launched a plan to 
spend the next fortnight gathering the 1.2m 
signatures required by law to hold a ref- 
erendum on Mr Chavez's rule. 

Under the constitution, drawn up by 
Mr Chavez's allies in 1999, such a referen- 
dum would not be binding. For that, the 
opposition must wait until August, 2003 
(the halfway point of the president's cur- 
rent term), and gather twice as many signa- 
tures. But the opposition's gamble is that 
the president could not hang on if his 
claim to represent the majority were ex- 
posed as false. 

This plan had the merit of offering a 
peaceful resolution of Venezuela's poten- 
tially explosive political confrontation. But 
hardline opponents of Mr Chavez fretted 
that the president would simply procrasti- 
nate over any referendum; they want an 
indefinite strike to force him out. That view 
seemed partially vindicated when the Na- 
tional Assembly, where Mr Chavez retains 
a narrow majority, refused to debate the 
referendum proposal, arguing that it was 
"illegal". Meanwhile, the head of the elec- 
toral authority declared that he lacked the 
money to hold a consultative referendum 
(though that didn't stop Mr Chavez orga- 
nising three of them). 

The hardliners then suddenly 
launched their own plan. On October 
22nd, a group of 14 dissident generals and 
admirals, many accused of backing April's 
coup, declared themselves in "legitimate 
rebellion" against Mr Chavez, and set up 
camp in Plaza Altamira, a square in a leafy 
Caracas district. Calling for civil disobedi- 
ence to force the president's resignation, 
they were joined by dozens of more junior 
officers and by several thousand civilians. 
The officers invoked Mr Chavez's own, 
1999 constitution, which enshrines the 
right to rebel against any regime that “con- 
tradicts democratic values, principles and 
guarantees, or limits human rights". 

Their move puts the civilian opposition 
in a tight spot. The Democratic Co-ordi- 
nator blamed the government for the mili- 
tary discontent, but rejected “any solution 








thatinvolves a coup". The government dis- 
missed the officers as “coup-mongers” 
who would be court-martialled. The Orga- 
nisation of American States, which has 
been seeking to mediate, said their pro- 
nouncement violated the body's Demo- 
cratic Charter, approved last year. 

Any hopesthe protesters had that army 
units would join in were not immediately 
fulfilled. Many of the dissidents were re- 
moved from troop commands by Mr Cha- 
vez, but remain on active service. As The 
Economist went to press, the generals and 
admirals were still in the square, and so 
were the crowds supporting them. The 
government was still insisting that every- 
thing was “normal”. By Venezuelan stan- 
dards, perhaps it was. m 


Brazil's presidential election 


Talking victory 


SAO PAULO 
Lula's plans for government by jaw-jaw 


ARRING a last-minute accident, Luiz In- 

acio Lula da Silva of the left-wing 
Workers' Party (PT) seems assured of a 
sweeping victory in the run-off ballot for 
Brazil's presidency on October 27th. The 
opinion polls give Mr da Silva a steady lead 
of some 30 percentage points over Jose 
Serra, the candidate of President Fernando 
Henrique Cardoso's centre-right coalition. 
In three weeks of campaigning since the 
election's first round (in which Lula won 
46.4%), Mr Serra has focused his attack on 
his opponent's spending promises. Failure 
to fulfil them would amount to "electoral 
fraud", but doing so would ruin the coun- 
try, said Mr Serra. Voters seemed impervi- 
ous—but investors are not. 

The real and Brazil's bonds have plum- 
meted as the certainty of Mr da Silva's vic- 
tory has grown. This week they rallied 
after a spokesman said that Lula would 
further tighten Brazil's fiscal policy, if that 
was needed to stabilise government debt. 
But what investors most want to know is 
who would run the economy. They may 
not get a swift answer. Mr da Silva says 
only that after the vote he will announce a 
"transition team", whose members will 
not necessarily become ministers. 

That is because Mr da Silva would face 
constraints in choosing his cabinet. 
Though the PT has become the biggest 
party in Congress's lower house, it still has 
only 92 of the 513 seats. Assembling a gov- 
erning coalition would mean letting other 
parties nominate some ministers. To avoid 
internal dissent, some jobs would have to 
be offered to the PT’s unreformed left, 
which has 26 of its lower-house seats. 
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Lullabies with Lula 


Mr Cardoso has found it hard to pass 
urgent but unpopular reforms. Mr da 
Silva’s promises are more ambitious: they 
include streamlining the byzantine and 
growth-stifling tax system, resolving the 
perennial conflict between landless peas- 
ants and rural landowners, and doubling 
the real value of the minimum wage. But 
his alliance would probably be smaller but 
more diverse than Mr Cardoso’s. 

Mr da Silva’s answer is to sit everyone 
around the table in a grand “national dia- 
logue”. He will seek partnerships with ev- 
eryone: governors, mayors, bosses, un- 
ions, charities. All sorts of talking-shops 
will be created, of which the most impor- 
tant will be a Council of Economic and So- 
cial Development attached to the presi- 
dency. Based on France’s Conseil 
Economique et Social, this will tackle pov- 
erty, while a separate National Council of 
Regional Policies will combat regional in- 
equality. New transport committees, in- 
volving federal and local government, will 
fix the roads and railways. 

Mr da Silva argues, with some justifica- 
tion, that Mr Cardoso failed to mobilise 
Brazil’s political forces sufficiently, point- 
ing out that in his eight years in power he 
held only two meetings with the 27 state 
governors. But nor is it wise to make every- 
thing negotiable: Lula might come to regret 
an offer to talk to governors about another 
financial bailout-something that Mr Car- 
doso's fiscal-responsibility law suppos- 
edly banished. Many of the grandly-titled 
forums may simply become irrelevant. But 
they risk wasting the crucial early months 
of the presidential term in hot air. 

The public finances require swift ac- 
tion. So does Brazil’s worsening criminal 
violence. This week, a gang in Sao Paulo 
was caught apparently about to plant a car 
bomb at the city’s stock exchange, while 
Rio’s drugs gangs continue to terrorise 
schools and businesses. Rather than a 
grand national pact, the voters may soon 
yearn for decisive action. W 


a 5 ow 
The fight for the 
cities 


BOGOTA 
Uribe faces a new front 


NTIL recently, Colombia's cities, 

where most of its 44m people live, 
were relatively unscathed by decades of 
war between left-wing guerrillas, right- 
wing paramilitary vigilantes and the 
armed forces. That now seems to be chang- 
ing. Last week, in two days of fierce com- 
bat, troops retook Comuna 13, a guerrilla- 
held suburb of Medellin, Colombia's sec- 
ond city. In what looked like retaliation by 
the FARC, the largest guerrilla force, on Oc- 
tober 22nd a car bomb exploded outside 
the main police station in Bogota, the capi- 
tal, killing two and injuring 36. 

A sprawling warren of self-built brick 
houses high on Medellin's western flanks, 
Comuna 13 has been the site of bloody 
combat between guerrilla and paramili- 
tary factions, with 373 killings there be- 
tween January and August. The govern- 
ment had barely responded-until last 
week. In an operation ordered by Alvaro 
Uribe, Colombia's new president, 1,000 
troops, backed by helicopters, fought their 
way in, block-by-block. At least 14 soldiers, 
guerrillas and civilians were killed, and 45 
rebels were arrested. That still leaves the 
paramilitaries, who claim to control 70% 
of Medellin. The government says it will 
move against them, too. But Mr Uribe, who 
is from Medellin, also authorised the city's 
mayor to begin local peace talks. 

Sois fighting on the streets the shape of 
things to come in Colombia? Not necessar- 
ily. Medellin is especially vulnerable to re- 
bel groups, partly because of years of gov- 
ernment neglect, but mainly because both 
sides have been able to co-opt the city's 
hundreds of murderous gangs, previously 
linked to drug mafias. Other cities have 
less violent histories. 
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Nevertheless, guerrillas and paramili- 
taries both aim to expand in urban areas, 
says Leon Valencia, a former member of 
the ELN, the second guerrilla group, and 
now a political analyst. In the past, the 
guerrillas sought support in trade unions 
and peasant organisations. Now, the 
FARC, corrupted by drug-trafficking and 
kidnapping, is targetting marginal, de- 
prived and crime-ridden neighbourhoods. 

The cities provide the guerrillas with 
supplies and recruits, and a venue for 
headline-grabbing attacks against the state 
by "special forces", says Mr Valencia. Such 
actions include a FARC mortar attack on 
the day of Mr Uribe's inauguration in Au- 
gust, and its kidnapping of a dozen re- 
gional councillors in Cali, the third city, in 
April. The paramilitaries, for their part, en- 
tered Medellin in search of their foes, and 
looking for a political base. Last year, for 
similar reasons, they took control of Bar- 
rancabermeja, an oil city, after months of 
block-by-block combat with guerrillas. 

Despite the recent attacks, Bogota is not 
at great risk, insists Martha Lucia Ramirez, 
the defence minister. Compared with Me- 
dellin, the capital is calm: its murder rate 
has more than halved since 1993. The guer- 
rillas and the paramilitaries have a pres- 
ence in the city, admits Hugo Acero, the 
city council’s chief of security policy. But 
he says Bogota is free of no-go neighbour- 
hoods; its mayors have invested heavily in 
services in poorer areas. 

But the FARC is not far away. Despite 
the army’s efforts, it retains a base at Suma- 
paz, a mountainous massif to the south 
that lies within the capital’s administrative 
boundary. Next door lies Soacha, a grim, 
depressed town bloated by thousands of 
refugee families displaced by violence. 
Some of its suburbs harbour small para- 
military and guerrilla militias. Soacha is “a 
time bomb”, says Maria Eugenia Suarez, 
who edits a community newspaper there. 
Mr Acero wants help from Mr Uribe to im- 
prove security in Soacha and Sumapaz. 

The president seems to be taking the ur- 
ban threat seriously. This week, 1,500 sol- 
diers stormed into several Cali shanty- 
towns, arresting 38 people. Bogota is to get 
a new 212-strong anti-terrorism police 
squad, and more than 30 new police posts 
in outlying suburbs. In November, 1,000 
extra police will bring the city’s total force 
to 11,300-though that is still small for a 
place of around 6.7m people. 

According to Mr Valencia, the most vul- 
nerable city may be Cucuta, the sixth-larg- 
est, with 700,000 people. Close to the bor- 
der with Venezuela, it is well-sited for 
smuggling arms and supplies. It is being 
targeted by rebels from both sides. Their 
battles are largely behind a rise in Cucuta's 
murder rate of 87% in the first half of the 
year. Medellin's Comuna 13 may not be 
the rule in Colombia-but neither is it 
wholly exceptional. m 
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Can microscopic innovations 
impact an entire enterprise? 


On average, Intel earns 
three technology patents every 
day of the year. 





Intel engineers work on a submicroscopic scale. By innovating on this level, we keep increasing computer performance as we lower costs. 


Which is one reason why 
corporations around the world see 
tangible business benefits every 
day of the year. From 
PCs to data center servers, Intel 
processors keep increasing 
performance and lowering costs. 
All because Intel has 


innovation down to a science. 





Just a few of the 221 million 
transistors on a single 





Intel' Itanium' 2 processor. 


Middle East and Africa 


Kenya 





Aprés Moi, le déluge? 


NAIROBI 


Kenyans will not miss their veteran ruler, but fear what may follow 


AD 24 years, Daniel arap Moi islosing 
his grip around Kenya's throat. In the 
past, he has always won elections by di- 
viding the opposition, but this week his 
opponents settled on a single candidate to 
fight the next presidential poll, expected in 
December. Mr Moi is constitutionally 
barred from standing again, but he had 
hoped to slip a pliant successor, Uhuru 
Kenyatta, son of Kenya's founding father, 
on to the throne. Against a united opposi- 
tion, however, Mr Kenyatta stands little 
chance. A recent poll gives the challenger, 
Mwai Kibaki, the support of two-thirds of 
voters in a two-horse race. 

It is obvious why Kenyans might wish 
to be rid of Mr Moi. His system of patron- 
age has turned Kenya from one of Africa's 
most promising countries into one of its 
poorest. His habit of inflaming tribal griev- 
ances has sparked scores of small, unre- 
ported wars throughout the country. So 
badly and crookedly managed are state- 
owned companies that electricity, as Mr 
Kibaki noted in his first campaign speech, 
is eight times costlier than in Egypt. Ken- 
ya's roads have wasted to moonscape, and 
its people grow steadily poorer. 

Take Julius. He is bright, articulate, and 
educated, but stuck swabbing floors for 
$70 a month. He is relatively fortunate; 
most Kenyans have no job at all. But Julius 
does not feel lucky, rearing three children 
in a hut which would barely pass muster 
with western animal-rights campaigners, 


and blowing his savings every time one of 
them develops bronchitis. 

Amazingly, however, Mr Moi still 
seems to think himself popular. Expecting 
no serious resistance, he chose the inex- 
perienced Mr Kenyatta as his successor, 
partly for his name, and partly because he 
is indebted to Mr Moi, who never pursued 
the Kenyatta family for the vast wealth 
they accrued while Mr Kenyatta's father 
was president. Mr Moi is perhaps counting 
on the junior Kenyatta to return the favour. 
But this strategy will not work if Mr Ken- 
yatta loses the election, as seems likely, not 
least because Mr Moi split the ruling party, 
KANU, by nominating him. 


Parliament of cynics 

KANU has no ideology besides the desire 
of its members for power and in many 
cases the freedom to abuse it. Its leaders 
represent between them all the main 
tribes, and rely on their own kith for sup- 
port at election time. Mr Moi has always 
controlled the party by securing each tribal 
leader's loyalty and fostering distrust 
among them all. But as he nears the end of 
his term, his powers of patronage are wan- 
ing. And he has upset several KANU big- 
wigs by publicly humiliating them. 

He effectively ditched George Saitoti, a 
former vice-president, at a televised party 
conference. He insulted Raila Odinga, a 
former minister and presidential aspirant, 
ata rally in Mr Odinga's hometown. Partly 
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because of such slights, several big men 
quit KANU and joined with the main op- 
position parties to form the “National 
Rainbow Coalition” (NARC). They took 
with them enough members of parlia- 
ment to leave KANU without a majority 
for the first time since independence in 
1963. A motion of no-confidence in the 
president was then tabled. Mr Moi knows 
he will probably lose, so he is expected to 
dissolve parliament, which will oblige 
him to set a date for the polls. 

Mr Moi is using all the apparatus of 
state to campaign for Mr Kenyatta, but 
things are not going well. He holds rallies 
to present Mr Kenyatta to the electorate, 
but these rallies have often been inter- 
rupted by jeers. So a change of govern- 
ment seems likely. Unfortunately, the new 
opposition appears not to have many 
more policies or principles than KANU. It 
is, for example, the fifth political group that 
Mr Odinga has joined in the past six 
months. Mr Kibaki, NARC’s leader, is a 
wealthy former vice-president about 
whom one western diplomat, searching 
for something positive to say, muttered 
that he “might care about the future of Ken- 
ya”. His followers are united only in their 
loathing of Mr Moi, so the new party could 
yet split. But if it doesn’t, Mr Moi may be 
driven to desperate measures. 

In the run-up to the last two elections, 
perhaps 2,000 people were killed in ethnic 
clashes stirred up by Mr Moi's pals. This 
year, there are signs of more of the same. 
In August, a gang of dread-locked gang- 
sters from Mr Kenyatta’s Kikuyu tribe, 
numbering in the thousands, rallied men- 
acingly in Nairobi, the capital, in support 
of their man. An escalation in political vio- 
lence would be a risky strategy. It would 
make victory imperative for Mr Moi's fu- 
ture well-being, but it would not guarantee 
such a victory. 8 





Iraq 


Amnesty: 
irrational? 


BAGHDAD 
Saddam Hussein's reign of terror 
lapses, briefly 


UDGING from its own press, Iraq is bask- 

ing in a national love story. Last week, 
the masses endorsed their idol, Saddam 
Hussein, with a 100% yes vote in a presi- 
dential poll. Touched by their fervour, Mr 
Hussein responded by emptying his dun- 
geons, freeing untold thousands of politi- 
cal prisoners, as well as thieves, murderers 
and army deserters. 

The amnesty brought joy to Iraqi 
streets, but also perplexity. Was this really, 
as one prison officer declared, “the act of a 
father forgiving his children"? Or is Mr 
Hussein, in the face of American threats, 
grasping at ways to improve his image, 
both abroad and at home? 

The chaotic scenes outside Iraq's pri- 
sons were real enough. On Monday, rela- 
tives who heard the news rushed to Abu 
Ghraib, a gulag on the outskirts of Bagh- 
dad. As the crowd shoved at the gates, 
guards fired into the air and lashed out 
with belts before finally giving way. At 
their hour of liberation, a few prisoners 
fleeing their cells collided with crowds 
surging in, and were trampled to death. In- 
side, the cells were strewn with broken 
eggs, upturned rice bowls and slop buck- 
ets. Only at the Special Judgment wing- 
the Orwellian term for the compound 
housing political and security prisoners— 
did the gates remain shut, until the presi- 
dent's foes filed out one by one. 

Apparently real, too, were the scattered 
protests the following day outside Bagh- 
dad's Ministry of Information and secret 
police headquarters. “Where are our 


AM. - | 
ECT - . i 
T MN 2E eaa T. 


' NEP -— Li 





Out of one prison, into another 


Angola 


Measuring corruption 


LUANDA 
It's even worse than you thought 


NES shocks Angolans. "It's nor- 
mal," said one, referring to the dis- 
appearance of $4.3 billion from state 
coffers in the past five years. But some- 
one at the International Monetary Fund 
was clearly a little bit shocked, because 
an internal report making this and other 
detailed allegations, which was not sup- 
posed to be released without the permis- 
sion of the Angolan government, was 
recently leaked. 

Last year, according to the report, 
more than $900m was unaccounted for. 
This was about a tenth of GDP; as if 
American politicians had swiped $1 tril- 


sons?" distraught mothers wailed before 
the world's press, before breaking into a 
chorus of hail Saddams when guards tried 
to shuffle them on. Two hours later, they 
were back, still demanding to know the 
fate of detained relatives. In a country 
where a husband fears pillow talk with his 
wife lest she betray him if they divorce, 
such a public display was brave. But unless 
Mr Hussein has indeed turned a new leaf, 
it was also unwise. Has he? 

Most observers think not. Mr Hussein 
has not remained in power for 23 years by 
being nice. So why, then, has he released 
his own opponents? Perhaps he really be- 
lieves the message that Iraqi telephones 
emit instead of a dial tone, that “the Iraqi 
people love Saddam Hussein!" Or maybe 
he is gambling that, at this stage of his end- 
game with America, showing confidence 
is more important than locking up rebels. 

In Baghdad, a more common question 
is: why has Mr Hussein let such a large 
crowd of criminals back on to the streets? 
“I had three death sentences,” said one baf- 
fled murderer, as he emerged from his pri- 
son cage, adding that he was unsure what 
to do next. 

The city's relatively well-to-do and 
largely Sunni Muslim western half already 
bars its windows against the ashrougi, the 
supposedly uncouth refugees from the 
Shiite south of the country who populate 
the malodorous and destitute eastern 
quarters of the capital. By stoking fears that 
American bombs and missiles would pro- 
voke looting and mayhem, Mr Hussein 
may hope to bolster middle class support 
for his rule. 

The amnesty served other useful pur- 


Correction: In our issue of September 21st, we said 
that families separated by the war between Ethiopia 
and Eritrea communicate through the uN. In fact, it is 
the International Committee of the Red Cross that 
provides this service. 


lion. It is also roughly six times what the 
UN has received this year for such things 
as feeding the 2m Angolans left destitute 
by the recent civil war, inoculating them, 
and providing mine victims with false 
limbs 


Angolan officials deny everything, 
and proudly point to new measures de- 
signed to improve transparency, such as 
the recent launch of a website for the fi- 
nance ministry. The government has 
also promised, since the civil war ended 
in April, to increase social spending and 
to reduce the defence budget. But who 
trusts it? 


poses, too. The released criminals and de- 
serters will boost Iraq's depleted army and 
ragtag militias. And the accompanying an- 
nouncement that freed murderers would 
still face tribal justice *in accordance with 
the custom of blood vengeance", repre- 
sents a further legitimation of the role of 
tribal chieftains. Mr Hussein has increas- 
ingly, and successfully, wooed these men, 
who hold sway over most of rural Iraq, as 
well as among city migrants, with gifts of 
guns, cars and land. Now they are to act as 
law-enforcers as well. m 


America and the Arab world 
Education, still in 
demand 


CAIRO 
Arabs don'tlike American policy but do 
like its education 


MERICA used to sell well in the Arab 
world. Banks, cars, appliances, even a 
brand of tinned fava beans, Egypt's na- 
tional food, boasted happily of their 
American origin. But with America threat- 
ening to strike Iraq, and with sporadic boy- 
cotts slashing sales of American goods, 
thereis only one American product whose 
appeal remains undented: education. 

Not only have venerable schools such 
asthe American University in Cairo and in 
Beirut (AUC and AUB) prospered through 
decades of turbulence. Their success has 
spawned multiple imitations. Sharjah and 
Dubai, neighbouring Gulf cities, have 
both opened *American" universities, and 
nearby Qatar has just set up a branch of 
Cornell medical school, one of America's 
best. Beirut has added two more *Ameri- 
can" colleges, and even the war-blasted 
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> Palestinian town of Jeninis home to anew 


Arab-American University. 

Dozens of other colleges have adopted 
the style, if not always the substance, of 
American campuses. Philadelphia Univer- 
sity is located not in the American city, but 
in Amman, Jordan (the original Roman 
city of brotherly love). The American 
Open University is indeed based in Vir- 
ginia, but offers distance-learning in Is- 
lamic studies, in Arabic, and largely to Ar- 
abs. Even Egypt’s giant and crumbling 
state universities have launched fee-pay- 
ing special faculties where curriculum and 
accreditation are American. 


A ticket to success, or out 

Knowledge is power, runs the motto of 
Cairo’s new Misr University of Science 
and Technology (or Must, as it likes to call 
itself). In a region with shocking levels of 
unemployment and lots of young people, 
knowledge of English means the power to 
get a better job, or perhaps to emigrate. 

The success of American-style educa- 
tion is also a product of the failure of local 
brands. In their rush towards develop- 
ment before 1990, every Arab country 
hugely expanded free state universities. 
More people earned degrees, but at the 
cost of a plunge in quality. Since 1980, 
spending per student at Egypt's 15 state 
universities, with a current enrolment of 
nearly 1m students, has fallen by half. In 
the wealthy Gulf, a policy to replace the 
expatriate faculty with local staff has also 
lowered standards. 

With demand for college education ris- 
ing, many governments have reluctantly 
opened the doors to private enterprise. 
Egypt now has six American-style fee-pay- 
ing colleges, Jordan and Lebanon a dozen 
more. Even strictly socialist Syria has 
started licensing private colleges. 

American education received a further 
back-handed boost this year as hundreds 
of wealthy students, who normally would 
have studied in America, were scared off 
by stiffer visa requirements and tales of 
Arab-bashing. The number of applicants 
to AUB from Gulf countries, for example, 
has tripled. 

More than anything, however, it is the 
academic reputation and social cachet of 
the older American institutions that in- 
spires copycats. Since its founding by mis- 
sionaries in 1866, AUB, whose leafy cam- 
pus looks like Harvard-on-the-Med, has 
turned out 45,000 graduates. Distin- 
guished alumni include a third of the cur- 
rent members of Lebanon's cabinet, a 
quarter of its members of parliament, the 
central bank governor and foreign minis- 
ter of Jordan, and the Bush administra- 
tion's hawkish special envoy to Afghani- 
stan, Zalmay Khalilzad. 

AUC, also founded by missionaries, 
started smaller and later, but has caught 
up fast. Both Hosni Mubarak's wife, Su- 


zanne, and his son, Gamal, who is increas- 
ingly seen as Egypt's heir apparent, are 
AUC graduates. In recent years, Microsoft 
has taken to plucking recruits straight from 
the university, which has the only fully 
American-accredited computer studies 
programme overseas. Egyptian job an- 
nouncements in fields such as finance and 
public relations often specify that Auc 
graduates are preferred. 

Things have not always gone so well for 
these institutions. AUC was briefly nation- 
alised after the 1967 war with Israel, and 
had some windows broken during bread 
riots in 1977. AUB suffered far worse. Dur- 
ing Lebanon's civil war, five of its Ameri- 
can staff were kidnapped, one of its build- 
ings was car-bombed, and its president 
and librarian were assassinated. An Amer- 
ican ban on its nationals travelling to Leba- 
non, which lasted from 1987 to 1997, com- 
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bined with cutbacks in American 
government funding, severely drained its 
resources. 

Despite the current rise in hostility to 
America, officials at both universities are 
confident of escaping such calamities in 
the future. “We're basically seen as a local 
institution. What is American about us is 
only the style, content and philosophy of 
our education,” says John Waterbury, 
president of AUB, noting that it has never 
flown an American flag. When the univer- 
sity conducted social research in a Hiz- 
bullah-controlled Beirut slum, Hizbullah 
was helpful rather than hostile. Similarly, 
AUC is often attacked by Egyptian ultra- 
nationalists as elitist and alien, but its stu- 
dents last year collected 600 tonnes of 
drugs, blankets, food and other aid for im- 
poverished Palestinians, more than any 
other charity in the country. 8 


Is the king above the law? 


Yes 


T SOUNDS like a schoolgirl's dream. 

Just as a class prepares for exams, two 
emissaries from the handsome young | 
king walk in, and whisk off a pretty stu- 
dent to become his bride. Traditionalists 
in Swaziland believe that any girl should 
feel honoured to be picked as the 34- 
year-old King Mswati III's latest wife (he 
already has nine). But Zena Mahlangu's 
mother disagrees. 

This week, the High Court considered 
a case brought by Lindiwe Dlamini, Ms 
Mahlangu's mother, who claims that the 
18-year-old queen-to-be was kidnapped 
by the royal flunkies, along with two 
other girls. It is not clear what Ms Mah- 
langu herself thinks, as she is shut up in- 
communicado in a palace. As she is still 
a minor under Swazi law, her mother, a 
public-relations manager at the post of- 
fice, can claim to speak for her. 

Taking the king to court would be dif- 
ficult, since he is above the law, so Ms 
Dlamini is suing his two emissaries in- 
stead. The case has become a rallying 
point for feminists, who argue that Swazi 
customary law is a tad reactionary. 
Women cannot own land, take out loans 
or enter into contracts. Forced marriages 
are common. And the chief symbol of 
Swazi patriarchy is the monarch himself, 
who selects a new bride each year from 
among the hundreds of topless virgins 
who twirl for his pleasure at a ceremony 
called the reed dance. 

One lawsuit does not make a revolu- 
tion, but the monarchy is under pressure 
from other quarters, too. In August, the 
High Court freed Mario Masuku, the 








The king won't take "no" for an answer 


main opposition leader, who had spent 
a year in prison on charges of defaming 
the king. Incarceration does not seem to 
have chastened him. Last month, he said 
it was time for the royal government to 
be “wiped out”. This month, pressure 
from donors, who help feed tens of 
thousands of hungry Swazis, helped to 
persuade the country's normally tooth- 
less parliament to reject a plan to spend 
rather more than the food aid budget on 
a royal jet. 

Perhaps most worrying for the king 
are his subjects' increasingly loud de- 
mands for a new constitution, to replace 
the one that his father suspended in 
1973. When campaigners met in July to 
propose a modern, democratic system, 
one of the king’s wives had the gall to at- 
tend, and to speak approvingly of the 
concept of the rule of law. 
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Tools of the trade 


How a box of technologicaltricks can improve 
(but not quarantee) your security. Page 6 


The weakest link 


If only computer security did not have to in- 
volve people. Page 11 


Biometric fact and fiction 


Body-scanning technology has its drawbacks. 
Page 12 


When the dooris always open 


The more that companies open up and inter- 
connect their networks, the bigger the risk of 
security problems. Page 14 


Putting it all together 


Security spending is a matter of balancing 
risks and benefits. Page 16 


The mouse that might roar 


Cyber-terrorism is possible, but not very 
likely. Page 17 
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Digital security, once the province of geeks, is now everyone’s 
concern. But there is much more to the problem—or the 
solution—than mere technology, says Tom Standage 


HEN the world's richest man de- 

cides it is time for his company to 
change direction, it is worth asking why. 
Only rarely does Bill Gates send an e-mail 
memo to the thousands of employees at 
Microsoft, the world's largest software 
company, of which he is chairman. He 
famously sent such a memo in December 
1995, in which he announced that Micro- 
soft had to become "hardcore" about the 
Internet. In January this year Mr Gates sent 
another round-robin. Its subject? The im- 
portance of computer security. 

Until recently, most people were either 
unaware of computer security or regarded 
itas unimportant. That used to be broadly 
true, except in a few specialised areas— 
such as banking, aerospace and military 
applications~that rely on computers and 
networks being hard to break into and not 
going wrong. But now consumers, compa- 
nies and governments around the world 
are sitting up and taking notice. Why? 

The obvious answer seems to be that 
last year’s terrorist attacks in America have 





heightened awareness of security in all its. 
forms. But the deeper reason is that a long- 
term cultural shift is under way. Digital se~. 
curity has been growing in importance for. 
years as more and more aspects of busi- 
ness and personal life have come to de- 
pend on computers. Computing, in short, 
is in the midst of a transition from an op: 
tional tool to a ubiquitous utility. And peo- - 
ple expect utilities to be reliable. One defi- 
nition of a utility, indeed, is aservicethatis - 
so reliable that people notice it only when: 
it does not work. Telephone service (on 
fixed lines, at least), electricity, gas and wa- - 
ter supplies all meet this definition. Com 
puting clearly does not, at least not yet. 
One of the many prerequisites for com- 
puting to become a utility is adequate se 
curity. It is dangerous to entrust your com 
pany, your personal information or 
indeed your life to a system that is full of — 
security holes. As a result, the problem of — 
securing computers and networks, which - 
used to matter only to a handful of system — 
administrators, has become of far more » 


























* widespread concern. 

Computers are increasingly relied 
upon; they are also increasingly connected 
to each other, thanks to the Internet. Link- 
ing millions of computers together in a sin- 
gle, cloud-like global network brings great 
benefits of cost and convenience. Dotcoms 
may have come and gone, but e-mail has 
become a vital businesstoolfor many peo- 
ple and an important social tool for an 

even larger group. Being able to access 
your e-mail from any web browser on 
earth is tremendously useful and liberat- 
ing, as both business travellers and back- 
packing tourists will attest. Corporate bill- 
ing payroll and  inventory-tracking 
systems are delivered as services accessi- 
ble through web browsers. Online shop 
fronts make it fast and convenient to buy 
products from the other side of the world. 


The price of openness 

The flip side of easy connectivity and re- 
mote access, however, is the heightened 
risk of a security breach. Bruce Schneier, a 
security expert, points out that when you 
open a shop on the street, both customers 
and shoplifters can enter. *You can't have 
one without the other," he says. "It's the 
same on the Internet." And as music, mov- 
ies, tax returns, photographs and phone 
calls now routinely whizz around in digital 
form, the shift from traditional to digital 
formats has reached a critical point, says 
Whitfield Diffie, a security guru at Sun 
Microsystems: "We can no longer continue 
this migration without basic security." 

The September 11th attacks, then, rein- 
forced an existing trend. Government offi- 
cials, led by Richard Clarke, America's 
cyber-security tsar, gave warning of the 
possibility that terrorists might mount an 
"electronic Pearl Harbour" attack, break- 
ing into the systems that control critical 
telecommunications, electricity and util- 
ity infrastructure, and paralysing America 
from afar with a few clicks of a mouse. 
Most security experts are sceptical, but 
after spending years trying to get people to 
take security seriously, they are willing to 
play along. Scott Charney, a former chief 
of computer crime at the Department of 
Justice and now Microsoft's chief security 
strategist, says Mr Clarke's scare-monger- 
ing is “not always helpful, but he has 
raised awareness." 

The terrorist attacks certainly prompted 
companies to acknowledge their depen- 
dence on (and the vulnerability of) their 
networks, and emphasised the impor- 
tance of disaster-recovery and back-up 
systems. A survey of information-technol- 





ogy managers and chief information offi- 
cers, carried out by Morgan Stanley after 
the attacks, found that security software 
had jumped from fifth priority or lower to 
become their first priority. “It’s moved up 
to the top of the list,” says Tony Scott, chief 
technology officer at General Motors. “It’s 
on everybody’s radar now.” 

The growing emphasis on security over 
the past year or two has been driven by a 
combination of factors, and has shown up 
in a variety of ways. Chris Byrnes, an ana- 
lyst at Meta Group, a consultancy, notes 
that the proportion of his firm’s clients 
(mostly large multinational companies) 
with dedicated computer-security teams 
has risen from 20% to 40% in the past two 
years. He expects the figure to reach 
60-70% within the next two years. Previ- 
ously, he says, it was financial-services 
firms that were most serious about secu- 
rity, but now firms in manufacturing, re- 
tailing and other areas are following suit. 

One important factor is regulation. Mr 
Byrnes points to the change made to 
American audit standards in 1999, requir- 
ing companies to ensure that information 





used to prepare public accounts is ade- 
quately secured. This has been widely in- 
terpreted, with the backing of the White 
House’s critical-infrastructure assurance 
office, to mean that a company’s entire net- 
work must be secure. 

Similarly, the April 2003 deadline for 
protecting patients’ medical information 
under the Health Insurance Portability 
and Accountability Act (HiPAA) has 
prompted health-care providers, pharma- 
ceutical companies and insurers to re-eval- 
uate and overhaul the security of their 
computers and networks. In one recent 
case, Eli Lilly, a drug maker, was accused of 
violating its own online privacy policy 
after it accidentally revealed the e-mail ad- 
dresses of 669 patients who were taking 
Prozac, an anti-depressant. The company 
settled out of court with America’s Federal 
Trade Commission and agreed to improve 
its security procedures. But once HIPAA’S 
privacy regulations come into force, com- 
panies that fail to meet regulatory stan- 
dards will face stiff financial penalties. The 
same sort of thing is happening in finan- 
cial services, where security is being 
beefed up prior to the introduction of the 
Basel II bank-capital regulations. 

The growth of high-profile security 
breaches has also underlined the need to 
improve security. The number of inci- 
dents reported to Carnegie Mellon’s com- 
puter emergency response team (CERT), 
including virus outbreaks and unau- 
thorised system intrusions, has shot up in 
recent years (see chart 1) as the Internet has 
grown. The “Love Bug”, a virus that 
spreads by e-mailing copies of itself to ev- 
eryone in an infected computer’s address 
book, was front-page news when it struck 
in May 2000. Many companies, and even 
Britain’s Parliament, shut down their mail 
servers to prevent it from spreading. 

There have been a number of increas- 
ingly potent viruses since then, including 
Sircam, Code Red and Nimda, all of which 
affected hundreds of thousands of ma- 
chines. The latest, called Bugbear, struck 
only this month. Viruses are merely one of 
the more visible kinds of security pro- 
blem, but given the disruption they can 
cause, and the widespread media cover- 
age they generate, such outbreaks prompt 
people to take security more seriously. 


Fear, sex and coffee 

Spending on security technology grew by 
28% in 2001 compared with the year be- 
fore, according to Jordan Klein, an analyst 
at UBS Warburg. Mr Klein predicts that 


spending will continue to grow strongly » | 





* over the next few years, from around $6 
billion in 2001 to $13 billion in 2005 (see 
chart 2, previous page). A survey carried 
out by Meta Group in August found that al- 
though only 24% of firms had increased 
their technology budgets in 2002, 73% had 
increased their spending on security, so se- 
curity spending is growing at the expense 
of other technology spending. This makes 
it a rare bright spot amid the gloom in the 
technology industry. 

Steven Hofmeyr of Company 51, a se- 
curity start-up based in Silicon Valley, says 
his company is pushing at a wide-open 
door: there is no need to convince anyone 
of the need for security technology. In- 
deed, Nick Sturiale of Sevin Rosen, a ven- 
ture-capital fund, suggests that security is 
already an overcrowded and overfunded 
sector. "Security is now the Pavlovian 
word that draws the drool from vcs’ 
mouths," he says. Security vendors are 
really selling fear, he says, and fear and sex 
are "the two great sales pitches that make 
people buy irrationally". 

So, a bonanza for security-technology 
firms? Not necessarily. The sudden inter- 
est in security does not always translate 
into support from senior management and 
larger budgets. A recent report from Vista 
Research, a consultancy, predicts that: 
“While the need to protect digital assets is 
well established, companies will pay lip 
service to the need to invest in this area 
and then largely drag their feet when it 
comes to capital spending on security." 

Even where security spending is in- 
creasing, it is from a very low base. Meta 
Group's survey found that most compa- 
nies spend less than 3% of their technology 
budgets on security. Technology budgets, 
in turn, are typically set at around 3% of 
revenues. Since 3% of 3% is 0.09%, most 
firms spend more on coffee than on com- 
puter security, according to a popular in- 
dustry statistic. The purse strings loosen 
only when companies suffer a serious se- 
curity breach themselves, see one of their 
rivals come under attack or are told by au- 
ditors that lax security could mean they 
are compromising due diligence. 


Jobs on plates 

Mr Byrnes notes another factor that is im- 
peding growth of the security market: a 
shortage of senior specialists. For much of 
the past year, he says, "There was more se- 
curity budget than ability to spend it." 
John Schwarz, president of Symantec, a se- 
curity firm, puts the number of unfilled se- 
curity jobs at 75,000 in America alone. As 
. a result, the security boom widely ex- 


pected last year has yet to materialise. But 
Mr Hofmeyr reckons that the increase in 
security spending is just starting to kick in. 

Given the new interest in security, es- 
tablished technology firms, which have 
seen revenues plunge as firms slash tech- 
nology spending in other areas, are under- 
standably keen to jump on the band- 
wagon alongside specialist security 
vendors. Sun's advertisements boast: "We 
make the net secure." Oracle, the world's 
second-largest software firm, has 
launched a high-profile campaign trum- 
peting (to guffaws from security experts) 
that its database software is “unbreak- 
able”. Whether or not this is true, Oracle 
clearly regards security as a convenient 
stick with which to bash its larger arch-ri- 
val, Microsoft, whose products are notori- 
ously insecure—hence Mr Gates’s memo. 

It suits vendors to present security as a 
technological problem that can be easily 
fixed with more technology—preferably 
theirs. But expecting fancy technology 
alone to solve the problem is just one of 
three dangerous misconceptions about 
digital security. Improving security means 
implementing appropriate policies, re- 
moving perverse incentives and manag- 
ing risks, not just buying clever hardware 
and software. There are no quick fixes. This 
survey will argue that digital security de- 
pends as much-if not more-on human 
cultural factors as it does on technology. 
Implementing security is a management 
as well as a technical problem. Technology 
is necessary, but not sufficient. 

A second, related misperception is that 
security can be left to the specialists in the 
systems department. It cannot. It requires 
the co-operation and support of senior 
management. Deciding which assets need 


the most protection, and determining the , 





moving target, making budgeting difficult. 

A third common misperception con- 
cerns the nature of the threat. Even senior 
managers who are aware of the problem 
tend to worry about the wrong things, 
such as virus outbreaks and malicious 
hackers. They overlook the bigger pro- 


blems associated with internal security, 
disgruntled ex-employees, network links __ 
to supposedly trustworthy customers and __ 
suppliers, theft of laptop or handheld 
computers and insecure wireless access | - 
points set up by employees.Thatisnotsur- 
prising: viruses and hackers tend to geta 
lot of publicity, whereas internal security __ 
breaches are hushed up and thethreatsas- 
sociated with new technologies are often _ 
overlooked. Butit sets the wrongpriorities. — 


Detective stories 


A final, minor, misperception is that com: 
puter security is terribly boring. In fact, it 
turns out to be one of the more interesting __ 
aspects of the technology industry. The. 
war stories told by security consultants 
and computer-crime specialists are far 
more riveting than discussion of the pros: 
and cons of customer-relationship man- 


agement systems. So there really is no ex- cs 
cuse for avoiding the subject. du 
Anyone who has not done so already 


should take an interest in computer secu* 


rity. Unfortunately there is no single right. - 


answer to the problem. What is appropri 
ate for a bank, for example, would be overs 
kill for a small company. Technology is __ 
merely part of the answer, butithas anim- 


portant role to play, so that is where this. x 
survey willstart. 8i 2 


appropriate balance between cost and ®& 


risk, are strategic decisions that only senior 
management should make. Furthermore, 
security almost inevitably involves incon- 
venience. Without a clear signal from up- 
stairs, users will tend to regard security 
measures as nuisances that prevent them 
from doing their jobs, and find ways to get 
around them. 

Unfortunately, says Mr Charney, se- 
nior executives often find computer secu- 
rity too complex. “Fire they understand,” 
he says, because they have direct personal 
experience of it and know that you have to 
buy insurance and install sensors and 
sprinklers. Computer security is different. 
Senior executives do not understand the 
threats or the technologies. “It seems magi- 
cal to them,” says Mr Charney. Worse, it’s a 








SK a non-specialist about computer se- 
curity, and he will probably mention 
-~ viruses and attacks by malicious hackers, 
- if only because they are so much more visi- 
ble than other security problems. Take vi- 
ruses first. Like their biological counter- 
parts, computer viruses are nasty strings 
of code that exploit their hosts to replicate 
themselves and cause trouble. Until a few 
years ago, viruses merely infected files on a 
<> single computer. Eventually, an infected 
file would be moved, typically on a floppy 
disk, to another machine where the virus 
could spread. Modern viruses, however, 
are far more insidious, because they can 
. jump from one computer to another 
. across the Internet, most often by e-mail. 
(Since self-propagating programs are tech- 
nically known as worms, such viruses are 
sometimes called worm-virus hybrids.) 
oe Recent high-profile examples include 
v. Sircam, which struck in July 2001 and gen- 
erated much comment because as well as 
| . emailing copies of itself to everyone in an 
.. infected Pc's address book, like previous 
| viruses, it also enclosed random docu- 
ments from the infected machine's hard 
disk with each message. Users thus unwit- 
.. tingly sent half-finished screenplays, un- 
= sent letters and private diary jottings to 
.. their friends, sometimes with embarrass- 
ing results. Code Red, which also struck 
< that month, was a worm that exploited a 
security vulnerability in Microsoft's web- 
server software to spread from one server 
to another. Infected servers were pro- 
grammed to flood the White House web- 
site with traffic for a week. 



















Patching itup 

The weakness that Code Red exploited 
had been discovered in June, and Micro- 
soft had issued a software "patch" to cor- 
rect it. But software patches are issued all 
the time, and keeping up with new 
patches and deciding which to install is 
more than many system administrators 
can manage. Within a week of Code Red's 
appearance, 300,000 computers were in- 
fected with it. Sometimes it defaced in- 
fected web servers with the message 
"Hacked by Chinese!", which suggested a 
` political motivation, but the identities and 
motives of virus writers can rarely be de- 


termined for sure. Similarly, Nimda, a par- 
ticularly vigorous virus/worm which 
struck on September 18th 2001, was ini- 
tially assumed to have some connection 
with the previous week's terrorist attacks, 
though this now seems unlikely. 

Viruses are extremely widespread, 
which is more than can be said for mean- 
ingful statistics about them. The annual 
survey carried out by the Computer Secu- 
rity Institute (cs) in San Francisco, in con- 
junction with the Federal Bureau of Inves- 
tigation's local computer-intrusion squad, 
is generally regarded as one of the more 
authoritative sources of information 
about computer security. According to the 
most recent Csi/FBI report, published in 
April 2002, 85% of respondents (mainly 
large American companies and govern- 
ment agencies) encountered computer vi- 
ruses during 2001 (see chart 3, next page). 
Quantifying the damage done by viruses, 
however, is extremely difficult. Certainly, 
cutting off e-mail or Internet connections 
can seriously hamper a company's ability 
to do business. In severe cases every single 
computer in an office or school may need 
to be disinfected, which can take days. 

Yet assigning costs to outbreaks is 
guesswork at best. Computer Economics, a 
consultancy, puts the worldwide costs im- 
posed by viruses in 2001 at $13.2 billion. 
But few outside the marketing depart- 
ments of anti-virus-software vendors take 
such figures seriously. Critics point out 
that if most companies are themselves un- 
able to quantify the cost of cleaning up vi- 
ruses in their systems, it is hard to see how 
anyone else can. Far easier to quantify is 
the surge in sales of anti-virus software 
that follows each outbreak. Following the 
Code Red and Nimda strikes, for example, 
anti-virus sales at Symantec, a leading se- 
curity-software firm, in the last quarter of 
2001 were 53% up on a year earlier. 

Anti-virus software works by scanning 
files, e-mail messages and network traffic 
for the distinguishing characteristics, or 
"signatures", of known viruses. There is 
no general way to distinguish a virus from 
a non-malicious piece of code. Both are, 
after all, just computer programs, and 
whether a particular program is malicious 
or not is often a matter of opinion. So it is 






















only after a virus has infected its first vic- 
tims and has started to spread that its sig- 
nature can be determined by human an- 
alysts, and that other machines can be 
inoculated against it by having their data- 
base of signatures updated. Inevitably, the 
result is an arms race between the mysteri- 
ous folk who write viruses (largely for fun, 
it seems, and to win the kudos of their 
peers) and makers of anti-virus software. 
Some viruses, including a recent one 
called Klez, even attempt to disable anti-vi- 
rus software on machines they infect, or 
spread by posing as anti-virus updates. 
Viruses are a nuisance, but the coverage 
they receive is disproportionate to the dan- 
ger they pose. Some vendors of anti-virus 
software, particularly the smaller ones, 
fuel the hysteria by sending out jargon- 
filled warnings by e-mail at every opportu- 
nity. From a technical point of view, pro- 
tecting a computer or network against vi- 
ruses is tedious but relatively simple, 
however: it involves installing anti-virus 
software on individual machines and 
keeping it up to date. Virus-scanning soft- 
ware that sits on mail servers and scans e- 
mail messages before they are delivered 
can provide an extra defensive layer. 
Dealing with intrusions by malicious 
hackersisan altogether more complex pro- »» 
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> blem. (The word “hacker” merely means a 
clever programmer, but is commonly ap- 
plied to those who use their skills to mali- 
cious ends.) Computers are such complex 
systems that there are endless ways for un- 
authorised users to attempt to gain access. 
Attackers very often use the same security 
flaws that worms and viruses exploit; such 
worms and viruses can be seen as an auto- 
mated form of malicious hacking. 

Having gained access to a machine, an 
attacker can deface web pages (if the 
machine is a web server), copy informa- 
tion (if the machine stores user informa- 
tion, financial data or other documents), 
use the machine as a base from which to 
attack other machines, or install “Trojan 
horse” software to provide easy access in 
future or to enable the machine to be re- 
motely controlled over the Internet. Savvy 
attackers cover their tracks using special 
software known as a “root kit”, which con- 
ceals the evidence of their activities and 
makes unauthorised use difficult to detect. 

As with viruses, meaningful figures for 
unauthorised intrusions are hard to find. 
Many attacks go unnoticed or unreported. 
But the Csi/FBt survey gives some flavour 
of the scale of the problem. Of the 503 
large companies and government agencies 
that participated in the survey, 40% de- 
tected system intrusions during 2001, and 
20% reported theft of proprietary informa- 
tion. Of the companies that were attacked, 
70% reported vandalism of their websites. 
But it is dangerous to lump all attacks to- 
gether. Just as there is a difference between 
a graffiti-spraying youth and a criminal 
mastermind, there is a world of difference 
between vandalising a web page and 
large-scale financial fraud or theft of intel- 
lectual property. 

The principal tool for keeping un- 
wanted intruders out of computers or net- 

-© works is the firewall. As its name suggests, 
a firewall is a device that sits between one 
network (typically the Internet) and an- 
other (such as a closed corporate network), 
enforcing a set of rules about what can tra- 
vel to and fro. For example, web pages 
might be allowed inside the firewall, but 
files might not be allowed to go outside. 


Walls have ears 

Firewalls are no panacea, however, and 
may give users a false sense of security. To 
be effective, they must be properly config- 
ured, and must be regularly updated as 
new threats and vulnerabilities are discov- 
ered. “What kind of firewall you have mat- 
ters far less than how you configure it,” 
says Bill Murray of TruSecure, a security 


consultancy. There are dozens of compet- 
ing firewall products on the market, but 
most of them come in two main forms: as 
software, which can be installed on a 
machine to regulate traffic, and as hard- 
ware, in the form of appliances that plug in 
between two networks and regulate the 
flow of traffic between them. 

The leader in the field, with 40% of the 
market, is Check Point Software of Ramat 
Gan, Israel. Four years ago, says Jerry Un- 
german, Check Point’s president, people 
thought the firewall market was almost 
saturated, because most firms had one, but 
the market has continued to grow. The no- 
tion that each company simply needs one 
firewall, between its internal network and 
the Internet, is now outmoded. Compa- 
nies often have many separate links to the 
Internet, want to wall off parts of their in- 





ternal networks from each other, or 
choose to install firewall software on every 
server. Some of Check Point’s clients, says 
Mr Ungerman, have over 1,000 firewalls 
installed. The advent of fixed broadband 
connections means that home users, who 
often leave their computers switched on 
around the clock, now need firewalls too if 
they are to protect their machines from in- 
truders. Even mobile phones and hand- 
held computers, he predicts, will have fire- 
walls built into them. 

Firewalls have their uses, but there are 
many kinds of attacks they cannot pre- 
vent. An attacker may be able to bypass 
the firewall, or exploit a vulnerability by 
sending traffic that the firewall regards as 
legitimate. Many attacks involve sending 
artfully formulated requests to web serv- 
ers, causing them to do things that would 
not normally be allowed, says Geoff Da- 


vies of i-Sec, a British security consultancy. 

To show how easily this can be done, he 
types a string of database commands into. 
the search field of an online travel agent, 
and instead of a table of flight departures. 
and arrivals, the website comes up witha 
table of information about its users. (Mr 
Davies carried out this demonstration, 
called an “sox insertion” attack, on a 
dummy server specially set up forthe pur = 
pose, but it is a widespread vulnerability __ 
on real websites.) To a firewall, such an at- 
tack may look just like a legitimate use of = 
the web server. 


Halt! Who goes there? p 
An alternative is the "intrusion-detection __ 
system” (rps), which monitors patterns of 
behaviour on a network or an individual 
computer and sounds an alarm if some- - 
thing looks fishy. Some kinds of detection __ 
systems monitor network traffic, looking 
for unusual activity, such as messages 
passing to and from a Trojan horse on the 
network; others sit on computers, looking 
for unusual patterns of access, such as at- 
tempts to retrieve password files. P 
Compared with anti-virus software 
and firewalls, detection is a relatively im- 
mature technology, and many people be- 
lieve itis more trouble than itis worth. The 
difficulty is tuning an rps correctly, so that 
it spots mischievous behaviour reliably 
without sounding too many false alarms. . 
An Ips may end up like the boy who cried © 
wolfwhen a genuine attack occurs after 
too many false alarms, nobody pays any. 
attention. And even when it is properly _ 
tuned, people may not know how tostop 
the problem when an rps sounds the | 
alarm. All too often the response is, "We | 
just got hacked—what do we do?", says _ 
Chris King of Meta Group. | 
Other tools in the security toolbox in- 
clude encryption, the mathematical 
scrambling of data so that only the in- 
tended recipient can read them, and the re 
lated technique of cryptographic authenti 
cation to verify that people are who they 
claim they are. These tools can be inte 
grated into an e-mail system, for example, © 
using encryption to ensure that messages - 
cannot be read in transit, and authentica- 
tion to ensure that each message really did 
come from its apparent sender. The same: 
techniques can also be used to send in- 
formation (such as credit-card details) to 
and from websites securely. 
Another popular use of encryption 
and authentication is the "virtual private. 
network" (veN), which allows authenti 
cated users to establish secure communi». 
























cations channels over the Internet to a 
closed network. vPNs are widely used to 
knit a company's networks in different 
-parts of the world together securely across 
the Internet, and to allow travelling em- 
.- ployees to gain secure access to the com- 
pany network from wherever they are. 
There is still plenty of room for innova- 
< tion in security technology, and there are 
|... dozens of start-ups working in the field. 
t. Company 51 of San Mateo, California, has 
- X. devised an "intrusion-prevention system", 
«based on the workings of the human im- 
. . mune system. When an attack is detected, 
=the attacker is promptly disconnected. 
.. Cenzic, also based in Silicon Valley, has de- 
vised a novel approach to security testing 
= called "fault injection". Greg Hoglund, the 
|: company's co-founder, says most testing 
-of security software is akin to testing a car 
XC by driving it on a straight, flat road. Just as 
«ars are crash-tested, Cenzic's software, 
. called Hailstorm, stress-tests software by 
_.. bombarding it with attacks. 












_ Blame it on the bugs 

-<A typical network, then, is secured using a 
_ multi-layered combination of security 
_ technologies. But these fancy measures 
.. merely treat the effects of poor security. A 
. .. parallel effort is being made to deal with 
. . one of its main causes: badly written soft- 
.' ware. According to @Stake, a security con- 
"e sultancy based in Cambridge, Massachu- 
- setts, 70% of security defects are due to 
- . flaws in software design. Code Red, for ex- 
|. ample, exploited a "bug", or coding error, 
= in the way Microsoft's web-server soft- 
ware handles non-Roman characters. 
- Buggy software tends to be insecure. So by 
- taking a firmer stand against bugs and 
. making their programs more reliable, soft- 
.- ware firms can also improve security. 

_ Microsoft is now making a particular 
effort to improve its reputation for shoddy 
security. New bugs and vulnerabilities in 
its products are found weekly. This does 
not necessarily mean that Microsoft's soft- 
ware is particularly badly written, but has 
much to do with its ubiquity. Microsoft 
has a monopoly in desktop operating sys- 
: tems, after all, and a near-monopoly in 
web browsers and office productivity soft- 
+ ware. Find a hole in Internet Explorer, Mi- 
crosoft's web browser, for example, and 
you are capable of attacking the vast ma- 
jority of the world’s pcs. Find a hole in 
Netscape's rival web browser, which is far 
less widely used, and you will be able to 
attack fewer than 10% of them. 

. Now that the threat to Microsoft of dis- 
-memberment by America's Department 
































of Justice has receded, the company's poor 
reputation in security looks like its single 
biggest problem. Last year, following the 
Code Red and Nimda outbreaks, both of 
which exploited security flaws in Micro- 
soft products, John Pescatore at Gartner, an 
influential consultancy firm, suggested 
that companies that wanted to avoid fur- 
ther security problems should stop using 
Microsoft's software. Bill Gates responded 
by issuing his company-wide memo in 
January on "trustworthy computing”. 
Microsoft is pulling out all the stops to 
reduce the number of security vulnerabili- 
ties in its products. "There was a sea 
change in the way our customers were 
thinking," says Pierre de Vries, Microsoft's 
director of advanced product develop- 
ment. The company, he says, realised that 
it had “areal problem" even before Mr Pes- 
catore’s report. Earlier this year, the 8,500 
programmers in the company’s Windows 
division were given new security training, 
after which they spent two months comb- 
ing their code for potential vulnerabilities. 
New tools devised by the company’s re- 
search division, called “Prefix” and “Pre- 
fast”, are used to scan for possible pro- 
blems. And when coding errors are found, 
they are not only fixed but an effortis now 
made to find out how they slip 
through the netin the first place. — 









The work the programmers are doing 
now will not be reflected in the company’s: 


products for a year or two, but Microsoft 
has also tightened security in. other ways. 
The latest version of its web-server soft- 
ware, for example, arrives with most op- 
tions switched off by default. Customers 
have to decide which: options they want to 
use, and make a conscious choice to switch 
them on. This reduces their exposure to 
problems in parts of the software they 


were not using anyway. But some custom- 


ers complained about having to work out 
which options they did and did not need, 
says Mr de Vries. One of them even asked 
for a button to turn everything on. The cost 
of improved security, itseems, is often are- 
duction in convenience. — -= 4 

This kind of thing goes against the grain 
for Microsoft. Traditionally, its products 
have had all the bells and whistles (such as 
the infamous talking paper clip) turned on 
by default, to make it more likely that users 
will discover and use new features. Micro- 
soft is also renowned for encouraging us- 
ers to upgrade for extra features. But prior- 
ities have changed. As Mr Gates wrote to 
his workforce, “When we face a choice be- 
tween adding features and resolving secu- 
rity issues, we need to choose security.” 

Microsoft’s policy of tight integration 
between its products, which both en- 
hances ease of use and discourages the use 
of rival software makers’ products, also 
conflicts with the need for security. Be- 
cause Microsoft's programs are all linked, a 
flaw in one of them can be used to gain ac- 
cess to others. Many viruses, for example, 
exploit holes in Microsofts mail or 
browser software to infect the underlying 
Windows operating system. 

Many observers believe that Micro- 
soft's new-found concern over security is 
mere window-dressing. The Windows op- 
erating system is the largest piece of soft- 
ware ever written, so implementing secu- 
rity retrospectively is a daunting task. 
Mary Ann Davidson, chief security officer 
at Oracle, contends that American federal 
agencies are "really angry" with Microsoft 
over the insecurity of its products. Oracle, 
whose flagship database software grew 
out of a consulting contract for the Central 
Intelligence Agency, has many black- 
suited “professional paranoids" among its 
customers, so the company has security 
awareness far more deeply ingrained in its 
corporate culture, she says. But what of Or- 
acle's advertising claims that its own soft- 
ware is “unbreakable”? Perfect security is 
impossible, she concedes; the campaign 
"is about being fanatical about security." 


Need to know 

A key test of a company's commitment to 
security is the speed with which it re- 
sponds to vulnerabilities. The difficulty, 
says Steve Lipner, Microsoft's director of 
security assurance, is that when anew vul- 
nerability is discovered, customers want a 
patch immediately, but they also want the 
patch to be properly tested, which takes 
time. Furthermore, issuing a separate 
patch for every vulnerability makes life » _ 

















* harder for systems administrators, so Mi- 
crosoft now prefers to group several 
patches together. But that lays it open to 
the charge that it is not responding fast 
enough. Once a vulnerability has been an- 
nounced, attackers will start trying to ex- 
ploit it immediately. According to Mr Da- 
vies, some big websites get attacked as 
little as 40 minutes after the publication of 
anew vulnerability. But the patch may not 
be available for weeks. 

Mr Lipner says he would prefer re- 


searchers who find flaws to report them to 
Microsoft, but not to publicise them until a 
patch is available. The trouble is that soft- 
ware makers have little incentive to fix 
patches that nobody knows about, so 
many security researchers advocate mak- 
ing vulnerabilities public as soon as they 
are found. Admittedly, this alerts potential 
attackers, but they may already have 
known about them anyway. Proponents 
of this "full disclosure" approach argue 
that its benefits outweigh the risks. "Sun- 


light is the best disinfectant,” says Mr Diffie 
at Sun Microsystems. 

Will software makers ever come up: 
with products that are free of security vul- 
nerabilities? It seems very unlikely, but : 
even if they did, there would still be plenty 


of systems that remained unpatched or in 

correctly configured, and thus vulnerable : 
to attack. No matter how clever the tech- 
nology, there is always scope for human . 
error. Security is like a chain, and the 
weakest link is usually a human. @ | 








HE stereotype of the malicious hacker 

is a pale-skinned young man, hunched 
over a keyboard in a darkened room, who 
prefers the company of computers to that 
of people. But the most successful attack- 
ers are garrulous types who can talk their 
way into, and out of, almost any situation. 
In the words of Mr Schneier, the security 
guru, "Amateurs hack systems, profes- 
sionals hack people." 

Kevin Mitnick, perhaps the most no- 
torious hacker of recent years, relied 
heavily on human vulnerabilities to get 
into the computer systems of American 
government agencies and technology 
companies including Fujitsu, Motorola 
and Sun Microsystems. Testifying before a 
Senate panel on government computer se- 
curity in 2000, after spending nearly five 
years in jail, Mr Mitnick explained that: 


When I would try to get into these systems, 
the first line of attack would be what call a 
social engineering attack, which really 
means trying to manipulate somebody over 
the phone through deception. I was so suc- 
cessful in that line of attack that I rarely had 
to go towards a technical attack. The human 
side of computer security is easily exploited 
and constantly overlooked. Companies 
spend millions of dollars on firewalls, en- 
cryption and secure access devices, and it's 
money wasted, because none of these mea- 
sures address the weakest link in the secu- 
rity chain. 


Human failings, in other words, can un- 
dermine even the cleverest security mea- 
sures. In one survey, carried out by Penta- 
Safe Security, two-thirds of commuters at 
London's Victoria Station were happy to 
reveal their computer password in return 

for a ballpoint pen. Another survey found 





that nearly half of British office workers 
usedtheir own name, the name of a family 
member or that of a pet as their password. 
Other common failings include writing 
passwords down on sticky notes attached 
to the computer's monitor, or on white- 
boards nearby; leaving machines logged 
on while out at lunch; and leaving laptop 
computers containing confidential in- 
formation unsecured in public places. 
Unless they avoid such elementary 
mistakes, a firm's own employees may 
pose the largest single risk to security. Not 
even technical staff who should know bet- 
ter are immune to social engineering. Ac- 
cording to Meta Group, the most common 
way for intruders to gain access to com- 
pany systems is not technical, but simply 
involves finding out the full name and 
username of an employee (easily deduced 
from an e-mail message), calling the help 
desk posing as that employee, and pre- 
tending to have forgotten the password. 
Simple measures, such as encouraging 
employees to log out during lunch hours 
andto choose sensible passwords, can dra- 
matically enhance security at very little 


cost. Passwords should be atleastsixand  . 
ideally eightcharacterslong,andcontaina — 
mixture of numbers, letters and punctua--. 
tion marks. Dictionary words and per. 
sonal information should not be used as. 
passwords. Users should have a different 
password on each system, and they should — 
never reveal their passwordstoanyone,in- 
cluding systems managers. 

Yet a seminal paper published aslong __ 
ago as 1979 by Ken Thomson and Robert __ 
Morris found that nearly a fifth of users __ 
chose passwords consisting of no more __ 
than three characters, and thata third used 
dictionary words. (Robert Morris, the chief __ 
scientist at America's National Computer 
Security Centre, was subsequently up- 
staged by his son, also called Robert, who. 
released the first Internet worm in 1988 
and crashed thousands of computers. 
Ironically, the worm exploited badly cho- 
sen passwords.) But back in 1979, only a. 
small fraction of a typical company's. 
workforce used computers on a daily ba 
sis. Now that almost everybody uses them, 
the potential for trouble is much greater. -` 

A few precautions also go a long way: 
when it comes to stopping the spread of vi- 
ruses. Many viruses travel inside e-mai 
messages, but require the user to double-. 
click them in order to start propagating. So: 
they pose as games, utilities, anti-virus up- 
dates or even as nude photographs of well- 
known tennis players. The curious user. 
double-clicks, nothing seems to happen, 
and the user thinks no more about it, b 
the virus has started to spread. Educatin 
users not to double-click on dubious at 
tachments is a simple but effective coun 
ter-measure against viruses. | 

If correctly handled, a management- 





























cun "d But Jre pro- : 
jets can nbe unlocked 


n based, rather than a solely technology- 
. based, approach to security can be highly 
cost-effective. The danger, says Peter Horst 
of TruSecure, is that: "People buy a hunk of 
shining technology, wipe their brow and 
say, ‘Great, I’ve taken care of it,’ when they 
might have been better off saving money 
and doing something simple in terms of 
policy and process." Probably the best ex- 
ample of how expensive, glamorous secu- 
rity technology can easily be undermined 
by poor procedures is biometric systems 
(see box). 





- That excursion into a fictional future 






















b highlights tworealproblems.Thefirstis —— 
.. thatthe technology isnotas secureasits — 
..  Proponentsclaim. Scanners thatreadfin- 
- gerprints, the most widely used form of. 
_ biometrics, proved easy to defeatinex- — 
| ts - periments carried outby Tsutomu Mats. | 

` moto, a security researcher at Yokohama _ 
zs - National University. Mr Matsumoto was _ 
able to fool them around 80% of the time - f 

m using fingers made of moulded gelatin. - 


He was also able to take a photograph « ofa a 


ts latent fingerprint (from a wine glass, for _ 
e E example) and use it to make a gelatin fin: 
~ gerthat fooled scanners 80% of the time _ 
as well. One advantage of gelatin is that - 
ee having got past the guards, an intruder 

. Caneat the evidence. id e 
Facial Wird in which a com. * 







A sensible and balanced approach, 
then, involves not only security technol- 
ogy but also a well-defined set of security 
policies which users understand and keep 
to. This approach is promoted by the Hu- 
man Firewall Council, a group which ar- 
gues that users themselves have an impor- 
tant role to play in maintaining security. 
Steve Kahan, its president, draws an anal- 
ogy with neighbourhood-watch schemes. 
The idea, he says, is "to make security ev- 
eryone's business", and to have a clear se- 
curity policy that governs what is and is 


A recognition systems, claims that its equip- : x. 
log ment’s accuracy rate can be as highas 
... 99. But Mr Schneier, the security expert, : 
_ says that even with an accuracyrateof — 
_ 99.99%, and assuming that one in 10m fli i 
ersisasuspect whose face is on the watch 
list, there will still be 1,000 false alarms | 
... for every suspecti identified. And mostter- 
Toristsarenoton watch lists. Face-scan- 
- ning may reassure people andi mayhavea 
deterrent effect, but fheser meagre benefits 
do notjustify the costs. 















_ The second and more important pro- l 
“blemi is that biometric technology, even 
when it works, strengthens only one link - 


inthe security chain. Its effectivenessis 


. easily undermined by failures of process . 
_or policy. Tom Cruise's character in“Mi- — 
. nority Report” is still able to getinto the - 
- police. computer network while on the - 


, run because someone has neglected to. re- : 


- voke his access privileges. This simple 


- -. failure of process is all too common in iu 
y Another such real-world failurein- 





not allowed. That policy should then be 
implemented both by guiding the behav- 
iour of users and by the appropriate con- 
figuration of firewalls, anti-virus software 
and so forth, in much the same way that a 
combination of neighbourly vigilance, 
alarms and door locks is used to combat 
burglars in the real world. But, says Mr Ka- 
han, surveys show that half of all office 
workers never receive any security train- 
ing at all. 

One way to disseminate and enforce 
security policy is to add yet another layer » 














* of security software, as demonstrated by 
PentaSafe Security, one of the backers of 


the Human Firewall Council. Its software . 


can ensure that users are familiar with a 
company's security policy by popping 
messages and quiz-like questions up on 
the screen when they log on. According to 
PentaSafe's figures, 73% of companies 
never require employees to re-read secu- 
rity policies after they begin their employ- 
ment, and two-thirds of companies do not 
track whether their employees have read 
the policy in the first place. 

David Spinks, European director of se- 
curity at EDS, a computer-services firm, 
says all Eps employees have to take a regu- 
lar on-screen test to ensure they under- 
stand the company's policy on passwords, 
viruses and network security. Choice of 
technology, he says, matters far less than 
managing both technology and users 
properly: ^The key to having a firewall isn't 
the firewall, but how the policies are set, 
monitored, managed and kept up to date." 
Two companies can use exactly the same 
product, he notes, and one can be secure 
while the other is insecure. It is effective 
management that makes the difference. 


The dismal science of security 
But there are other, more subtle ways in 
which management and security interact. 
“More than anything else, information se- 
curity is about work flow,” says Ross An- 
derson of Cambridge University’s Com- 
puter Laboratory. The way to improve 
security, he says, is to think about people 
and processes rather than to buy a shiny 
new box. Mr Anderson is one of a growing 
_ number of computer scientists who are 
applying ideas from economic theory to 
information security. Insecurity, he says, 
“is often due to perverse incentives, rather 
than to the lack of suitable technical pro- 
 tection mechanisms.” The person or com- 
pany best placed to protect a system may, 
for example, be insufficiently motivated to 
do so, because the costs of failure fall on 
others. Such problems, Mr Anderson ar- 
gues, are best examined using economic 
concepts, such as externalities, asymmet- 
ric information, adverse selection and 
moral hazard. 

A classic example is that of fraud in- 
volving cash dispensers (automated teller 
machines) Mr Anderson investigated a 
number of cases of “phantom withdraw- 
als", which customers said they never 
made, at British banks. He concluded that 
almost every time the security technology 
was working correctly, and that miscon- 

- figuration or mismanagement of the ma- 





chines by the banks was to blame for the 
error. In Britain, it is customers, not banks, 
that are liable when phantom withdraw- 
als are made, so the banks had little incen- 
tive to improve matters. In America, by 
contrast, it is the banks that are liable, so 
they have more of an incentive to train 
staff properly and install additional anti- 
fraud measures, such as cameras. 

Similar examples abound on the In- 
ternet. Suppose an attacker breaks into 
company A’s computers and uses them to 
overload company B's computers with bo- 
gus traffic, thus keeping out legitimate us- 
ers. Company B has suffered, in part, be- 
cause of the insecurity of company A's 
systems. But short of a lawsuit from com- 
pany B, company A has no incentive to fix 
the problem. Some examples of this sort of 
thing have already started to appear. In 
one case, a Texas judge issued a restraining 
order against three companies whose 
computers were being used by intruders to 
attack another firm's systems. The three 
companies were forced to disconnectfrom 
the Internet until they could demonstrate 
that the vulnerabilities exploited by the at- 
tackers had been fixed. 

Economic and legal measures will, pre- 
dicts Mr Schneier, play an increasing role 
in compensating for perverse incentives 
that foster insecurity. Just as chief financial 
officers are legally required to sign state- 
ments declaring that company accounts 
are accurate, he speculates that, at least in 
certain industries, chief security officers 
might eventually have to sign security dec- 
larations. Similarly, product-liability law- 
suits against software companies whose 
products are insecure would almost cer- 
tainly discourage software makers from 
cutting corners on security. 


The enemy within 
Incompetence and indifference are one 
thing; misconductis another. Although ex- 
ternal attacks get more attention in the me- 
dia, notes a recent report from Vista Re- 
search, a consultancy, "the bulk of 
computer-security-related crime remains 
internal" Mr Anderson puts it a different 
way: the threat of hackers, he says, is 
"something that the security manager 
waves in your face to get the budget to deal 
with internal fraud." Vista estimates that 
70% of security breaches that involve 
losses above $100,000 are perpetrated in- 
ternally, often by disgruntled employees. 
Attacks by insiders are potentially far 
costlier than external ones. The CSUFBI 
survey, albeit using a small sample size, 
found that an insider attack against a large 


justbeen announced. 


company caused an average of $2;m- 
worth of damage, whereas the averageex- 
ternal attack cost $57,000. A survey carried | — 
out by Oracle found that British compa- 
nies believe malicious attacks by insiders __ 
pose more of a threat than externalones. 

Defences against external attacks may 
not be much use against insiders. Fora — . 
start, such people are likely tobeinsidethe — 
firewall (although companies are increas- 
ingly using internal firewalls between de- 
partments). And to an intrusion-detection —__ 
system, an insider attack looks very differ- 
ent from an external one; by one estimate, 
an IDs has less than a 4096 chance of 
distinguishing an insider attack from legiti- 
mate use of the network. One option is to 
use an analysis and visualisation tool, 
such as that made by SilentRunner. It r 
presents network activity graphically to 
help security staff spot unusual beha 
iour-perhaps a large number of file trans- 
fers in a department where lay-offs have 


An alternative approach when fraud i is 
suspected is to use “honeypots”—decoy 
servers that lure attackers and collect evi- 
dence so that people who are up to no 
good can be identified. In one case cited by 
Recourse Technologies, a security firm that 
is now part of Symantec, a large financial 
firm discovered that its payroll systems 
had been compromised. Two dozen 





- > honeypots were set up, with names such 


as "payroll server", which caught the com- 
pany's chief operating officer as he was 
trying to manipulate another executive's 
payroll record. He confessed to attempted 
fraud and resigned. 

But the difficulty of combating insider 
attacks with technical means demon- 
strates that security is mainly a people pro- 
blem. Indeed, the root cause of an insider 
attack may be poor management. An em- 
ployee may resent being demoted or 
passed over for promotion, or feel under- 
paid or undervalued. Better management 
is a far more promising way to deal with 
these kinds of problems than technology. 
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e NE long ago, at the height of the dot- 

com boom, you could chart the rise 
.. andfallof companies by looking at the gar- 
= ish artwork sprayed on the walls of loft 
buildings in San Francisco’s Multimedia 
Gulch district. But now, thanks to wireless 
= technology, there is a better way. Driving 
around the city on a warm night a few 
... weeks ago, Bill Cockayne, a Silicon Valley 
veteran, opens his car's sunroof. His friend 
Nathan Schmidt posts what looks like a 
small fluorescent tube through the open 
roof and plugs it into a laptop computer. 
"Metro/Risk", says the computer in a 
clipped female voice as the car makes its 
way through North Beach. “Admin net- 
work. BCG.” Then a robotic male voice 
booms out: "Microsoft WLAN. Archangel. 
Whistler. Rongi.” 

These are the names of computer net- 
works in offices and homes that have been 
fitted with wireless access-points, which 
can provide Internet access to users within 
range (typically, within 100 metres or so). 
Mr Schmidt’s computer is configured so 
that open access-points, which can often 
be used by anyone within range, have 
their names spoken by a female voice; 
closed ones, for which a password is re- 
quired, are read out by a male voice. Most 
of them are open. Mr Cockayne pulls over, 
and Mr Schmidt connects to a nearby ac- 
cess-point and calls up The Economist's 
web page. 

This kind of wireless networking, using 
. the so-called Wi-Fi protocol, has become 
immensely popular over the past two 








The best way to prevent criminal activ- 
ity by insiders is to make it difficult. “One 
of the key things you need is a separation 
of duties, so that no one individual runs 
everything," says Mr Spinks. Another sim- 
ple measure is to ensure that all employees 
go on holiday at some point, to prevent 
them from maintaining tainted systems or 
procedures. Access privileges to company 
systems need to match employees' job de- 
scriptions so that, for example, only peo- 
ple in the personnel department can ac- 
cess employee records. When employees 
leave the company or their roles change, 
their access privileges must be revoked or 
altered immediately. And clear rules are 


years, the technology crash notwithstand- 
ing (see chart 5, next page). Many compa- 
nies and individuals leave their access- 
points open deliberately to enable pass- 
ers-by to share their Internet connections. 
Open alaptop in New York, San Francisco, 
Seattle or many other large cities around 
the world and you may well be able to get 
online free. But although Wi-Fi is liberating 
for users, it can cause security problems. 
Adding an access-point to a network 
costs less than $200 and is very simple—so 
simple, in fact, that "rogue" access-points 





needed to make sure that security staff 
know what to do if they detect abuse by 
senior managers. Better internal security 
procedures to deal with malicious insiders 
should also help to protect against external 
attacks, says Bill Murray of TruSecure. 

One of the biggest threats to security, 
however, may be technological progress it- 
self, as organisations embrace new tech- 
nologies without taking the associated 
risks into account. To maintain and im- 
prove security, you need more than just 
the right blend of technology, policy and 
procedure. You also need to keep your eye 
on the ball as new technologies and new 
threats emerge. @ 





have started to sprout on corporate net- 
works without the knowledge of manage- 
ment. A survey by Computerworld, an in- 
dustry magazine, found that 30% of 
American companies had identified rogue 
access-points on their networks. And if 
these are left open, they provide a back 
door past the firewall into the company's 
network. Rob Clyde, chief technology offi- 
cer at Symantec, says that half of the chief 
executives at a recent round-table event 
cited Wi-Fi as atop security concern. 
This is just one example of how a new »* 








+ technology can bring security problems in 
its wake. There are plenty of others. Some 
firms are opening up their networks 
through online business-to-business ex- 
changes, for example, where they list what 
they want to buy or sell and invite bids. 
Everything from paperclips to car compo- 
nents is bought or sold in this way. There is 
widespread agreement that "web ser- 
vices", in which companies open up their 
core business processes directly to other 
firms over the Internet, will become 
increasingly important in the next few 
years. But by opening its systems to outsid- 
ers, a company may also attract unwanted 
visitors, or attacks from nosy competitors. 

Joint ventures, in which two firms 
collaborate and share information, can 
also cause problems. A recent report by 
Vista Research cites the example of an 
American car maker that established a 
joint venture with a Japanese firm and 
opened up its network to allow in employ- 
ees of its Japanese partner. But the design 
of the American firm's network allowed 
access only on an "all or nothing" basis, so 
the Japanese firm's employees ended up 
with access to everything. 

Handheld computers are another pro- 
blem. They are often used to store sensitive 
data such as passwords, bank details and 
calendars. "The calendar is a fundamental 
loophole," says Doug Dedo of Microsoft's 
mobile devices division, because it may 
contain entries such as "meeting with 
company x re merger". Another problem 
associated with handheld computers is 
that their users carry them into the office 
and plug them into their computers, by- 
passing anti-virus systems and firewalls. A 
virus-infected document stored on a hand- 
held computer could then start spreading. 
Similarly, peer-to-peer file-swapping net- 
works such as Gnutella, instant-messaging 
services that zap messages and files across 
the Internet, and web-based e-mail sys- 
tems such as Hotmail all provide new 
routes into a company's network that can 
be exploited by attackers. 

There are plenty of technical fixes avail- 
able. Handheld scanners can be used to 
track down rogue access-points, and legiti- 
mate access-points can be secured against 
outsiders by using virtual-private-network 
(ven) software. A lot of work is being done 
to ensure that web services are secure, in- 
cluding, improbably, a joint initiative by ri- 
vals Microsoft and 1BM. Anti-virus and 
firewall software exists for handheld com- 
puters, which can also be password-pro- 
tected. And firewalls can be configured to 

| prevent unauthorised use of peer-to-peer 





and instant-messaging services. 

All these threats arise from a common 
factor: the distinction between the “pub- 
lic” parts of a company’s network (such as 
the web servers where its home page re- 
sides) and the private core (which is acces- 
sible only to employees) is quickly erod- 
ing. “The cultural and technological trend 
is towards more porous companies,” says 
Gene Hodges, president of Network Asso- 
ciates, a large security-software firm. As 
firms connect with their suppliers and cus- 
tomers, “the more you open up, the more 
you are exposed.” 


Airports, not castles 

The classic notion of perimeter security, in 
short, is fast becoming obsolete. Alan 
Henricks, chief executive of Cenzic, says 
the shift is “from keeping people out to 
bringing people in in a trusted fashion”. 
Nand Mulchandani, co-founder of Oblix, 
another security firm, puts it more colour- 
fully: the “big walls, moat and crocodiles” 
approach of the past few years, he says, is 
now outdated. 

The latest thinking is that rather than 
seeing their networks as castles, large orga- 
nisations should regard them as airports. 
People go in and out all the time, some ar- 
eas are more secure than others, and as 
people pass from one area to another they 
have to present their credentials: tickets, 
boarding passes or passports. Apply this 


approach to computer security, and in- 


stead of an “exclusive” model in which 
you try to prevent people from doing 
things they shouldn’t, you have an “inclu- 
sive” model that lays down who can do 
what, and only lets certain people do cer- 
tain things. 

In the old days, says Tony Scott, chief 
technology officer at General Motors, com- 
puter systems were used only internally, 
and managing who was allowed to do 


what was simple. But with the recent pro- 
liferation of systems, and a greater reliance . 
on suppliers and outsourcing, the number 
of users who may need access to a com 
pany's systems has grown rapidly. "On top 
of that, most modern companies now 
have their actual business processes. 
deeply embedded in their systems," he. 
says. Indeed, their business processes are. 
the systems. According to Mr Scott, "All. 
these forces working together create a. 
huge problem. Who is accessing these sys: 
tems, and how can I manage it?" : 
One outfit offering solutions to this 
identity-management problem is Silicon: 
Valley-based Oblix. Its software sits be- 
tween users and a company's existing soft- 
ware systems (accounts, inventory, e-mail, 
and so on). Using a big database that in- 
cludes information on who can do what, it 
makes sure that users can do only the - 
things they are meantto do. | 
It sounds obvious, but it has two ad-  . 
vantages;itmeansusersneedtologinonly __ 
once, rather than into lots of separate sys- 
tems; and it centralises and simplifies the — 
management of user privileges. For exam- — 
ple, a division manager who hires or fires - 
an employee can instantly updatethatem- 
ployee's access privileges, rather than hav- 
ing to ask the systems department to make 
changestoanumberofseparatesystems. | — 
Responsibility for security can thus be 
devolved to managers and form part of ^ 
their everyday management duties. Man- 
agement is all-important, says Mr Mu- 
chandani, because if your eyeball reader. __ 
correctly identifies a sacked employee but = 
his access privileges have not been re- 
voked, you have a security failure on your- 
hands. Oblix’s software is used by a num- 
ber of large firms including General Mo: 
tors, Boeing and Pfizer. Identity-manage- 
ment systems are also available from other: 
vendors, including Novell, eM and Activ- 
Card, whose smart-card-based offering is 
used by America’s armed forces. The tech- 
nique does not do away with the need for 
traditional security measures, but it pro- 
vides an additional line of defence, par- 
ticularly for large organisations that have 
to deal with a lot of users. i 
More importantly, identity manage- 
ment is an example of how technology 
can be used to align security procedures 
with business processes. Security thus be 
comes the servant of management. Secu-- 
rity decisions must ultimately be taken by 
managers, not technical staff. The big deci- 
sion, and the most difficult to make, is how 
much time and money to spend on secu- 
rity in the first place. & 

































OTAL computer security is impossible. 

No matter how much money you 
spend on fancy technology, how many 
training courses your staff attend or how 
many consultants you employ, you will 
still be vulnerable. Spending more, and 
spending wisely, can reduce your expo- 
sure, but it can never eliminate it alto- 
gether. So how much money and time 
does it make sense to spend on security? 
And whatis the best way to spend them? 

There are no simple answers. It is all a 
matter of striking an appropriate balance 
between cost and risk-and what is appro- 
priate for one organisation might be 
wrong for another. Computer security, 
when you get down to it, is really about 
risk management. Before you can take any 
decisions about security spending, policy 
or management, the first thing you have to 
dois make a hard-headed risk assessment. 

First, try to imagine all of the possible 
waysin which security could be breached. 
This is called "threat modelling", and is 
more difficult than it seems. Mr Schneier, 
the security guru, illustrates this point by 
asking people to imagine trying to eat at a 
pancake restaurant without paying. The 
obvious options are to grab the pancakes 
and run, or to pay with a fake credit card or 
counterfeit cash. But a would-be thief 
could devise more creative attacks. 

He could, for example, invent some 
story to persuade another customer who 
had already paid for his meal to leave, and 
then eat his pancakes. He could imperson- 
ate a cook, a waiter, a manager, a celebrity 
or even the restaurant owner, all of whom 
might be entitled to free pancakes. He 
might forge a coupon for free pancakes. Or 
he might set off the fire alarm and grab 
some pancakes amid the ensuing chaos. 
Clearly, keeping an eye on the pancakes 
and securing the restaurant's payment sys- 
tem is not enough. Threat modelling alerts 
you to the whole range of possible attacks. 

The next step is to determine how 
much to worry about each kind of attack. 
This involves estimating the expected loss 
associated with it, and the expected num- 
ber of incidents per year. Multiply the two 
together, and the result is the “annual loss 
expectancy", which tells you how seri- 
ously to take the risk. Some incidents 










might cause massive losses, but be very 
rare; others will be more common, but in- 
volve smaller losses. 

The final step is to work out the cost of 
defending against that attack. There are va- 
rious ways to handle risk: mitigation (in 
the form of preventive technology and 
policies), outsourcing (passing the risk to 
someone else) and insurance (transferring 
the remaining risk to an insurer). 

Suppose you are concerned about the 
risk of your website being attacked. You 
can mitigate that risk by installing a fire- 


i 


wall. You can outsource it by paying a web- 
hosting firm to maintain the website on 
your behalf, including looking after secu- 
rity for you. And you can buy an insurance 
policy that, in the event of an attack, will 
pay for the cost of cleaning things up and 
compensate you for the loss of revenue. 
There are costs associated with each of 
these courses of action. To determine 
whether a particular security measure is 
appropriate, you have to compare the ex- 
pected loss from each attack with the cost 
of the defence againstit. 

Firewalls make sense for large e-com- 
merce websites, for example, because the 
cost of buying and maintaining a firewall 
is small compared with the revenue that 
would be lostif the site were shut down by 
an intruder, however briefly. But installing 
biometric eye-scanners at every turnstile 
on a city's public-transport system would 
be overkill, because fare-dodging can be 
mitigated with far cheaper technology. By 





contrast, in high-security environments 
such as military facilities or intelligence 
organisations, where a security breach 
would have serious consequences, the use 
of expensive security technology may be 
justified. In some situations, however, the 
right response may be to do nothing at all. 


Standards stuff 
That different organisations have different 
security needs is explicitly recognised in 
the ISO 17799, an international standard 
for "best practices in information security" 
that was introduced by the International 
Organisation for Standardisation in 2000. 
Risk analysis is a basic requirement of the 
standard, as is the establishment of a secu- 
rity policy. But, says Geoff Davies of i-Sec, 
a British security consultancy, *an indus- 
trial firm and a bank with 1sO 17799 certi- 
fication will have totally different sys- 
tems." The standard does not specify 
particular technological or procedural ap- 
proaches to security, but concentrates on 
broadly defined ends rather than specific 
means.The standard's flexibility is contro- 
versial, however. Critics believe future ver- 
sions of the standard should be more pre- 
scriptive and more specific about what 
constitutes "best practice". Still, even in its 
current form, ISO 17799 is better than noth- 
ing. Many multinational companies have 
already embraced it to demonstrate their 
commitment to security. And in several 
Asian countries, companies that want to 
do business with the government elec- 
tronically must conform to the standard. 
Just as different organisations require 
different levels of protection, they will also 
respond to an attack in different ways. A 
large company, for example, may find it 
useful to have a dedicated security-re- 
sponse team. Scott Charney at Microsoft 
says that when an attack occurs, one of the 
things the team has to decide is whether to 
give priority to remediation or to investiga- 
tion. Blocking the attack will alert the at- 
tacker, which may make collecting evi- 
dence against him difficult; but allowing 
the attacker to continue so that he can be 
identified may cause damage. Which is 
more appropriate depends on the context. 
In a military setting, tracking down the at- 
tacker is crucial; for a dotcom under attack » 


> by a teenager, blocking the attack makes 
more sense. Another difficult choice, says 
Mr Charney, is whether to bring in the po- 
lice. Internal investigations allow an orga- 
nisation to maintain control and keep 
things quiet, but law-enforcement agen- 
cies have broader powers. 

For small and medium-sized compa- 
nies, a sensible choice may be “managed 


security monitoring" (MSM). Firms that of- 


fer this service install "sentry" software 
and machines on clients’ networks which 
relay a stream of messages to a central se- 
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cure operations centre. Human operators 
watch for anomalous behaviour and raise 
the alarm if they detect anything suspi- 
cious. Using highly trained specialists to 
look out for trouble has the advantage that 
each operator can watch many networks 
at once, and can thus spot trends that 
would otherwise go unnoticed. 

Risk analysis, and balancing cost and 
risk, is something the insurance industry 
has been doing for centuries. The industry 
is now showing increased interest in offer- 
ing cover for computer-related risks. In the 





past, computer risks were included in gen- 
eral insurance policies, but were specifi- 
cally excluded in the run-up to the year 
2000 to avoid “millennium bug" liabil- 
ities. Now insurers are offering new pro- 
ducts to protect companies against new 
risks. Because of the Internet, "the land- 
scape has changed," says David O'Neill, 
vice-president of e-Business Solutions at 
Zurich North America, which acts as a 
matchmaker between customers and un- 
derwriters. Greater connectivity means = 
firms are now exposed to risks that were » 











* never contemplated by traditional insur- 
ance policies, he says. 

Mr O'Neill can arrange insurance 

against a range of risks, including data 
theft, virus attacks or intrusions by mali- 
cious hackers, and loss of income owing to 
a security breach or network failure. Com- 
panies can also take out insurance against 
having to pay damages if confidential fi- 
nancial or medical data are accidentally or 
maliciously released. Because no two net- 
works or businesses are alike, each policy 
is prepared individually. 
-. Such cyber-insurance is, however, still 
¿very much in its infancy. The main pro- 
~blem is that the complexity of computer 
networks makes it very difficult to quan- 
tify risk accurately. By comparison, work- 
ing out the likelihood that a 45-year-old 
smoker will have a heart attack in the next 
12months is a piece of cake. One reason for 
the lack of data, says Mr Charney, is that 
most security breaches are not detected or 
=> reported. But this will change. "When a 
|". company asks for $1m in damages after a 
virus outbreak, the insurer will say, ‘Prove 
it'," he explains. “Firms will have to sub- 
stantiate it, and we will get some data." 

Mr Schneier predicts that insurance 
companies will start to specify what kinds 
of computer equipment companies 
should use, or charge lower premiums to 
insure more secure operating systems or 
hardware. Already, firms that use the mon- 
itoring service provided by his company, 
Counterpane Internet Security, enjoy a 
20-4096 reduction in their premiums for 
cyber-insurance. But Mr Anderson at Cam- 
bridge University thinks the need for 
cyberinsurance is overblown. "Insurers 
are having a hard time, so they are turning 
e-risks into a new pot of gold,” he says. 











Wrong department 

Most organisations already have the ex- 
pertise required to handle computer secu- 
rity in a sensible way. Usually, however, 
this risk-management expertise is found 
notinthe systems department butin the fi- 
nance department. “Chief information of- 
ficers, chief financial officers and other ex- 
ecutives already know how to do risk 
analysis," says Mr Davies. The systems de- 
partment, on the other hand, does not; in- 
stead, it tends to be seduced by siren songs 
about technological fixes. 

This survey has consistently argued 
that enthusiasm for technological solu- 
tions can go too far. In two areas in particu- 
lar, security technology could end up do- 
ing more harm than good. First, some 
measures introduced in the name of im- 




















proving security may have the side-effect 
of needlessly infringing civil liberties. 
Face-scanning systems at airports are a 
good example. They are almost useless at 
spotting terrorists, but civil-rights advo- 
cates worry about "function creep", in 
which such systems are installed for one 
purpose and then used for another. 

Similarly, new legislation has been pro- 
posed that would allow far more wide- 
spread wire-tapping and interception of 
Internet communications to combat terro- 
rism. But would it actually improve secu- 
rity? “Broad surveillance is generally the 
sign of a badly designed system of secu- 
rity," says Mr Schneier. He notes that the 
failure to predict the September 11th at- 
tacks was one of data sharing and interpre- 
tation, not data collection. Too much 
eavesdropping might actually exacerbate 
the problem, because there would be more 
data to sift. It would be better to step up 
intelligence gathering by humans. 

The second area where security tech- 
nology could do more harm than good is 






in the world of business. Technology intro- 
duced to improve security often seems to 
have the side-effect of reinforcing the mar- 
ket dominance of the firm pushing it. “In- 
formation-security technologies are more 
and more used in struggles between one 
company and another," says Mr Ander- 
son. "Vendors will build in things that they 
claim are security mechanisms but are ac- 
tually there for anti-competitive reasons." 

One current, and highly controversial, 
example is Palladium, Microsofts pro- 
posed technology for fencing off secure ar- 
eas inside a computer. It might be very use- 
ful for stopping viruses; but it might also 
enable Microsoft to gain control of the 
standard for the delivery of digital music 
and movies. 

Security, in sum, depends on balancing 
cost and risk through the appropriate use 
of both technology and policy. The tricky 
partis defining what *appropriate" means 
in a particular context. It will always be a 
balancing act. Too little can be dangerous 
and costly—-but so can too much. & 
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Enlarging the European Union 


The Irish agree; now will everyone else 


kindly do the same? 


Ireland's voters have given the green light to EU enlargement. But EU members are 
not entirely at one with each other, let alone with all the candidate countries 


T THE second attempt they gave the an- 
swer the establishment wanted: by 
63% to 37%, Ireland's voters—the half of 
them that bothered to vote~said yes to the 
European Union's Nice treaty, and EU en- 
largement, to take in ten new countries, 
can go ahead. Now for the hard part: sort- 
ing out the thorniest disagreements within 
the £u, and between it and the candidates. 
The right result, maybe, achieved in the 
wrong way. In mid-2001, after a lacklustre 
campaign by the yes side—nearly all the 
parties, the trade unions, even the church— 
only 35% of the Irish electorate turned out, 
and, by 54% to 46%, they said no. So tell 
them to try again, add to the inducements 
a ban on neutral Ireland joining in any EU 
defence set-up, put in some real sweat and 
vastly more money-the dominant Fianna 
Fail party, which had budgeted €60,000 
in 2001, made that €500,000 ($490,000) 
this time—and all, in the end, was well. 
Sighs of relief from the candidate coun- 
tries, from Brussels and from Eu capitals 
(not least, Dublin itself, where Bertie Ah- 
ern, till now as skilled at losing referen- 
dums as winning elections, had been deep 
in local political trouble). But it was no tri- 
umph for democracy, as the Irish losers, 
cheated of their 2001 success, complained 
bitterly: and-look at the abstentions-no 
ringing endorsement of the EU. As even 
the Irish winners, and grander figures in 
the EU admitted, the Union's leaders must 
learn to carry opinion with them. 


Still, a win is a win. The Danes, in the 
EU chair this half-year, were eager to carry 
the momentum forward at the EU summit 
that opened on October 24th-and would 
go on into the weekend, the Danes threat- 
ened, if the 15 leaders could not agree on 
the contentious enlargement issues. 

Farm subsidy has been the largest of 
these. How far and fast should the farmers 
of the ten putative new members get their 
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hands on the loot? The European Commis- 
sion has proposed that direct payments to 
them should start at 25% of levels in to- 
day’s EU countries, rising to 100% by 2013. 
Some countries, notably Germany, see 
this as a fat blank cheque and have been re- 
fusing to sign it without a guarantee that 
these payments would be revised, down- 
ward, EU-wide from 2007. 

Next, exactly how are certain of the, 
mostly poor, newcomers to be saved from 
being net contributors-at least at the start, 
before other subsidies begin flowing their 
way-to the zu budget? And, longer-term, 
how big should these other subsidies be; 
translation, how much should places like 
Spain and Portugal give up to aid ones like 
Poland or Slovenia? More generally, who 
pays? France pointed at Britain's budget re- 
bate. Noton the agenda, sniffed the British. 

In sum, the EU countries went to Thurs- 
day's summit far from a joint position—let 
alone from selling it to the candidates in 
the mere seven weeks before the next sum- 
mit, in Copenhagen from December 12th, 
where the Danes hope to have all but the 
fine print sorted out with the candidates. 

Within the EU, public support for en- 
largementis strong: 60% or more, says Gal- 
lup, except in Finland, Sweden and Britain, 
and even in those countries the pros out- 
weigh the antis by two to one. But it is the 
candidate governments that have to per- 
suade their voters. In Malta and the three 
Baltic candidates April figures showed the 
pros 50% or less. That is still well ahead of 
the antis. But there are many don't-knows 
and waverers, and special interests that 
can be rubbed the wrong way; notably the 
farmers, especially in Poland. 

Still, the road ahead, albeit potholed, is 
now open. Come March, in Greece, next 
holder of the Eu presidency, the EU hopes 
to have the last fine print on paper and ten 
about-to-be members signed up. si 








Terrorism in Russia 


The Chechens 
strike 


MOSCOW 
Terrorists seize a Moscow theatre—and 
its audience 


OULD it end in a massacre? Or in a 

slow, painfully negotiated, messy, 
compromise? Whatever the outcome- still 
to be seen as The Economist went to press— 
almost certainly hopes for peace in Chech- 
nya were wiped out this week when a 
group of up to 50 Chechen terrorists 
marched into a Moscow theatre on 
Wednesday evening and took more than 
700 people hostage. Their demand: an end 
to Russia’s three-year-old military cam- 
. paign in Chechnya. 

The immediate response from the au- 
thorities was to surround the theatre with 
troops, but to attempt to negotiate. Wisely: 
the terrorists claimed to have mined the 
building and were certainly well armed. 
Any use of force looked likely to provoke 
carnage, and Russia’s elite Alpha troops do 
not have a good record: in a previous crisis, 
when they stormed a hospital that had 
been taken over by armed Chechens, 122 
hostages were killed and the rebels eventu- 
ally escaped with 150 more. 

Wednesday’s attack was by far the most 
daring rebel exploit in the decade-long his- 
tory of the conflict in Russia’s would-be 
breakaway republic. There had been hos- 
tage-takings before, including the capture 
of some 2,000 people in 1996. But all were 
in or around Chechnya itself, far from the 
centre of power in Moscow. Chechens 
were also officially blamed for the bomb- 
ing of apartment buildings in Moscow and 
elsewhere that claimed the lives of 300 
people, in 1999. No proof was offered (in- 
deed some people thought this the work 
of the authorities, stoking up support for a 
second campaign in Chechnya), but most 
Russians were outraged. 

This time, Russian public opinion is 
likely to harden even further. In his state of 
the nation speech in April, President Vladi- 
mir Putin claimed that the military opera- 
tion in Chechnya was over, and handed 
responsibility for the region to the Federal 
Security Service, successor to the KGB. 
Nonsense, say independent observers: the 
Russians are still losing over 100 men ev- 
ery month. In August rebels shot down a 
military helicopter, killing 118 soldiers. 

For Mr Putin, Chechnya has become a 
personal crusade. He has shown no enthu- 
siasm to negotiate with the rebels, ignor- 
ing an olive branch offered by Aslan Mas- 
khadov, the Chechen president, in August, 
and publicly slapping down Boris Nem- 
tsov, a leading liberal politician, who had 
expressed Russian fatigue with the fighting 













by calling for an endtoit. Mr Putin used the 
anniversary of the September 11th attacks 
on the United States to draw the parallel 
between the war in Chechnya and Amer- 
ica’s campaign against al-Qaeda in Af- 
ghanistan. 

Even if Mr Putin wants them, though, 
peace talks now look impossible. There 
was never much consensus among the 20- 
odd Chechen clans that control the repub- 
lic. Mr Maskhadov has only the loosest 
grip on power, and many field command- 
ers do not recognise him as leader. 
Whether by design ornot, the theatre affair 
looks likely to scupper his attempts to 
bring the fighting to an end. @ 





Turkey and its Kurds 
Getting just a little 
better 


VAN, EASTERN TURKEY 
They aren’t happy, but at least Kurds 
can vote for a party that speaks for them 


OON after Gulsen Varisli, a 20-year-old 

student, petitioned her university to in- 
clude Kurdish language courses in its curri- 
culum earlier this year, she was sum- 
moned by her lecturers for a chat. The 
meeting had barely begun before she was 
hauled off to the gendarmerie headquar- 
ters in Van. “I was blindfolded, punched in 
the face, sworn at repeatedly for four 
days,” she recalls. When Miss Varisli re- 
fused to withdraw her petition, she was 
forced to sign a confession saying that she 
was a member of the Kurdish separatist re- 
bel group, the PKK. She was sentto jail, and 
spent six months inside before appearing 
in court for the first time. If she is convicted 
on a charge of being a member of a terro- 
rist organisation, she may go back to pri- 
son for a further three years. 

Thousands of students across Turkey 
face similar charges for seeking the right to 
learn Kurdish. Some cases were launched 
even after the Turkish parliament, under 
heavy pressure from the European Union, 
in August passed a series of reforms that 
scrapped bans on broadcasting and educa- 
tion in the Kurdish language. This week, 
Abdul Melik Firat, a leading Kurdish politi- 
cian, was detained in the town of Lice after 











addressing a rally in Kurdish. The reforms 
are just paper so far, and Turkey’s esti- 
mated 12m Kurds remain deeply discon- 
tented, says Hasip Kaplan, a Kurdish law- 
yer, who is standing for parliament in the 
elections of November 3rd, on the ticket of 
Dehap, the Democratic People’s Party. 

This is the only pro-Kurdish group that 
will take part: the main Kurdish party, the 
People’s Democracy party, Hadep, pulled 
out, fearing it might be banned on charges 
of acting as the political wing of the PKK. 
Dehap was set up by former Hadep mem- 
bers who teamed up with two small, non- 
Kurdish left-wing parties. They hope to 
draw votes from beyond their traditional 
Kurdish constituency. “We seek to fulfil the 
needs of all citizens, and the primary need 
is democracy,” says Mr Kaplan. 

Few voters, Kurds or others, see any dif- 
ference between Dehap and Hadep. For 
many Kurds, voting for Dehap is plainly 
the same as backing the pxx, and slogans 
exalting Abdullah Ocalan, the pxx leader, 
who was captured and sentenced to death 
on treason charges in 1999, are chanted at 
Dehap rallies across Turkey. The authori- 
ties think of Dehap much as the voters do, 
and Turkey's hawkish chief prosecutor 
tried to get the party disqualified from the 
elections on flimsy technical grounds. 

The good news, for there is some, is that 
the courts turned him down, and that the 
slogans have not led to mass arrests, as 
they formerly would have; even Kurds ad- 
mit that the authorities have been remark- 
ably restrained during this campaign. And 
this week an Izmir court let off some of the 
accused would-be students of Kurdish. 
Turkey cannot even hope for EU member- 
ship unless it improves human rights, and 
the pressure is plainly having some effect 
in practice as well as on paper. 

With the death penalty scrapped as 
part of the August reform package, Mr 
Ocalan will continue to live in solitary 
confinement in an island prison near Is- 
tanbul. In exchange for his life, he has been 
exhorting his followers to abandon their 
i5-yearlong armed campaign, together 
with demands for Kurdish statehood. They 
have obeyed him, by and large, for the past 
three years. Dehap is now demanding an 
amnesty for some 10,000 prisoners held 
for pKK-related offences, as well as for a 
further 5,000 guerrillas holed up in the 
mountains of northern Iraq. And, with the 
rebellion over, Dehap is also calling on the 
government to live up to its pledges of 
more jobs and better living conditions for 
the millions of Kurds in Turkey’s poor 
south-eastern provinces. 

Might the Kurds even get a party voice 
of their own in parliament? Pollsters sug- 
gest that Dehap will draw about 8% of the 
national vote next weekend. That is nearly 
twice what Hadep got in the 1999 elec- 
tions, but still short of the 10% threshold 
needed to win any seatsatall. m 
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Rorennteg 
Remembering the 
days of Franco 


MADRID 
For years Spain has preferred to forget 
its decades of dictatorship. Nolonger 


bb E HAVE had so little chance to re- 

member.” Thus a sympathiser of 
the losing Republican side in Spain’s 
1936-39 civil war, speaking to your corre- 
spondent at a rare ceremony held in 1994 
to honour members of the International 
Brigades, foreigners who came to fight for 
the republic against the rebels led by Fran- 
cisco Franco. But the situation he de- 
scribed then is now changing. 

The Francoist past is not so distant: the 
caudillo held on to power until his death in 
1975. But for most of the years since then 
memories have been brushed under the 
carpet. This autumn, however, an exhi- 
bition, several books, television and radio 
are giving Spaniards an opportunity to re- 
member. And people of all ages, despite 
little official encouragement, are showing 
they want to do just that. 

“I needed to tell my story,” said one lis- 
tener who heeded the call of a journalist, 
Carlos Elordi, to recount memories of post- 
war Spain for a radio programme. The re- 
sults go out once a week and have pro- 
vided the raw material for a book. “It’s an 
account of the terrible suffering that many 
ordinary people endured,” says Mr Elordi. 

The current mood of retrospection 
does not centre on events of high politics 
or on the civil war itself. That ground has 
been well covered by foreign and home- 
grown historians. So too has Spain’s transi- 
tion to democracy, the subject of endless 
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self-eulogies whenever a suitable anniver- 
sary comes up. It is, instead, a moving, 
painful and cathartic look at the decades 
of Francoist rule after the civil war, mainly 
from the perspective of the losers but also 
incorporating the experiences of those 
who made do and of those who left. 

An exhibition, “Exilio” (Exile), follows 
their footsteps. It is a sorry tale which in- 
cludes description of internment camps in 
France but also of welcome given by Latin 
American countries, of struggle to keep a 
government in exile and of eventual re- 
turn. There are queues to get in to the exhi- 
bition, the tearful old often guiding the 
young, many of them brought up barely to 
know who General Franco was. 

A book by another journalist, Isaias La- 
fuente, recounts how Franco used Republi- 
can prisoners as forced labour after the 
war. A novel, “La Voz Dormida" (The 
Sleeping Voice), by Dulce Chacon, set in a 
women's prison after the war, is dedicated 
"to those forced to keep silence". 

Some 60 communal graves of Republi- 
can fighters and sympathisers have been 
identified by a group called the Associa- 
tion for the Recovery of Historic Memory. 
They want to excavate them and turn the 
sites of the graves into proper memorials. 
"We're not motivated by hatred or re- 
venge,” says the co-ordinator, Emilio Silva, 
himself the grandson of one of the vic- 
tims. ^We want to discover and keep re- 
cords of what happened. Only then will 
we be able to declare the war history." 

Less harrowing is “Cuentame, como 
paso" (Tell me how it happened), a series 
on state television based on the day-to-day 
life of an ordinary Madrid family as Spain 
begins to change in the 1960s. The father, a 
man of humble origins, is unpolitical and 
wants to stay on the right side of the au- 
thorities. But his son becomes involved in 
student politics, while his daughter visits 
Carnaby Street and acquires a long-haired 
English boyfriend. His wife sets up her 
own business producing jeans and mini- 
skirts, and the new priest turns out to be a 
reformer who disappoints his flock by 
showing Ingmar Bergman films that aren't 
racy enough. The series' affectionate, sub- 
tle but hard-hitting criticism continues to 
win it top ratings in its second season. 

Why so much interest? And why now? 
Not least, because time is running short for 
those who do still remember. “People have 
not forgotten," says Mr Elordi. “And, unlike 
in other European countries, in Spain there 
has been no collective declaration of guilt 
or rejection of the past.” The memorials in 
Spain almost all record only one side, 
Franco’s victorious rebels. 

The centre-right People’s Party, in 
power since 1996, has discouraged at- 
tempts to pass motions in parliament con- 
demning the Franco regime. The prime 
minister, Jose Maria Aznar, feels the past 
should be left well alone, and that the tran- 


sition to democracy expurgated past sins. 
He has favoured a longer-term historical 
perspective, throwing public money at 
blockbuster exhibitions on Philip II and 
Charles V that show Spain in a powerful 
"European" light. His Socialist predeces- 
sor, Felipe Gonzalez, was none too keen on 
recent history either. His party argued— 
and maybe it was right—that if Spain was 
to move forward it needed to block out the 
past. Statues of Franco remained in place. 

But today, with democracy firmly es- 
tablished and reinforced by membership 
of the European Union, there is little risk 
that a glance backwards will destabilise 
the country. It is, more likely, a necessary 
rite of passage with an element of overdue 
historical justice. W 


Ex-communist Germany 


Hope for the east 


ERFURT 
Its economy may do better than 
western Germany’s next year 


HE storm clouds that brought devastat- 

ing floods to eastern Germany two 
months ago may prove to have had a silver 
lining: rather than harming the country's 
faltering economy, they may give it a slight 
lift. So say Germany's six leading econ- 
omic institutes in their latest report on the 
outlook. They expect €13.5 billion ($13 bil- 
lion), public and private, to go into flood re- 
pairs, perhaps boosting growth fraction- 
ally, even though the government has 
postponed income-tax cuts and put a 1.5% 
special levy on corporate profits to raise 
cash for its €7 billion flood relief fund. 

The east, of course, will be the big 
gainer—and not before time. Nationwide, 
the institutes forecast no more than 0.4% 
growth this year, 1.4% next; but in the five 
eastern states they expect flood-related 
spending to spur growth to 2.3% next year, 
after six years when it has drifted at about 
1%, half western Germany's rate—indeed 
last year and this barely moving at all. 

Yet for how long? The ex-communist 
east has made big strides since unification 
in 1990, thanks largely to huge subsidies: 
some €75 billion a year, about 4% of Ger- 
many’s GDP. But it is still far behind the 
west: productivity is 30% lower, unit la- 
bour costs 10% higher; unemployment, at 
18%, is over twice the western level. Infra- 
structure, though improved, is nowhere 
near western standards. And many of the 
brightest and best still go west for better 
opportunities and higher wages. 

Yet the eastis nota uniform block of un- 
relieved gloom. Pockets of excellence shine 
out, especially in the southern states of 


Saxony and Thuringia and around Berlin. >> 
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The silver lining landed here 


Though the builders are in a long-running 
slump, manufacturers have been doing 
well. To keep wages down, the employers 
of nearly two-thirds of manufacturing 
workers have opted out of Germany’s cen- 
tralised wage-bargaining. With the aid of 
subsidies of up to 35% of the initial capital, 
this has pulled in outside investors. 

Politically, the Ossis, as east Germans 
are called, are looking for the rewards of 
the support they gave Gerhard Schréder in 
September’s general election: 40%—nearly 
five points up on 1998—against 28% for his 
conservative rivals. The government has 
already promised a new €156 billion “soli- 
darity pact”, to run from 2005 until 2019. It 
can do no more, and these days not even 
many Ossis believe that all they need to 
solve their problems is more cash. What 
they want is a higher profile and greater 
recognition in government. 

Mr Schréder has appointed a leading 
eastern politician, Manfred Stolpe, to head 
a new super-ministry for transport, con- 
struction and “eastern redevelopment”. 
He has a full cabinet seat, unlike the junior 
(and unremarkable) minister for eastern 
affairs whom he has replaced. But it is still 
to be seen whether 66-year-old Mr Stolpe, 
who had been looking forward to a peace- 
ful retirement after stepping down as pre- 
mier of Brandenburg in June, will have the 
necessary muscle and imagination. 

Much of what the east needs is what all 
of Germany needs: freer labour markets 
and lower non-wage labour costs, deregu- 
lation (eg, of shop opening hours), less red 
tape, reform of education and health, tax 
cuts and much else. Subsidies need to be 
less thinly spread and redirected into in- 
dustrial “poles”—centres of research and 
innovation that would attract new compa- 
nies and investors, as has already begun to 
happen around cities like Dresden and 
Jena. So says Lothar Späth, head of Jenop- 
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Sweden's welfare state 


Not healthy 


STOCKHOLM 
Too many employees are off *sick" 


OR a country with a fine public 

health service, Sweden's workers are 
a strangely unhealthy bunch. Now Go- 
ran Persson's newly re-elected Social 
Democratic government plans to cure 
them. But not with more doctoring. 

In the European Union, on average, 
1.996 of employees are off sick for a week 
or more in the year. In Sweden, 4.596. 
Any weekday, near 1096 of its workforce 
is off sick, and the total of days lost this 
way has doubled in five years. This 
year's budget forecasts costs of nearly 
$12 billion for sick pay and disability 
pensions—more than 10% of the govern- 
ment's total spending. 

Why? Swedes smoke less, drink less 
and weigh less than most Europeans. 
They live longer. But they also have a 
wondrous welfare system. For his first 
day off sick, a worker gets nothing. But 
from the second, benefits-paid by the 
employer—run at 80% of pay, up to a 
monthly pay level of about $2,600; after 
two weeks, that normally reaches 90%, 
ten points of it from the employer, 80 
points from the state; after three months, 
80%, all state-financed. 

So why work? Why indeed, asks 
Magnus Henrekson, of the Stockholm 
School of Economics: "It has to be profit- 
able to go to work." He says that at the 
90% level many employees actually pro- 
fit by staying at home, since they avoid 
costs such as travel and meals out. He 
thinks even a modest cut to 75% would 
reverse the trend. 

But itis that simple? An expert group 
set up by the government points out that 


tik, one of the east's best high-tech compa- 
nies, who might have had Mr Stolpe's job 
if the conservatives had won last month. 
And so does the new government. 

Behind these changes, a deeper one is 
going on: the Ossis are beginning to shed 
their specific eastern identity. Of course, 
they are still marked by their 40 years un- 
der communist rule, and still have many 
problems in common. The Gpp per head 
of their richest state, Saxony, is still a quar- 
ter lower than that of the west's poorest, 
Schleswig-Holstein. But similarities with 
their western cousins are beginning to out- 
weigh the differences. Bravo, say many go- 
ahead Ossis. Eager to break out of their east 
German identity, with its image of state- 
subsidised failure and endless complaint, 
the three conservative-led states in the 
south, Saxony, Thuringia and Saxony An- 
halt, are now seeking to collaborate as a 
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Germany has much less absenteeism 
through sickness, even though, in some 
circumstances, workers can get their full 
pay. The experts highlight the high pro- 
portion of people aged 60 or more in 
Sweden's workforce. These, especially 
women, naturally figure disproportion- 
ately among the sick. 

Maybe, but could it also be that 
Swedes are simply losing the work 
ethic? In a recent survey, 62% of employ- 
ees said it was it okay to be off sick even 
when you're not. The government thinks 
otherwise, and on October 21st Mr Pers- 
son created a new ministerial post just to 
deal with the problem. The aim is to 
halve sick leave by 2008. More money is 
to be spent on rehabilitation and im- 
proving workplace environments. But 
checks on the supposedly sick will also 
be tightened. Stiffer medicine than that 





may yet be required. 
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new, progressive “middle German” region 
at the heart of an expanded Ev. 

The collapse of the Democratic Social- 
ists, direct successors of the east's old So- 
viet-stooge rulers, is another portent. Last 
month they lost a fifth of their supporters 
in the ex-communist areas, attracting only 
17% of the vote. Hardliners, blaming the re- 
visionists ready for closer co-operation 
with Mr Schróder's Social Democrats in 
state governments, have now seized con- 
trol. They want to turn the party back into 
one of uncompromising opposition. But, 
with only two seats in the new Bundestag, 
against 37 before, can it survive? Mr 
Schróder has gleefully offered disillu- 
sioned Democratic Socialist voters a “new 
home" with his party. If the east can 
prosper over the next four years, many 
may take his offer up; and east and west 
willindeed be one. m 
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Many people now agree that the EU's budgetary rules are dangerously inflexible. But just try changing them 





N RETROSPECT, it is clear that Romano Prodi was having 

doubts months ago. At a joint press conference last December, 
Guy Verhofstadt, the Belgian prime minister, declared that the 
European Union's "stability and growth pact" is “our bible". Sit- 
ting beside him, the president of the European Commission 
shifted uncomfortably. “Well, almost our bible,” muttered Mr 
Prodi. Last week Mr Prodi came right out and said it: the pact is 
“stupid”. The shock caused by this statement was understand- 
able. For if the so-called stability and growth pact is indeed held 
to be the bible of the European Union, Mr Prodi as head of the 
commission, whose duty it is to enforce European law, is meant 
to be worshipper-in-chief. It was almost as if the pope had stood 
up and said that, on mature consideration, he had decided that 
the ten commandments were a load of nonsense. The repercus- 
sions, understandably, are still rolling on. 

Many economists would agree with Mr Prodi that rules that 
force countries to cut public spending, even as their economies 
slow, are indeed stupid, if not positively dangerous. But a grow- 
ing chorus saying that the pact is flawed is one thing. Agreeing to 
amend it is quite another. For the stability and growth pact is 
much more than a neutral mechanism for running the econo- 
mies of the 12 countries that have adopted the Ev’s single cur- 
rency, the euro. It is a political totem, a symbol that euro-using 
countries will not cheat each other. The difficulty is that these 
countries never really trusted each other from the start. In par- 
ticular the Germans, with traditionally the strongest economy 
and currency in Europe, were loth to sign up to monetary union 
with Italy, given its tradition of mountainous debts, a weak cur- 
rency and inflation. So before the great euro wedding, Germany 
insisted on a pre-nuptial contract written in blood: the stability 
and growth pact. The pact stipulates that all zu countries will 
run balanced budgets in normal times. And if any of the 12 that 
have adopted the euro ever lets its budget deficit exceed 3% of 
GDP, it will be forced back into line with the threat, ultimately, 
of huge fines-and in this bit of the pact there is no let-out cover- 
ing times that are not “normal”. 

Mr Prodi is doubtless correct to point out that such threats are 
crude and inflexible. But that is precisely the point. Because the 
euro-area countries did not trust each other to behave responsi- 
bly, the pact was drawn up with as little room for creative inter- 


pretation as possible. The hope was that its dire threats would 
make it unthinkable for any country to breach 3%. Some hope. 
Portugal became the first to break the deficit limit by notching up 
4.1% in 2001. Germany has accepted that it will cross the 3% 
threshold this year; rumours suggest that its deficit could be as 
high as 3.7%. Italy and France are getting dangerously near the 


trigger point; and the French barely pay even lip service to the re- Y 


quirement to balance their budget in the medium term. 

One interpretation of Mr Prodi's "stupid" remark is that he 
was merely adapting to political reality. A more charitable inter- 
pretation is that he has had a genuine change of heart. As a for- 
mer economics professor, Mr Prodi will understand better than 
most the arguments against the pact. In prepared remarks to the 
European Parliament, he wrote of the dangers of global defla- 
tion. Revealingly, however, that bit of his text was chopped from 
the spoken version, suggesting that the EU authorities are not yet 
ready to accept that inflation is no longer enemy number one. 

Yet even if the intellectual argument for changing the pact 
were to be won, there would still be enormous political pro- 
blems. Small countries that have made big efforts to balance 
their budgets are understandably resentful at the suggestion that 
larger, weaker-willed, countries may now be let off the hook. 
Consider the three likeliest ways of introducing some "flexibil- 
ity" into the pact and the political obstacles immediately be- 
come apparent. One idea is to allow countries with relatively 
low overall levels of national debt more latitude to run budget 
deficits. But that idea is certain to be squished by the highly 
indebted Italians. Another idea is to be more tolerant of public 
spending that can be classified as "investment", while cracking 
down on structural deficits in current spending. But the obvious 
room for creative interpretation of the word "investment" will 
make most countries wary. The simplest idea would be to scrap 
the 3% limit—or perhaps to raise it to 5%~-to take account of new 
economic circumstances. The snag is that the deficit limit is writ- 
ten into European law, and any change would have to be made 
by the unanimous decision of all 15 EU members. There seems 
little prospect of that. 

What is likely to happen instead is that, while the 3% limit 
will be kept in theory, it will be repeatedly violated in practice. 
In theory, that should lead to huge fines on malefactors. But read 
the small print of the treaties, and it becomes clear that the fines 
are more or less unenforceable. Portugal, the only offender for- 
mally named so far, would have to sin three years in a row be- 
fore getting a fine-and even then the fines would have to be | 
voted through by a majority of its fellow-members' finance min- 
isters, many of whom might themselves be sinners by that stage. 


Learning by doing 

The old-school defenders of the stability pact will maintain that 
the de facto crumbling of the fiscal rules underlying the euro 
represents the high road to economic disaster. Allow euro-area 
countries to run uncontrolled deficits, they argue, and we face a 
future of inflation and devaluation. Others respond that, in cur- 
rent economic circumstances, a sustained period of public defi- 
cits is just what the euro-area needs. The fact is, however, that | 
there never has been a currency union between sovereign na- 
tions on this scale before, so no one can be certain what kind of 
fiscal rules will work best. "Learning by doing" is an excellent 
idea in a kindergarten. But itis a slightly alarming way of run- 
ning the European economy. @ 
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Estelle Morris 


Cabinet drop-out 


Estelle Morris's replacement by Charles Clarke leaves no room for excuses 


GOOD teacher, but a dunce at top-level 

politics. Critics had plenty to say 
about Estelle Morris, the increasingly for- 
lorn-looking education minister who re- 
signed on October 23rd. Her own verdict 
on her performance was even harsher. It 
was, she said, “not quite good enough". 

It would have been much better had 
she remained as junior minister for 
schools, for which she was better suited. 
Hard-working, decent and experienced, 
she could criticise the prickly teaching pro- 
fession more effectively than others. 

But those same qualities, as she tacitly 
admitted in a touchingly honest resigna- 
tion letter, did little to equip her to run a 
sprawling department. She seemed in 
thrall to the malevolently change-resistant 
educational establishment, gullibly ac- 
cepting whatever advice it and her officials 
gave her. She displayed little intellectual 
confidence and readily retreated into 
swathes of miserable education-speak jar- 
gon. That the teaching unions should ex- 
press great sorrow at her departure is the 
kind of double-edged compliment that a 
supposedly reforming minister might 
prefer not to receive. The customers—pu- 
pils and parents—are much less sorry. 

There were blunders galore. Most re- 
cently, she misled Parliament about an ear- 
lier promise to meet new standards of liter- 
acy and numeracy by 2002. Ms Morris first 
claimed she had said no such thing. Then, 
confronted with the evidence, she admit- 


ted that she had. Only a couple of weeks 
earlier she had made an ill-judged inter- 
vention in a row about two rowdy boys 
who had been expelled from a school in 
Surrey. Before that she fumbled the biggest 
education issue of the year, about the cha- 
otic grading of A-level papers. In between 
she made a bad screening system for 
teachers much worse, by insisting-in a 
headline-grabbing move following the 
murder of two young girls—to ban unvet- 
ted staff from the classroom. 

Education is hugely important for Tony 
Blair’s government. It ranks with health as 
one of the great targets for the second term. 
It is practically the only public service 
where the government has felt able to 
trumpet any real improvement. Reading 
and basic maths in primary schools have 
shown sharply better test scores. (Unfortu- 
nately, these began before Labour took 
power and have everything to do with old- 
fashioned teaching and little to do with 
splurging cash.) Turning that small success 
into a big one is proving difficult, espe- 
cially in secondary education where little 
has improved.. That would require orga- 
nisational ability, firmness of purpose, 
sureness of touch—none of which leap to 
mind when Ms Morris is mentioned. 

The real problems with the govern- 
ment's education policy are not just about 
leadership or money, but the ideas behind 
it. For all Ms Morris's integrity and her 
niceness, she added to the powerful im- 
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pression that the government doesn’t 
really know what it’s doing. Teachers are 
groaning under piles of silly paperwork. 
The dumbing-down of A-levels in pursuit 
of better-looking results is a scandal. There 
are far too many tests. The main new skill 
pupils are acquiring under Labour is how 
to pass exams, rather than how to think. 
Higher education is bursting at the seams 
thanks to the government’s ill thought out 
notion that half the country’s young peo- 
ple should go to “university” (and never 
mind what they find there). 

A big job, then for the education minis- 
ter who replaces her, Charles Clarke, a cab- 
inet minister without portfolio and La- 
bour party chairman. He is a tough and 
articulate though rather charmless advo- 
cate, whois capable of mastering any brief 
with authority. Whereas Ms Morris—un- 
usually for a Blairite—got on well with the 
chancellor, Gordon Brown, Mr Clarke’s re- 
lations are exceptionally bad. He will be 
glad of his predecessor’s most notable 
achievement: a Treasury promise to raise 
education spending by 6% annually until 
2006. Although Mr Clarke rubs people up 
the wrong way, that may, however, be just 
what is needed in education. 

As to the wider question of where this 
unexpected and unwelcome cabinet 
change leaves the government, the answer 
must be just a little more damaged and less 
convincing than before. Although the de- 
parture of Ms Morris may help to draw a 
line under the dreadful muddles of the 
past few months, her resignation also 
draws attention to failure in an area where 
the government has highlighted its suc- 
cess. In particular, the prime minister’s 
judgment is called into question. If even 
“education, education, education” is such 
a mess, what are the chances of the gov- 
ernment's other attempts to reform and re- 
modelthe public services succeeding? m 





Law reform 


Don't sue 


Mediation is booming. London's 
overpriced legal industry must adapt 


j Pea love a good argument, prefera- 
bly along and therefore very costly one. 
What their clients want is something dif- 
ferent: their problem solved, as quickly 
and cheaply as possible. That means look- 
ing outside the courtroom. 

The new and fastest-growing alterna- 
tive is mediation, in which an expert out- 
sider nudges the parties, usually compa- 
nies, to reach agreement. When it works, it 
normally takes a couple of days. It costs 
thousands of pounds, rather than the mil- 
lion or more that can be involved in a big 
court case. It is convenient and confiden- 
tial-managers do not suffer the indignity 
of having their mistakes exposed in public. 

The first big push towards mediation 
came in 1999, from government reforms 
making the early stages of a court case 
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much more costly. *Going fishing-gratu- 
itous litigation—has become much more 
expensive," says Stephen Ruttle, a barrister 
who now mainly works as a mediator. The 
new rules also encouraged parties to sort 
out their disagreements without going to 
court. 

Litigants who resist mediation can suf- 
fer for it. This year, for example, Railtrack 
lost an application for its legal costs, in a 
case ithad won, because the railway-infra- 
structure firm had insisted on going to 


British self-regard on the subject of humour is hilarious 


HAT Britain lags behind America in 

trivia such as productivity, innova- 
tion, entrepreneurship and higher edu- 
cation worries few people. That the 
national sense of humour is supposedly 
hugely more sophisticated, by contrast, 
is a source of great pride. This week the 
Daily Mirror, the country's second-big- 
gest tabloid, published an extraordinary 
apology to Steve Bing, a Hollywood film 
producer, who had tangled with a pop- 
ular British actress last year. The paper 
had treated Mr Bing fairly robustly, even 
by the standards of the British gutter 
press. He sued for $40m. 

This week, the Mirror published 
what seemed like a parody of a gro- 
tesquely grovelling apology—although it 
in fact used the exact text suggested by 
Mr Bing's lawyers in lieu of damages. To 
help any readers inclined to take it seri- 
ously, the paper ran a piece on a facing 
page on "Why Americans can't under- 
stand irony or sarcasm”. 

Itis true that the language used by 
American (and other) lawyers is almost 
beyond parody. And it is also true that 
many foreigners (not only Americans) 
find the dry, self-deprecating humour fa- 
voured by some Brits baffling and un- 
funny. The Mirror's joke may backfire. 


me me^ 
adhe 


4 de crow 
his pro prana vw tta 
wndereradeate Uvych imo of Shan ford 
mier vit 


We al to Mirren wah to take 





An oh-so-funny British joke 


Mr Bing’s lawyers are extremely un- 
amused and say they may sue again. 

The punchline, though, is that the 
heyday of British comedy is long gone. 
There are no British shows to match the 
popularity and sales of American series 
such as “The Simpsons” and “Seinfeld”. 
Those patronising witticisms about 
America are tinged with envy. 
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court rather than trying mediation first. 

Sorting things out this way is now well- 
established in shipping, construction and 
insurance disputes, and is gaining ground 
fast. Around three-quarters of cases sent to 
mediation are settled. Because much 
mediation is private, there is no hard esti- 
mate about overall numbers. But business 
is booming for the country's dozen or so 
expert commercial mediators, while the 
number of writs served in the commercial 
court has fallen sharply (see chart). 

The government is now planning new 
rules that will encourage public-sector 
managers to use mediation. Bureaucrats 
instinctively prefer going to court: if they 
lose, they can blame the lawyers. Going to 
mediation, by contrast, means taking more 
responsibility. Medical-negligence cases, 
in particular, are well suited to this ap- 
proach. Going to court takes ages, is ex- 
hausting and miserable for both claimant 
and doctor, and the results are often a lot- 
tery. If successful, mediation can deliver 
what complainants often want even more 
than cash compensation—an apology, and 
assurance that the mistake will not hap- 
pen again. 

The boom in mediation comes amid in- 
creasing worries about London's future as 
an international legal centre. The main 
commercial court building, St Dunstan's 
House, is notoriously cramped, squalid 
and inefficient. Delays and high costs 
mean that some cases—chiefly, so far, pat- 
ent hearings-have migrated to other, 
more efficient, jurisdictions. 

In the longer term, there are worries 
about the quality of judges. The earnings 
gap between top barristers and the judi- 
ciary has never been greater, while judges' 
perks and status are declining. Although 
England still has a stellar reputation for the 
business-friendliness and honesty of its le- 
gal system, a continuing erosion of stan- 
dards would encourage international com- 
panies to settle their arguments elsewhere. 

If London continues to establish itself 
as a prime centre for mediation, it will fill 
some of the gap, but not all. Although big 
law firms have renamed their litigation di- 
visions “dispute-resolution departments", 
lawyers are not necessarily benefiting 
from the shift away from court. Without re- 
training, says Mr Ruttle, “barristers are usu- 
ally rotten mediators, and judges even 
worse". Lawyers, he says, are trained to 
give their clients answers, rather than 
bring them to agreement. Other profes- 
sionals—personnel managers, say, or in- 
dustry experts—are often better suited. 

Indeed, an early step towards making a 
mediation session successful is often to get 
the parties’ lawyers, with their vested in- 
terest in lengthy cases, out of the room. 
Businesspeople often find they speak a 
common language, especially when no 
one is pushing them to admit no fault and 
to stick out for the most they can get. m 
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TS a testament to how things have changed that, after nearly 
five and a half years in office, it is only now that the govern- 
ment is facing its first serious bout of union militancy. Not only 

does it have much at stake in its scrap with the bolshie leader- 
ship of the Fire Brigades Union (FBU), which plans to strike next 
week, but it is also entering largely uncharted political waters. 

The rather mixed messages the government has been send- 
ing are some indication of this. At every opportunity, the prime 
minister reiterates his mantra that unprecedented “investment” 
in the public services is conditional on reform. Although he 
hasn’t repeated for some time his use of the word “wreckers” to 
describe union leaders opposed to change, or mentioned re- 
cently the “scars” they have put on his back, he doesn’t have to. 

There is nothing new in Tony Blair’s conviction that without 
big changes in the way the public sector works, most of the 
money he and Gordon Brown have committed to it will be frit- 
tered away. What has changed is that he now believes with cer- 
tainty that those reforms must be the central and defining 
purpose of his second term. Iraq, Northern Ireland, third-world 
poverty and (a little less so these days) the euro all vie for his at- 
tention. But the thing that persuades Mr Blair of his own in- 
dispensability is his belief that “transformation” of the public 

services depends, above all, on him. 

His speech to the Labour Party conference a few weeks ago, 
when he claimed to have lost his "love of popularity for its own 
sake", was meant as a “no more Mr Nice Guy” warning to the as- 
sembled union leaders. Yet for all Mr Blair’s apparent determina- 

tion, the government has at times appeared to be sleep-walking 

. into the greatest challenge to its authority that it has faced. 

_. The government's response to the EBU's absurd claim for a 
-40% rise without strings was non-confrontational to a fault. It of- 
fered the fire-fighters an interim 4% pay increase, pending the 
outcome of an independent review into their pay and condi- 
tions set up under Sir George Bain, an academic who won union 
praise for his deft chairmanship of the Low Pay Commission. 
That was a clear sign of a desire to head off trouble. Since then, 
local government employers have promised—despite rumours 

. that the award could be as much as 18%—to honour the review’s 

. proposals when it reports in December. | 
The justification for such largesse, especially when there are 








Bagehot Mr Blair’s unsought fight _ 

















. For all his tough talking, the prime minister has done his utmost to avoid a confrontation with the fire-fighters 


40 applicants for every fire-fighting vacancy, was always going 
to be some far-reaching changes to the service’s archaic working 
practices. Among others: a large part of a 48-hour week is eaten 
up by two 16-hour overnight shifts (mostly spent asleep), for no 
better reason than that this was when German bombers were 
likely to be at their busiest 60 years ago. 

When the rau decided to have nothing to do with Sir 
George's review and to press ahead with its plans to strike, the 
government seemed stunned. That was seven weeks ago and al- 
most nothing has happened since. 

In particular, the government's plans for maintaining an ade- 
quate service during a strike look half-hearted to the point of ti- 
midity. Nick Raynsford, the unfortunate junior minister 
responsible for the fire service, seemed aghast earlier this week 
at the suggestion that soldiers should be allowed to get their 
hands on modern fire engines and life-saving equipment in- 
stead of relying on the half-century-old relics known as “Green 
Goddesses". That, Mr Raynsford said in hushed tones, would 
mean ordering troops to cross picket lines. 

The following day, his boss, John Prescott, the deputy prime 
minister, told Parliament that as it would take 12 weeks for sol- 
diers to be adequately trained, taking over the fire stations 
wouldn't help much. Unfortunately for Mr Prescott, whose deep 
trade-union roots make him, in Mr Blair's view, the perfect 
choice for bruising with the FBU, his claim was promptly rub- 
bished by the part-time fire-fighters union, which opposes the 
strike: ten days of training, it said, was enough. 

Yet it is hardly any secret that a new generation of union 
leaders elected for their militancy has been spoiling for a fight. 
Some, like the FBU’s Andy Gilchrist, are on the left of the Labour 
Party; others, like the rail union's Bob Crow, are a long way to 
the left of that. Mr Gilchrist proudly declared during his election 
campaign: "If we are one of the scars on Tony Blair's back, so be 
it." Over the past few months, Mr Gilchrist has been busy urging 
his friends in other unions to ask their members to carry out 
workplace "risk assessments" in the event of cover no longer be- 
ing provided by a professional fire service. Under health and 
safety legislation, work can cease if there is deemed to be risk of 
injury. To Mr Crow and others, who would like nothing better 
than to have a knock-down, drag it-out fight with the govern- 
ment, the beauty of this is that it provides the excuse to spread 
disruption widely without breaching the laws brought in by 
Margaret Thatcher to ban secondary union action. 

On some mornings, there is a part of Mr Blair which would 
cheerfully say to Messrs Gilchrist and Crow: *Go ahead, punks. 
Make my day." He has already raised the spectre of Arthur Scar- 
gill, the miners' leader whose bloody defeat at Mrs Thatcher's 
hands helped pave the way for 17 years of industrial peace. Ex- 
emplary crushing of the reu would send a timely warning to 
other public-sector militants as well as to members of the Trans- 
port and General Workers' Union and the GMB, who may be 
flirting with the idea of electing hard-left leaders. 

It may still come to that. Mr Gilchrist has left himself without 
an exit strategy. But Mr Blair, despite what is sometimes said, is 

not Mrs Thatcher. If an acceleration of the Bain commission’s 
findings could avert conflict, Mr Blair would be relieved—hence 
Thursday’s last-ditch meeting between Mr Prescott and Mr Gil- 
christ. Mr Blair will destroy the rBu and its allies if forced to—he 
leads a powerful and, on this issue, united government. But he 
will do so without relish. m 
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: g GE's big problem 


Should the world's biggest conglomerate break itself up? 


P ERHAPS growth at General Electric 
(GE) is starting to slow. Shareholders 
have bet on it all year, driving down the 
share price of what is still the world's sec- 
ond most valuable firm to nearly 60% be- 
low its peak in August 2000. Wall Street's 
ever-bullish analysts have begun to agree: 
five of the 14 analysts tracked by First Call, 
a research firm, rate GE stock a "hold" 
(translation for non-Wall Streeters: "sell"). 
Now, even the firm's protests seem to be 
losing force. GE may at last be preparing it- 
self for a refreshing burst of honesty. 
There are many reasons to think that 
GE cannot increase its profits in the long 
term, as the firm’s former boss Jack Welch 
promised in 2000, by 18% a year. It has 
more than 300,000 employees and its an- 
nual sales top $125 billion. Mr Welch was 
surely kidding: mature industrial giants do 
not grow like start-ups. Indeed, the firm 
that made itself famous during the 1990s 
by reporting nine straight years of double- 
digit growth in profits may have never ac- 
tually achieved double-digit growth rates 
in the first place. After removing from the 
numbers “non-core” profits such as gains 
on pension-fund assets, Robert Friedman 
of Standard & Poor’s, a ratings agency, 
finds that GE's core profits grew by only 
9.2% a year during 1995-2001 (see chart). 
GE dismisses s&p’s work as just an- 
other take on “pro forma" earnings-a ref- 
erence to the much-discredited profits 
game played by analysts and firms that has 


mostly inflated reported numbers. s&p’s 
exercise is, of course, deflating. Like a lot of 
American firms, GE booked windfall pro- 
fits from its pension funds in the 1990s: last 
year, pensions income earned GE more 
than $2 billion, or 15% of its total reported 
profits. Because the stockmarket is now 
less exuberant, however, GE will probably 
miss out on such profits in the future. 

Even growth of 9% a year may be hard 
to repeat on any consistent basis. The 
global economy is no longer as buoyant as 
it was in the late 1990s. This will hit profits 
at GE’s cyclical businesses, such as plastics. 
GE profited handsomely from a bubble in 
America’s energy markets, into which it 
sells power turbines. In 1995-2001, profits 
in GE’s power business grew by 37% a year, 
to over $5 billion last year—nearly 40% of 
total profits. The energy industry is now in 
a mess, as is the airline industry, another 
important GE customer. 

Things ought to be brighter for GE's fi- 
nancial businesses, collectively called GE 
Capital, which have in the past thrived in 
recession by acquiring cheap assets. How- 
ever, as GE Capital has grown (from under 
3096 of the conglomerate's profits in 1991 to 
40% in 2001), its prized triple-A credit rat- 
ing has come under pressure. The rating 
agencies say that they like the way GE 
manages its financial businesses. But they 
make it clear that GE can no longer allow 
GE Capital to grow faster than the overall 
company without sacrificing the triple-A 
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badge. (Only nine firms still have that 
deep-blue-chip rating.) No matter how 
well run, financial firms are riskier than in- 
dustrial ones, so the mix at GE must be 
kept right, say the agencies. As usual, the 
agencies seem to be behind the game: the 
credit markets already charge GE more 
than the average for a triple-A borrower. 

Until now, guarantees from the indus- 
trial half to the financial half have let GE 
understate the true amount of capital tied 
up in its financial businesses. But the agen- 
cies are becoming stricter here too. Further 
financial-business growth, they say, will 
need to be built on the explicit foundation 
of extra shareholder funds on GE Capital's 
balance sheet. Arguably, this derating has 
been under way for some time, as the mar- 
kets bet that GE will either allow GE Capi- 
tal to grow unchecked, further tainting the 
quality of its earnings, or leave the finance 
businesses hobbled by slow growth on the 
industrial side. 

GE seems to have two big ideas about 
whatto do next. The first is to “reshuffle the 
portfolio”. Mr Welch would never have 
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> lighting business. But his successor, Jeffrey 
Immelt, cannot afford sentiment. At a re- 
cent presentation to shareholders, lighting 
(which Mr Immelt merged, earlier this 
year, with GE's appliances business) omi- 
nously appeared under a column headed 
"re-position for value". Also in this column 
were two financial businesses, Employers 
Reinsurance Corporation and GE Equity, 
both of which have given Mr Immelt head- 
aches lately. Mr Immelt also said that he 
wants to buy new industrial businesses. 

Mr Immelt’s second idea is to begin 
managing GE Capital in the same way that 
Mr Welch managed Ge’s industrial arm, 
and thereby earned the nickname “neu- 
tron Jack”: by wringing out costs. At GE 
Capital, profits grew at the same rate as rev- 
enues during the 1990s, as it focused on 
growth through acquisitions. On the in- 
dustrial side of the business, profits grew 
twice as fast as sales. In July, Mr Immelt 
said that he would reorganise GE Capital’s 
26 financial businesses into four big units, 
which seemed to presage bloodletting. De- 
nis Nayden, the man who orchestrated GE 
Capital’s acquisitions strategy, has been 
pushed to one side. Insiders say that Mr 
Immelt is now busy installing experienced 
industrial cost-cutters into GE's financial 
businesses. In Stamford, Connecticut, GE 
Capital's home town, company wives are 
preparing for pain. 


Wield the axe, Jeff 

GE has long been the exception that 
proved the conglomerate rule: the firm 
really was worth more than the sum of its 
parts. Now, GE's shares no longer trade ata 
premium to the market. Some board mem- 
bers have even begun to talk privately 
about a *conglomerate discount". 

GE's industrial and financial halves 
used to help each other. GE Capital got the 
benefit of a triple-A rating; GE's industrial 
units got a captive finance company. But 
now, GE Capital has far outgrown its old 
captive-finance role. And increasingly, in- 
vestors want to peer through GE's results 
to the health of GE Capital’s balance sheet. 
Like it or not, the markets act as if the tri- 
ple-A rating has already gone. The costs of 
sticking together, meanwhile, are mount- 
ing. GE's industrial businesses are clearly 
set for a miserable few years. However the 
firm configures itself, shareholders and 
creditors will punish any outperformance 
of the finance businesses over the anae- 
mic industrial side. The jet engines and 
power plants have become a millstone 
around GE Capital's neck. 

This points to a simple conclusion: 
break up the company and set GE Capital 
free. The markets are not demandingit, but 
it may be only a matter of time. Mr Immelt 
should seize the initiative, not wait to be 
forced into action. “Control your destiny", 
goes the title of one adoring book on GE 
management, *or someone else will." m 


ABB in crisis 


All over? 


PARIS 
Europe's second biggest engineering 
group is dangerously close to collapse 


URGEN DORMANN was supposedly a 

safe pair of hands, a sensible manager 
who could steer his way through a crisis. 
That is why in September he was made 
chief executive (he was already chairman) 
Of ABB, a stricken engineering group that 
was once Europe's answer to GE, but has 
been struggling for months with a severe 
financial and operational crisis. Don't 
worry, he said as he took up his post, ABB 
would meet its targets for improving earn- 
ings and reducing its $5.2 billion of debt. 

Imagine the stockmarket's horror, then, 
when Mr Dormann revealed that on his 
brief watch things had become far worse. 
On October 21st he issued a profits warn- 
ing, three days before releasing dismal 
third-quarter results. He said that poor in- 
ternal reporting had led senior managers, 
and consequently him, to be complacent. 
Targets have now been abandoned, but it 
is a mystery why so experienced a man- 
ager ever trusted the original numbers or 
presided over so slack an internal culture. 

Mr Dormann also revealed that ABB’s 
liabilities for asbestos-related legal claims 
threaten to spiral out of control. Combus- 
tion Engineering (CE), acquired in America 
over a decade ago, might enter bankruptcy 
in a last-ditch effort to protect its European 
parent from further claims. ABB said that 
the liabilities now exceeded cE's $812m of 
assets. Analysts have long argued that ABB 
was underestimating its asbestos liabil- 
ities, which some putat $2 billion-3 billion. 
They were not pleased to be vindicated. 

This double piece of bad news proved 
more than the markets could bear. On Oc- 
tober 22nd, ABB’s already feeble shares fell 
by more than 60% (they fell further the 
next day) and its bonds traded at half their 
face value. Credit-rating agencies cut ABB's 
rating to near-junk status. Mr Dormann 
was left to utter reassurances that he does 
not expect ABB to fail and that he will find 
out how much of the firm's previous opti- 
mism was wishful thinking. The problem 
is that nobody in the markets trusts him, 
nor are they likely to anytime soon. 

Break up or bankruptcy are now real 
possibilities for ABB. It finds itself on a dan- 
ger list with other troubled European 
groups such as Fiat and Vivendi Universal. 


 Saddled with too much debt, their efforts 


to work their way out of a financial crunch 
have been hampered by poor economic 
conditions and weak customer demand. 
Selling assets looks the obvious way out of 
trouble, but this is a buyer's market and 
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prices are disappointing. On October 24th, 
ABB announced that it would dispose of 
its oil, gas and petrochemicals business, 
and also cut costs by $800m. 

ABB has added to its woes by its mis- 
handling of its asbestos liability. Last 
month it lost an appeal designed to stop a 
court in West Virginia from hearing a case 
lumping together 250 separate cases in- 
volving 8,000 claimants from all over 
America. ABB has now chosen to settle the 
cascade of cases, hoping to limit the dam- 
age by placing CE into bankruptcy. Even if 
that route, which will take time to navi- 
gate, proves feasible (many lawyers think 
it doubtful), the tactic will require ABB to 
inject cash into the defunct entity to match 
the asbestos liability. That would proba- 
bly force it to make a rights issue or an- 
other emergency disposal of its assets. As- 
suming it is still around, thatis. m 


German business 


Comrades no 
more 


FRANKFURT 
Why German bosses are increasingly 
furious with their government 


T TAKES effort to recall that Gerhard 

Schróder, Germany's chancellor, was 
once dubbed “Genosse der Bosse” (“com- 
rade of the bosses”). In its gut, his Social 
Democratic Party sides with trade union- 
ists rather than business, yet in his first 
term Mr Schröder often won cheers from 
the capitalists, especially for cutting cor- 
poration- and income-tax rates and ex- 
empting from capital-gains tax sales of 
German companies’ still-widespread 
shareholdings in one another. 

Before September's general election, 
however, Mr Schróder stressed his left- 
ness. Now that his coalition of Social Dem- 
ocrats and Greens has been re-elected, the 
chancellor's old pals in pinstripes are furi- 
ous at its ideas. Though cuts in income-tax 
rates are still planned for 2004 and 2005, >» 
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> they are hopping mad at plans to haul in 
more from other taxes, especially on firms, 
to plug Germany’s gaping budget deficit. 
This looks certain this year to breach 3% of 
GDP, probably triggering corrective action 
under the euro area's stability pact. 

Germany's business press has been 
packed with outraged quotes from bosses, 
both of big companies such as Metro, a re- 
tailer, and Commerzbank, the country's 
fourth-biggest bank, and from the Mittel- 
stand, the mainly small, owner-run firms 
that make up most of corporate Germany. 
To be sure, some of the huffing has been 
exaggerated—such as a hint, since denied, 
that Siemens, a huge engineering and elec- 
tronics company, might quit Germany. 
Even so, says Roland Berger, eponymous 
head of a Munich consulting firm, “I fear 
companies will move away." 

A prime cause for complaint is a pro- 
posal to limit, to seven years, the carrying 
forward of losses to set against profits 
when totting up corporation tax. Also, 
firms will be able to set past losses against 
at most half of any year's profits—ensuring 
that they will have to pay some tax when- 
ever they are in the black. On top of this, 
contribution rates for the state pension 
scheme, which are split between employ- 
ers and workers, will rise. So will the maxi- 
mum contribution for both pensions and 
unemployment insurance, and the mini- 
mum salary needed to opt out of state 
health insurance. Exemptions granted to 
industry from Germany's "ecological" en- 
ergy tax will be cut back. Value-added tax 
will be payable on flights to other Euro- 
pean Union countries. Shares held by indi- 
viduals for more than one year will be lia- 
ble to capital-gains tax. 

Hans Eichel, the finance minister, por- 
trays all this not as an increase in taxes but 
as a closing of loopholes and cutting of 
subsidies—making the tax system more ef- 
ficient, you see. The German tax system is 
indeed riddled with exemptions, which 
narrow the tax base and push up tax rates, 
and most experts on efficient taxation 
agree it would make sense to do away with 
them. Why, for instance, should vAT be 
paid on flights within Germany, or to 
non-EU Switzerland, but not on flights to 
Britain? But the coalition has drawn up a 
hurried hit-list, not a reform: lots of anom- 
alies are untouched while some changes— 
including the restriction on firms’ ability to 
carry losses forward—head the wrong 
way. More fundamentally, Mr Eichel is not 
broadening the tax base so as to cut tax 
rates, but to raise the tax burden. Tax ex- 
perts do not agree that this is efficient. 

The government, it seems, cares far 
more about its lack of cash than about tax 
theory. Take corporation tax, from which 
revenue has collapsed: last year and this, 
firms have been net reclaimers of tax. This 
mostly reflects falling profits, which will 
hopefully prove temporary. And some of 


the shortfall is more apparent than real. As 
a result of reform in Mr Schróder's first 
term, says Viktor Steiner of Drw, a Berlin 
economics institute, some tax on distri- 
buted profit now shows up as income tax 
(paid by shareholders) instead of corpora- 
tion tax. Nevertheless, the government 
wants to make large firms pay more. 
Maybe firms will not do as badly as 
they fear. Mr Schróder has to clarify his 
plans and win parliamentary approval- 
easier in the lower house, where he won a 
thin majority in the election, than in the 
upper, where the opposition is in charge. 
And the chancellor has changed political 
tack before. Indeed, Mr Berger suggests the 
economy's weakness may yet push him 
back towards pro-business reform. For 
now, though, all that countsis filling empty 
coffers. Auf wiedersehen, comrade. 8 


AOL Time Warner 


A steal? 


NEW YORK 
Lawsuits claim that the media merger 
of the century was based on fraud 


T THE time, in January 2000, it was 
billed as the deal of the century. Now 
it is regarded as the steal of the century, 
AOL having acquired the considerable as- 
sets of Time Warner with shares that it is 
now clear were massively overvalued. In- 
deed, several lawsuits claim that AOL was 
not merely a brilliant deal-maker; it may 
literally have stolen Time Warner. 

To secure its prize, AOL offered a pre- 
mium of almost $50 for Time Warner's 
stock, then trading at $65. Nearly three 
years later, and two years after the deal 





An open and shut Case? 


closed on January 11th 2001, shares of the 
now combined firms trade for 90% less 
than at their pre-merger peak. Over a 
dozen shareholder suits claim that what 
allowed Aor to support so lavish a price 
was fraud. The theory in each of the suits is 
that a series of “materially false and mis- 
leading" financial statements resulted in 
AOr's share price being far higher than 
would ever have been the case had more 
accurate data been disclosed. On October 
23rd, the firm said it would restate its reve- 
nues for the past two years after an inter- 
nal investigation into AOL’s accounts. 

No doubt an argument could be made 
that financial results were irrelevant to the 
euphoric prices paid for Internet shares. 
Still, the case poses a huge threat to the for- 
mer boards of both firms, their accoun- 
tants, bankers and other advisers. First in 
line are Ernst & Young, AOL’s accountant, 
as well as key executives, including Steve 
Case, its former chief executive who is 
now chairman of AOL Time Warner; Time 
Warner’s former chief executive, Gerald 
Levin; and the merged firm’s current chief 
executive, Richard Parsons. 

Given America’s addiction to litigation, 
it is hard to imagine that the investment 
banks advising on the deal will escape at- 
tack, though they have not been named so 
far. Collectively, they received $120m in 
fees, according to Thomson Financial. 
Goldman Sachs and Merrill Lynch advised 
AOL. Even though, in retrospect, they ap- 
pear to have helped the firm cleverly to 
transfer ephemeral paper wealth into 
something more substantive, Time War- 
ner shareholders are likely to argue that 
they were sold a false bill of goods. Citi- 
group’s Salomon Smith Barney provided 
AOL with a “fairness” opinion, the very 
notion of which seems suspect given the 
subsequent collapse in share prices. Time 
Warner was represented by Wasserstein 
Perella and Morgan Stanley. Together, the 
banks played an important part in the due 
diligence on AOL that Time Warner had a 
fiduciary duty to perform before closing 
the deal. If the case ever reaches trial, it will 
be interesting to learn what, in practice, re- 
quirements such as “due diligence” and 
“fairness” opinions really mean. 

Most of the suits were inspired by a 
long article in the Washington Post this 
summer that accused AOL of covering up 
the deterioration in Internet advertising 
that began in the summer of 2000, six 
months after the purchase of Time Warner 
was announced. At the time, the dotcom 
mania had already begun to subside and 
any firm showing flagging revenues was 
suffering a precipitous fall in its share price. 

The main accusations in the lawsuits 
can be split into two categories: revenue 
claimed to be from advertising that came 
from elsewhere (such as legal settlements), 
and revenue claimed to be from advertis- 


ing that was not revenue at all (such as bar- »» 
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> ter deals with ads swapped between In- 
ternet sites). As new lawyers enter the fray, 
fresh claims are being added, such as the 
contention that AOL never disclosed the 
dire financial condition of its European op- 
erations (prior to its forced assumption of 
Bertelsman's stake in January 2002). 

More claims, and more defendants, 
will be added in the months ahead, law- 
yers say, before the claims are finally com- 
bined and a lead plaintiff is chosen. A big 
uncertainty is whether current investiga- 
tions into AOL Time Warner's accounts by 
the Justice Department and the Securities 
and Exchange Commission (sEC) will re- 
sult in prosecutions. Awkwardly, among 
the attorneys defending AOL's accounting 
practices in the period before the an- 
nouncement of the merger was Harvey 
Pitt, now chairman of the sec. Given the 


current scepticism about him, the investi- 


gation will have to be very thorough. 


Not helping the company's cause is the 
massive sale of AOL Time Warner shares 
by executives after the announcement of 
the deal. The 14 executives, who realised 
$256m, included Mr Parsons ($35m) and 
Mr Case ($50m), all at prices far higher 
than today’s, according to a complaint 


. filed by Johnson 8 Perkinson, a Vermont- 


based law firm. Conspicuously absent 
from the list is Mr Levin, who did some 
selling but also, according to Vickers, a 
tracking service, bought 2.3m shares at a 
time when the price for each share ex- 
ceeded $43. That investment has been a 
personal disaster for Mr Levin. Perhaps he 
will join the litigation. As an aggrieved 
shareholder, he may finally reap a wind- 
fall from his deal. m 








Aviation in greater China 


Change in the air 


HONG KONG 
New opportunities, and bigger threats, 
for Cathay Pacific 


AST weekend, negotiators from America 
and Hong Kong finally concluded three 
years of tortuous talks by partially liberal- 
ising aviation between the two. For Ca- 
thay Pacific, Hong Kong’s de facto flag car- 
rier, that makes the skies over the Pacific a 
bit clearer. It can now fly to any American 
city, and it can share flight codes with 
American Airlines for onward journeys. 
But Cathay has yet to solve a far trickier 
puzzle: getting privileges to fly around in 
what is now its own country, China. 
Greater China is a uniquely compli- 
cated market, because it consists of four 
separate aviation jurisdictions. Three of 
these—the mainland’s, Hong Kong's and 
Macau’s~are looked after by their govern- 
ments and one-Taiwan's-by a sort of 
trade association, since the other three au- 
thorities do not recognise its government. 
But by the same token (in essence, the poli- 
tics of China’s unfinished civil war), the 
market is also lucrative. Because the Tai- 
wanese may not travel directly to the 
mainland, they must pass through Hong 
Kong, making the route between Taipei 
and Hong Kong the busiest in the world. 
Cathay has made oodles of money on 
this route over the years, but it has not 
been allowed to fly Taiwanese passengers 
onward to the mainland. In 1985, when a 
second passenger carrier, Dragonair, was 
founded in Hong Kong, the then colonial 
government adopted a policy of “one 
route, one airline” to protect the fledgling. 
Cathay had to give all its mainland rights 
to Dragonair, while Dragonair could not 
compete on Cathay’s international routes, 
including to Taipei. In turn, Cathay was >> 





Not going to Beijing 





> compensated with a powerful stake in 
Dragonair and agreed to supply it with 
some back-office support. 

The arrangement was not cosy for long. 
In the run-up to Hong Kong's return to 
China in 1997, Beijing grew suspicious of 
Cathay, which is part of the Swire Group 
and so ultimately British. Beijing wanted 
its own powerful aviation presence in 
Hong Kong, and threatened to launch a 
new airline. Cathay, by this time virtually 
running Dragonair, dissuaded the Chinese 
only by granting them a controlling stake 
in its erstwhile partner and by giving 
mainland-controlled firms two board 
seats and a stake in Cathay itself. 

As a market, meanwhile, the mainland 
boomed. In 1990, 23% of all flights through 
Hong Kong were to or from a mainland 
city; this year the proportion is about 31% 
of a much larger number. Cathay could no 
longer afford to keep ignoring its hinter- 
land, just as Dragonair, now in effect a 
mainland carrier, was increasingly loth to 
play second fiddle to Cathay. 

As a result, the *one route, one airline" 
policy—never actually formalised in law— 
began unwinding this year. Dragonair 
asked for, and got, rights to fly to Taipei in 
June. It also asked for access to Manila, To- 
kyo, Seoul and Sydney. In September, Ca- 
thay said it would not object, but at the 
same time tabled its own request to renew 
services to Beijing, Shanghai and Xiamen, 
the mainland's big profit-spinners, which 
it had lost in 1985. Dragonair objected at 
once. Whatever is left of their dalliance is 
now only in the back office. Peter Negline, 
an analyst at J.P. Morgan in Hong Kong, ex- 
pects that this new competitive edge will 
lead the two firms to unwind the remains 
of their relationship within two years. 

Adding urgency to this is a massive re- 
structuring of the mainland's airline in- 
dustry on October 11th, when Beijing 
merged ten state-run carriers into three na- 
tional champions. Dragonair, through its 
mainland ownership, belongs to one of 
these, the Beijing-based Air China group. 
Cathay has begun talking to another, 
China Eastern, whose hub is in Shanghai. 

In a perfect world, however, Cathay 
would be talking to the third: China South- 
ern, whose home is in Guangzhou, just up 
the Pearl River from Hong Kong. It has the 
most domestic connections of the three 
mainland giants, and so could, in theory, 
dovetail perfectly with Cathay's interna- 
tional connections. The trouble is, says Da- 
vid Dodwell, a consultant in Hong Kong, 
that officials in Guangzhou see Hong 
Kong, and Cathay, as the enemy to beat. 
Given the current chaos caused by the do- 
mestic restructuring and their relatively 
poor (though improving) service quality, it 
will be years before they have a chance of 
doing that. But in the longer run, as one di- 
rector of Cathay admits, “China Southern 
is the most frightening airline." m 


Sub-Saharan African oil 


Black gold 


JOHANNESBURG 


America is increasingly interested in Africa's oil reserves 


HY are Americans suddenly flock- 

ing to western Africa? Men with 
Texan drawls and colourful overalls crowd 
the beachside bars in Luanda, Angola's 
capital. In September Colin Powell paid a 
flying visit to Angola and Gabon; early 
next year George Bush is expected to fol- 
low suit. Last month ten African heads of 
state visited the American president. Ru- 
mours fly at cocktail parties in African cap- 
itals that the United States plans a military 
base in Sao Tome and Principe, an island 
country in the Gulf of Guinea. 

The reason is oil. Walter Kansteiner, 
America's assistant secretary of state for 
Africa, suggests that "African oil has be- 
come of national strategic interest to us." 
In quiet moments he confides that it is the 
only American interest in Africa. Although 
the continent has a mere 7% of the world's 
known oil reserves, big new discoveries 
off the west coast are exciting oil firms. At a 
meeting this month in Cape Town, South 
Africa, they queued up to boast of their 
planned investments. Chevron Texaco 
said it had spent $5 billion in the past five 
years in Africa, and would spend $20 bil- 
lion in the next five. Shell said it would 
double its oil and gas production in Africa 
over the same period. BP plans billions of 
dollars of spending in Angola alone. This 
month President Thabo Mbeki launched a 
new South African state company, Pe- 
trosA, so that his country can also tap west 
Africa's reserves of oil and gas. 

There are strategic reasons why west- 
ern countries and firms are keen. Dick Che- 
ney's National Energy Policy Report sug- 
gests that the region is one of the 
“fastest-growing sources of oil and gas for 
the American market". African oil already 
provides 15% of American imports; that is 
likely to rise to 2596 by 2015, lessening to a 
degree dependence on supplies from the 
troubled Persian Gulf. 

More African exports would also mean 
more non-OPEC oil. In sub-Saharan Africa 
only Nigeria is part of OPEC, and there will 
eventually be a lot of non-OPEC exports 
from Chad, Sao Tome, Equatorial Guinea 
and especially Angola. Angola produced 
roughly 750,000 barrels per day (bpd) in 
2001, and capacity is soaring. In Nigeria ca- 
pacity is already well over its production 
quota of 1.8m bpd. As that rises, some ob- 
servers hope that the country may be per- 
suaded to break away from the largely 
Arab cartel, though this is a long shot. 

Investments are not driven by Ameri- 





Drilling for Uncle Sam 


can strategic interests alone. "Itis more im- 
portant that African oilis good quality and 
companies can get good recovery rates," 
says Duncan Clarke, an expert on African 
oil. Though not as pure and light as Saudi 
oil, west African crude is easily good 
enough for refineries on America's east 
coast. It is also usefully close, half the dis- 
tance of Persian Gulf supplies. And most 
big discoveries are being made off-shore. 
In some cases companies are identifying 
oil that is under extremely deep oceanic 
shelves, and must wait until technology 
makes efficient exploitation possible. 

Another appeal of off-shore oil is its 
lower risk of bad publicity, such as that 
Shell earned for its activities in Ogoniland 
in Nigeria while the country was under 
military rule. There a local activist, Ken 
Saro-Wiwa, and eight others were arrested 
and hanged in 1995 after campaigning 
against the misuse of local oil revenues. 
On October 23rd Human Rights Watch 
produced a report on the impact of oil in 
Nigeria, concluding that ordinary people 
have seen hardly any benefit while elites 
have become extremely rich. Confronta- 
tions with oil companies continue. 

But even off-shore extraction carries 
some risks. Oil rigs are sometimes invaded 
by protesting activists. Ownership of off- 
shore reserves may be disputed. On Octo- >» 









ber 23rd, Nigeria rejected a world court rul- 
ing handing the oil-rich Bakassi peninsula 
. region to Cameroon. Last week a leaked re- 
port from the rMr suggested that Angola's 
rulers had personally pocketed as much as 
$1 billion a year from oil revenues. Activist 
groups such as Global Witness are increas- 
ingly vocal in criticism of oil firms, which 
pay hidden "signature bonuses" to gain ac- 
cess to west African oil. BP revealed that it 
. had paid Angola's government such a bo- 
nus in the late 1990s, and drew a storm of 
criticism from other oil companies—espe- 
cially American ones, which may be fear- 
ful of falling foul of the Foreign Corrupt 
Practices Act-and from Angola's rulers. 
But none of that will deter investors, 
who see good oil to extract and a hungry 
market across the Atlantic. Mr Bush's 
planned visit is likely to stir up even 
greater interest in African oil. Expect many 
. more American oil workers to spend their 
free time in west Africa's bars. i 





Eli Lilly 


. Bloom and blight 


Despite its poor results, Lilly's future 
may berosy 


OR an industry that prides itself on in- 

novation, firms with promising new 
drugs in development are surprisingly 
rare. By the end of this year, Lehman 
Brothers, an investment bank, expects 
global drugmakers to have launched 47 
new drugs, a third fewer than in 1997. 
Many firms face yawning gaps in their 
pipelines of drugs at a late stage of de- 
velopment. Yet Eli Lilly, based in Indiana- 
polis, is poised to launch atleast four novel 
drugs next year, with total potential an- 
nual sales of more than $5.5 billion (see 
chart). This is ample reason to be optimis- 
tic about a firm that this week issued lack- 
lustre results and another profit warning. 

Much of the firm'sinnovative edge is at- 
tributed to Sidney Taurel, a globe-trotting 
European whose exotic background and 
urbane manner make him a far cry from 
the average mid-western executive. Like 
hisfellow pharma boss, Raymond Gilmar- 
tin at Merck, Mr Taurel has avoided the in- 
dustry addiction to mergers since becom- 
ing chief executive in 1998. He thinks that 
size can do more harm than good in 
pharmaceuticals, since giants take more 
energy to grow than leaner creatures. He 
says that American medicine would have 
to alter dramatically through, say, wide- 
spread price controls, before a sharp 
change in Lilly's course made sense. 

At the moment, Lilly concentrates its 
R&D budget of more than $2 billion on 








tackling a few diseases promising g 
tially huge rewards for successful drugs, 
such as diabetes, osteoporosis, cancer and 
depression. Mr Taurel pins some of the 
firm's research productivity on the way it 
organises its various stages of research and 
uses medical specialists early in product 
development. One of its likelier prospects, 
Strattera, a new alternative to Ritalin for at- 
tention deficit hyperactivity disorder, was 
afloundering treatment for depression un- 
til some of the firm's research psychiatrists 
had a hunch about its hidden promise. 

Equally important is the firm's early 
embrace of biotechnology. Lilly is one of 
the few large pharma companies with an 
in-house expertise in  protein-based 
pharmaceuticals that matches its strengths 
in more conventional drug discovery. Mr 
Taurel reckons this homegrown experi- 
ence makes Lilly a more attractive partner 
than its rivals for biotech firms seeking ties 
to a bigger business. Indeed Lilly has 
roughly 140 alliances with outside firms, 
both bringing in promising molecules and 
farming outits own. 

But alongside Lilly's embarrassment of 
R&D riches is a costly embarrassment over 
manufacturing. Two of its shiny new pro- 
ducts—Forteo for osteoporosis and Cym- 
balta for depression—were originally due 
to launch this year, but have been delayed 
by America's Food and Drug Administra- 
tion (FDA) until Lilly resolves problems 
with its drug production processes. Most 
of the regulator's complaints centre on 
quality control at the firm's main India- 
napolis facility-though it seems that the 
principal issue was administration rather 
than anything scarier. Mr Taurel admits 
that Lilly was not structured in such a way 
as to recruit, and retain, bright sparks in 
manufacturing, as well as in the more 
glamorous business of R&D. To boost the 
appeal of manufacturing, salaries have 
now been raised along with status in the 
corporate hierarchy. 

There are few other industries whose 
fortunes are so dependent on regulatory 
vicissitudes. But the success of Lilly's forth- 
coming products ultimately lies in its own 
hands. This makes some folk wonder if the 
firm has enough resources to launch on so 
many fronts in so little time, and if it might 
have to divert resources from other pro- 
ducts, such as Zyprexa, its blockbuster 
drug for schizophrenia, thus leaving them 
more vulnerable to competition. 

Mr Taurel, on the other hand, reckons 
that Lilly can manage most of these 
launches on its own, since it will be con- 
centrating its marketing on a relatively few 
specialists rather than the wider world of 
general practitioners. Although the success 
of drugs such as Prozac proves Lilly's mar- 
keting skills, the firm is not infallible: Xi- 
gris, its hotnew treatment for a deadly con- 
dition known as sepsis, has had a 
lacklustre debut, in part because Lilly tar- 












geted too exclusive a group of specialists. 
As a result, the firm's third-quarter profits, 
announced on October 23rd, rose by a pal- 
try 2% over the previous year. 

Its short-term outlook may be sluggish, 
but even that is remarkable given Lilly's 
near-death experience in 2000. When one 
of its key patents on Prozac was over- 
turned in court, roughly a third of its share 
value vanished; within a month, the firm 
hadlost 7096 of salesto generic rivals. With 
hindsight, Mr Taurel says it should have 
been better prepared, and introduced 
more quickly its successor drugs to Prozac. 

Itis a mistake he is determined to avoid 
repeating. Today, each new product going 
into mid-stage clinical trials has a team of 
scientists, marketers and regulatory ex- 
perts who work together to map out its fu- 
ture, from scrutiny at the FDA to patent ex- 
piry, ensuring that their molecule lives up 
to its full potential. This approach to man- 
aging product life-cycles is arguably more 
effective than the desperate machinations 
of some pharmaceutical companies to 
spin out patents on their ageing stars. 

This week the White House moved to 
halt some of these antics by proposing 
regulations that would limit pharmaceuti- 
cal firms to a single automatic 30-month 
extension on their patents when chal- 
lenged by a generic rival, and preventthem 
from prolonging their monopolies with 
frivolous patents. For Lilly, lawsuits and 
flaws may pose a bigger threat. On Octo- 
ber 22nd, Pfizer won a new, broad patent 
on Viagra, its anti-impotence drug, in 
America and sued Lilly to block thelaunch 
of Cialis, its longer-lasting alternative. And 
for all their clinical potential, Lilly's bright 
new drugs could still falter. Although the 
best relief for patent-induced depression is 
the promise of new products, headaches 
are an unavoidable side-effect. @ 




















ANY American businessmen have 

regarded Mario Monti as the cor- 
porate equivalent of Saddam Hussein 
ever since he dared last year to block Jack 
Welch's audacious bid to merge Honey- 
well into Ge. Though fears that Europe's 
chief trustbuster would provoke a trade 
war over merger policy have subsided, 
not least because merging is currently so 
unfashionable, those businessmen feel 
that European competition policy is in ur- 
gent need of, ahem, "regime change". 

Nor is it only Americans who criticise 
Mr Monti and his Merger Task Force 
(MTF), the body within the European 
Commission responsible for reviewing 
deals and making policy. Whereas some 
Europeans admire their man for standing 
up to the Yanks, others~especially those 
who have direct dealings with him and 
his team—worry about Mr Monti's meth- 
ods and decisions, which are increasingly 
being challenged in court. Even the GE- 
Honeywell decision, perhaps the bitterest 
of a series of adversarial cases, is under 
appeal. In a year or so Mr Monti's greatest 
triumph might be overturned. 

Mr Monti shrugs off such criticisms, 
saying that he is only doing his job. This 
combination of Northern Italian cool 
with a hint of insouciance has been on 
display again lately following two big le- 
gal defeats for the MTF. On October 22nd, 
judges at the European Court of First In- 
stance ruled that the commission was 
wrong to block the merger last year of 
Schneider and Legrand, two French elec- 
trical equipment makers. That followed a 
similar, excoriating, ruling in June involv- 
ing First Choice and Airtours, rival British 
tour operators that were prevented from 
merging in 1999. À verdict on another 
blocking decision made by the commis- 
sion last year—involving Tetra Laval and 
Sidel, two packaging companies—was ex- 

_ pected on October 25th, after The Econo- 
mist went to press. 
... "If Mr Monti doesn't now accept that 





there is something rotten at the heart of 
European merger policy, then he never 
will," says Chris Bright of Shearman 8 
Sterling, an (admittedly American) law 
firm. But Mr Monti explains these re- 
verses away. He had been in office only 
for five days when the First Choice-Air- 
tours decision was made, so it was not his 
fault. He has voluntarily started a process 
of internal reforms. As for the court's rul- 
ing on Schneider-Legrand, it merely 
showed that effective judicial review is 
available to companies that disagree with 
rulings. Besides, few mergers are blocked. 

But the court's comments on how the 
Schneider-Legrand case was handled sug- 
gest a situation that is harder to defend. 
The judges identified two areas where the 
MTF had manifestly failed to do a compe- 
tent job. First, its economic analysis of the 
relevant electrical markets was marked by 
"errors, omissions and contradictions". 
The MTF muddled its arguments and 
over-estimated the combined group’s 
likely economic power. 

Second, the court described a proce- 
dural failing so serious that Schneider 
had, in effect, been denied its right to con- 
duct a reasonable defence of its merger. 
When the MTF made its original "state- 
ment of objections”, a formal document 
listing its reasons for making an in-depth 
investigation of the deal, it noted one 
main problem. Schneider duly concen- 
trated its defence on that, only for the deal 
to be rejected on quite different grounds, 
leaving it no time to suggest remedies. 


First, a coherent policy 

Such a public savaging means that Mr 
Monti must, as a matter of urgency, dem- 
onstrate that he presides over a fair and 
sensible competition regime. If that 
means ripping up the modestly reforming 
Green Paper he is currently thought to be 
preparing, to have a more fundamental 
rethink, then so be it. 

A first essential is a coherent policy. 
Americans often complain that the com- 
mission sees markets in static, not dy- 
namic, terms. But the real problem is that 
the commission has no clear policy 
framework against which officials and 


companies alike can test mergers. Instead, 


MTF officials frequently appear to make 
merger policy on the hoof, because they 
know how to use the commission’s 
opaque procedures to frustrate supplicant 
companies. In both the Ge-Honeywell 
and Tetra Laval-Sidel cases, for example, a 








new and controversial theory of “bun- 
dling”, by which a merged company 

might crush competitors using a broad 
range of related products, was inserted 
into the economic case for blocking deci- . 
sions. The theory could yetbediscred- — . 
ited, but in the meantime it has becomea  - 
main plank in European merger policy. — - 

Mr Monti will find it easier to alter this 
on-the-hoof approach if he employs a 
chief economist, something he has al- 
ready hinted that he wants to do. That 
should be a top priority. One of the worst 
elements revealed by the court rulings is 
the MTE’s sloppy economic reasoning in 
controversial cases. 

Just as crucial is procedural reform. 
True, the MTF tends to rule on a merger e 
more quickly than do its counterparts in = 
America. A bad decision, taken in haste, 
can always be reversed on appeal.Butby = 
then, the opportune time to merge may 
have passed. It is therefore crucial to get 
the decision right first time. 

Mr Monti could alleviate this problem 
by making his case officers more account- 
able during the merger review process. 
Within the commission, work could be 
monitored by specialists appointed to 
challenge poor thinking. Case files could — 
be more transparent and available for reg ^ 
ular scrutiny by interested parties. 

If procedures could be made more 
straightforward and officials more ac- 
countable, merger policy should become 
accordingly more consistent. There would 
then probably be many fewer complaints. 
Officials might dislike the new constraints 
on their power. But drastic measures are 
needed to restore credibility to European 
merger policy. Mr Monti faces his defin- 
ing challenge. But is he listening? @ 
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Signs of a crunch in America’s markets for credit 


sd 1 months ago, I would have said 
the chances of a credit crunch were 
too small to measure,” says the head of 
syndicated loans at a big American bank. 
“Now, they are better than evens.” 

The signs are ominous: low new-issue 
volumes for corporate securities, both 
debt and equity; falling amounts of loans 
extended by commercial banks; and a 
higher price for borrowing. A fairly benign 
explanation of the low volumes is falling 
demand for money among companies, 
after a surge of investment in the 1990s. 
Few companies, after all, want to build fac- 
tories these days, or invest so much as they 
once did in information technology. Over- 
capacity remains. Meanwhile, the suspi- 
cion that consumers must soon cut back 
on their heavy spending justifies inven- 
tories kept as lean as possible, along with 
their financing. 

Yet evidence continues to grow that the 
supply of capital is being shut off, too. Itis a 
process that started with the riskiest se- 
curities—that is, junk bonds and new is- 
sues of shares—but is now spreading to the 
safer parts of the credit markets, including 
those for bank loans and for high-grade 
corporate bonds. 

In recent months, the decline of the 
junk-bond market has accelerated. Even if 
you do not count the large quantity of 
bonds issued by telecoms companies that 
are now bust or nearly so, the average junk 


issue trades at a yield of some ten percent- 
age points above Treasury bonds. That is a 
larger premium even than during the fi- 
nancial crisis caused by the collapse of 
Long-Term Capital Management in the au- 
tumn of 1998. 

A mere $600m of junk debt is now be- 
ing issued each month, one-eighth the 
amount of a year ago. The number will 
now bounce up a bit, but only briefly. 
Some $1 billion of junk bonds are being of- 
fered to help finance the $7 billion lever- 
aged buyout of QwestDex, the yellow- 
page business owned by Qwest, a tele- 
coms company desperate to raise cash. 
Another $900m is to be issued to finance 
the acquisition of a similar business 
owned by Sprint, another struggling tele- 
coms company. Such directories are a dull, 
predictable business, and the bonds are 
rated junk only because of the high levels 
of leverage used for the acquisitions. After 
these big financings, little is in the pipeline. 

Many companies would love to cut 
their heavy debt by issuing shares. Yet 
public offerings of shares ground to a halt 
in the summer of 2000, and the market has 
yet to recover. An alternative way for com- 
panies with less than stellar ratings to get 
through tricky periods used to be to set up 
special entities that would buy receivables 
from the parent company, using money 
that was raised cheaply from the capital 
markets. As bills were paid, so the money 
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was repaid. Yet after Enron's abuse of this 
structure, special-purpose vehicles have 
fallen into disrepute. 

Earlier this year, the vast market for 
commercial paper suddenly dried up, but 
this was not an insurmountable problem 
for highly rated companies, which could 
draw down lines of credit, previously ar- 
ranged with banks, or tap the market for 
long-term corporate bonds. No longer. 
Banks have jacked up the price for back-up 
credit lines, when they offer them at all. 
And where the best corporate bonds once 
yielded less than a percentage point above 
Treasuries, new-issue spreads have now 
widened to almost three percentage 
points. In other words, not all of the Fed's 
cuts in interest rates since the start of last 
year have fed through to companies. 

Bankers once went about marketing 
loans or bonds of highly rated companies 
merely by mentioning the name of the is- 
suer. Now they have begun organising 
road shows for borrowers, complete with 
the elaborate disclosure of information, in 
a way once done for equity offerings. It is 
not an easy sell. The number of possible 
customers has shrunk. Some loan syndi- 
cates for large companies now have half 
the participants that were in them before. 
Japanese banks, in particular, have pulled 
out, along with German ones. But Ameri- 
can banks also have less appetite for risk. 
According to BCA Research in Montreal, 
the percentage of American banks' assets 
made up of securities, notably safe govern- 
ment bonds, has grown from 34% at the be- 
ginning of 2001 to more than 40*6 today 
(see chart on next page), with loans falling 
as a proportion. 

That the tightening may continue is 
clear from recently disclosed results from 
the annual credit review carried out by the 
Federal Reserve, the Federal Deposit Insur- >> 
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> ance Corporation and the Comptroller of 
the Currency. The review assesses all 
loans over $20m that are syndicated to 
three or more borrowers. It amounts to $2 
trillion in loan commitments to 5,500 cus- 
tomers, or roughly a third of all corporate 
lending in America. The review employs 
five grades, with the best grade, a "pass", 
signifying a clean bill of health. 


Energy trading 


Watt price 


WASHINGTON, DC 
Energy-price indices in trouble 


HAT is the price of power in Peo- 

ria? The answer is more compli- 
cated than you might think, for 
America's markets for electricity were 
murky even before the collapse of En- 
ron. Now, as hard evidence mounts of 
price manipulation by energy traders, ef- 
forts are under way to clean things up. 

One reason electricity and gas mar- 
kets have not been good at revealing 
prices is that most contracts, until re- 
cently at least, were not traded on a 
transparent exchange. Rather, the deals 
were done as bilateral contracts directly 
between utilities or power marketers. 
That created a market niche for publish- 
ing companies such as Platts, an arm of 
McGraw-Hill: its reporters ring all the big 
market participants every day and ask 
them what deals they have done. The 
price indices that result have provided 
the benchmark against which many en- 
ergy contracts and derivatives have been 
pegged over the years. Companies such 
as Platts came to be known as the honest 
brokers of the power game. 

In the past few days, however, Dy- 
negy and American Electric Power both 
confirmed that their traders gave false in- 
formation to price-reporting agencies. 
Earlier, it had emerged that Enron's trad- 
ers had done the same. These revela- 
tions have spurred the Commodity 
Futures Trading Commission and the 


Almost 13% of all loans failed to get a 
pass, compared with 9% of loans last year 
and just 5% of loans the year before. The 
practical implication for banks is that they 
must apply more capital against the loans 
that have been fingered, or else arrange 
some other kind of so-called credit en- 
hancement. Either way, the loan becomes 
less profitable. In effect, they must charge 
more or reduce their exposure. 

Curiously, because the review is sup- 
posed to be a matter between regulators 
and banks, there are strict prohibitions 
against telling companies that their credit 
standing has been slashed. Rather, compa- 
nies guess that this has happened only by 
facing a testy renegotiation with their 
lenders. Plenty of such discussions are go- 
ing on. If companies are unhappy, they 
cannot challenge the methodology. Nor 
has any outside work assessed the accu- 
racy of the rating system. A company that 
has been downgraded can, naturally, seek 
to arrange a better deal by selling debt or 
equity through the public markets. This 
year, that is not much of an option. m 


Federal Energy Regulatory Commission 
to look into the matter. 

Platts is now tightening up on what it 
calls “lower-quality data". The firm now 
insists that price information must no 
longer come directly from traders, with 
an incentive to lie or at least equivocate, 
but from back-office staff instead. The 
firm is also asking traders to reveal their 
counterparties—a move that many of 
them dislike. Its journalists also say that 
they are doing more to exclude question- 
able trades from their indices. "When in 
doubt," says Michael Wilczek of Platts, 
“we throw it out." 

All energy trading has recently 
slowed sharply, thanks to lower credit 
ratings for power companies and to a li- 
quidity crunch induced by revelations of 
accounting fiddles. However, a rising 
share of deals now goes through the In- 
tercontinental Exchange (ICE), an online 
trading platform backed by big energy 
companies, which has recently grown 
thanks to a demand for more transpar- 
ent dealing. On October 16th ICE said 
that it would join forces with Argus, an 
energy publishing firm, to provide im- 
partial, verifiable price indices. The new 
company, called 10x, gets exclusive use 
of data on deals done on the exchange. 
That may not pick up the prices at which 
bilateral deals take place, but it at least 
makes the market more transparent. 


Wall Street's independent analysts 


Unconflicted 


NEW YORK 
Independent research firms come into 
their own 


ITH the integrity of investment re- 

search at Wall Street's giant banks in 
grave doubt, others are profiting. One part- 
nership that sells such research, Portales, 
has urged clients over the past year to sell 
the shares of all the big banks, all the big 
brokerages, and a half-dozen consumer-fi- 
nance companies. Until very recently, it 
had a "buy" rating on, well, nothing. 

Smart institutional clients increasingly 
direct trades to Portales, in exchange for in- 
sights. Business is booming. Even as the 
biginvestment banks cut great numbers of 
employees, Portales hopes to expand its 
coverage by adding staff. Covering finan- 
cial-services companies, a Portales special- 
ity, is an area of particular conflicting inter- 
ests for the big Wall Street banks. They and 
insurance companies trade with one an- 
other, provide each other lines of credit, 
sell each other's products, and sit side-by- 
side to negotiate mergers. It is a fertile area 
for young, independent firms like Portales. 

Unfortunately, ^ Portales's hiring 
spree—it plans to expand staff by 63%—will 
bring little relief for employmentin the se- 
curities industry as a whole. It aims merely 
to add five employees to its current eight. 
Pure research is not a business that needs 
armies. Still, Portalesis not unique in push- 
ing a business model that makes a virtue 
out of research that is unconflicted by in- 
vestment-banking demands. 

Another small firm, Creditsights, was 
formed two years ago and now has 13 an- 
alysts, half of whom have two decades’ ex- 
perience at big investment banks. The an- 
alysts cover the bond market, as well as the 
shares of financial-services companies. 
Creditsights charges $12,000 a year for its 
research, accessed via the Internet. An- 
other, still smaller, firm is Gimme Credit, 
which dates back to 1994. It has a small ad- 
ministrative office on Wall Street, but two 
women with a background in bond analy- 
sis are at the heart of the firm, one in a Chi- 
cago suburb, the other in Chicago proper. 
Each day, they write incisive, single-page 
reports on the debt issued by two compa- 
nies in the news. The reports are e-mailed 
to subscribers, for an annual fee of 
$18,000. Business for both Creditsights 
and Gimme Credit is on the up—Gimme 
Credit now has 400 or so subscribers. 

Life ata small firmis very different from 
that at the big Wall Street houses. Portales 
is in the low-rent Flat Iron district of Man- 
hattan, known better for its toy manufac- 


turers than for finance. The firm offers no >» 
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> guaranteed salaries, secretaries or other of- 
fice perks: everyone takes a turn collecting 
the rubbish. Customers, says Charles Pea- 
body, an equity analyst who founded the 
firm with two others in 1997, do not expect 
to be entertained. Getting together with 
them means a monthly dinner at the office, 
rather than an evening at the Four Seasons 
or astrip club. 

The likes of Portales (though not inde- 
pendent firms with a business model 


Japan’s banking mess 


Takenaka attacked 
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based on subscriptions) still have one 
thing in common with the big firms: they 
are rewarded murkily, through trades 
given to them by institutional clients 
rather than with straight cash for research. 
Itisa way forinstitutionsto keep their own 
dealings that bit less transparent. Letting 
customers, whether they are pensions or 
holders of mutual funds, see what they are 
paying for would only make them better 
able to judge its worth. m 


A furore before bank reforms are even unveiled 


RESH attempts to sort out Japan's rotten 

banks were never going to be easy. Still, 
few expected that Heizo Takenaka, the 
new financial-affairs minister, would 
stumble so quickly. Just three weeks after 
taking on the job of overseeing the banks, 
and before he could even lay out his re- 
form plan, Mr Takenaka was in trouble. His 
intention to propose broad measures on 
October 22nd for cleaning up the banks 
was stymied at the last minute by angry 
politicians in the ruling Liberal Demo- 
cratic Party (LDP). They said that his pro- 
posals, which included better provisions 
against dud loans and tighter restrictions 
on bank capital, were too harsh. 

The prime minister, Junichiro Koizumi, 
rushed to his minister’s defence the fol- 
lowing day, demanding—and getting—his 
cabinet’s full support for Mr Takenaka. Mr 
Koizumi nonetheless faces battles with his 
party and his coalition partners. They do 
not like the idea of bankruptcies among 
banks and dud borrowers, a big source of 
political support. Politicians blame Mr 
Takenaka for rattling stockmarkets, which 
have fallen by over 10% since his appoint- 
ment, to fresh 19-year lows. They are bitter 
that Mr Takenaka, a mere academic, has 
promised drastic reform without consider- 
ing its political consequences. They also re- 
sent the private-sector folk that Mr Take- 
naka has chosen as his advisers. 

Mr Takenaka, in fact, faces resistance 
from all sides. Not only do opposition par- 
ties in parliament want to censure him. 
People inside the Financial Services 
Agency, which he heads, are also trying to 
soften his reform proposals. The Ministry 
of Finance is steering clear of the whole fu- 
rore, perhaps waiting for a chance to take 
control of the banking agenda. Even some 
parts of the prime minister’s office are said 
to be working against Mr Takenaka. His 
proposals, after all, will greatly weaken the 
banks, presumably to the point where 


they would need injections of public 
money. 

Critics are irritated that fresh measures 
to boost demand and offer better unem- 
ployment benefits and retraining have yet 
to materialise, even though serious bank 
reform would entail sweeping job losses. 
The government is due to announce yet 
another anti-deflation package, though 
few believe it will be any more potent than 
earlier ones. So far, Mr Koizumi is resisting 
calls for another supplementary budget to 
prop up the weakened economy. 

Others argue, with no great difficulty, 
that the government's policies lack coher- 
ence. Even as the government was promis- 
ing to get tough on banks and their bor- 
rowers, the Development Bank of Japan, 
owned by the government, was pumping 
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yet more money into Daiei, a retailer that 
has come to symbolise all that is awful 
about those companies to whom the 
banks have lent. 

Other bits of Mr Takenaka's reforms are 
also under attack. One proposal aims to in- 
troduce stricter rules to cap the amount of 
deferred-tax assets banks may include as 
tier-one capital-currently deferred tax 
makes up about half of such capital at big 
banks. Imposing a cap would send many 
banks' capital-adequacy ratios below the 
8% level that international rules require. 
That would make it easier for the govern- 
ment to step in and inject public money 
into the banks. But ithas raised howls from 
bank executives who fear that, with public 
money injected, they may be forced to take 
responsibility and resign. 

Critics warn this all risks causing a se- 
vere credit crunch, as banks start reducing 
risk assets to raise their capital-adequacy 
ratios. Banks may start shrinking their loan 
portfolios radically as the implementation 
of the cap draws near, warns David Atkin- 
son, bank analyst at Goldman Sachs. 
Other proposals, say to tighten provision- 
ing requirements, lack key details. 

In sum, says Eisuke Sakakibara, a pro- 
fessor at Keio University and former 
heavyweight at the finance ministry, Mr 
Takenaka's measures do not constitute real 
reform, because they fail to address the ba- 
sic problem of banks' non-performing 
loans or their non-performing borrowers. 
The minister, says Mr Sakakibara, is a po- 
litical amateur attempting to force through 
half-measures. With so many people 
against him, the main question seems to 
be by how much more Mr Takenaka's re- 
forms will be watered down before they 
are acceptable. m 
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Cross-border payments in euros 
Banks play 
monopoly 


Imperfect competition keeps banks' 
cross-border charges absurdly high 


HY should banks still be able to 

charge up to €43 ($42) to transfer 
€100 from one account to another across 
national boundaries within the euro area? 
Even after the introduction of euro notes 
and coins in January, banks have resisted 
attempts to outlaw such blatant gouging of 
their customers. That is despite threats 
from the European Parliament, and a Euro- 
pean Union directive that has required 
banks, since July 1st, to charge no more for 
cross-border transfers within the euro area 
than they do for transfers within their own 
country. So far the rule applies only to card 
payments and cash-machine withdraw- 
als, but from next July it is meant to apply 
to all transfers. 

Unfortunately, the banks have little 
competition in this field. There was once a 
hope that Internet payment schemes 
might bypass the bank payment system, 
but one by one the schemes have been 
squashed by banks' incumbency. 

Take Earthport. It had a nice idea called 
Sendcash: a customer could load a virtual 
Internet “wallet” with euros (even in Brit- 
ain or Sweden) and send them instantly to 
the owner of another Earthport wallet in 
Germany, France or wherever at a cost of 
17 euro cents. There was a snag. At one end, 
the wallet had to be loaded from the cus- 
tomer's bank account to an account at 
Earthport's bank, which happened to be 
Barclays. This cost nothing, but took four 
working days. At the other end, the wallet 
had to be unloaded, via a branch of Bar- 
clays in France or Germany, by means of a 
bank transfer to the other customer's bank 
account. A random customer, actually The 
Economist's correspondent in Frankfurt, 
found that it took seven working days for 
the transfer of €15 from his Earthport wal- 
let to Barclays in the Bockenheimer Land- 
strasse, and thence to his account at Citi- 
bank in the Grosse Eschenheimer Strasse. 
In France, another random customer 
found that it took at least ten working days 
for the €25 that he downloaded from his 
wallet to reappear in his account at the So- 
ciété Marseillaise de Crédit. 

It was clumsy and time-consuming, but 
it avoided horrible bank charges. Unfortu- 
nately, Earthport withdrew its Sendcash 
service in April: it was costing too much to 
pay Barclays for the service. Other In- 
ternet-based methods of sending cash 
across borders, such as Paybox and PayPal, 
are just as cumbersome, but they do not 
avoid heavy bank charges. 


Southern Africa’s customs union 


Led by example 


JOHANNESBURG 
Better a small success than a big flop 


RAND plans for African economic 
recovery have never worked. The 

latest, the New Partnership for Africa’s 
Development, or Nepad, seeks whole- 
sale change, the end of wars, better gov- 
ernments and a surge of foreign and 
local investment. All nice ideas, and 
some leaders such as South Africa’s 
Thabo Mbeki are serious about them. 
But too many others, from Libya’s 
Muammar Qaddafi to Zimbabwe’s Rob- 
ert Mugabe, are not. So how to make 
progress? Mr Mbeki could instead look 
for small, concrete economic successes 
nearer home, and celebrate those. 

This week five southern African 
countries agreed a revised customs 
treaty that should deepen the integra- 
tion of southern African economies. On 
October 21st the heads of state of South 
Africa, Botswana, Namibia, Lesotho and 
Swaziland signed an accord rejigging the 
rules of the Southern African Customs 
Union (SACU). No earth-shattering deal, 
this. The union is the world’s oldest, 
formed in 1910, and needed sprucing up. 
A new administration, along with 
clearer rules on shared tariffs and on 
how to co-ordinate trade policies, is the 
sort of predictable and business-friendly 
progress that Africa badly needs. 


So will euros ever travel friction-free 
across the euro area? Debit cards already 
ensure it, with careful cash-priming, but 
the cash flows only one way. A debit card- 
holder can withdraw cash, often without 
cost, at an ATM cashpoint in one euro 
country, from his euro bank account in an- 
other—but only up to an agreed maxi- 
mum, of perhaps €500 a day. A Parisian fa- 
ther can supply cash to his student 
daughter in Milan, if she has a bank card, 
by topping up her home bank account. 
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The union consolidates a free-trade 
area among 50m better-off Africans. It 
lets lorries cross its members’ borders 
with minimal paperwork. Meanwhile, 
governments speak with one voice at 
trade talks. sacu has a completely open 
market, so member countries must co- 
ordinate everything from macroeco- 
nomic policy to competition law. South 
Africa’s rand is, in effect, the common 
currency, with interest-rate changes in 
Pretoria instantly followed by central 
banks in the other four capitals. “We will 
not”, says Tshediso Matona of South Af- 
rica’s trade and industry department, 
“be the European Union tomorrow. But 
we are driven by the same processes.” 

Yet the customs union is putting its 
old self out of business. Led by South Af- 
rica, it is cutting tariffs on imports, as 
free-trade deals with the European Un- 
ion and elsewhere come into force. That 
means governments must find new 
ways to raise revenue, for example, from 
income and sales taxes. In time, a 
broader source of revenue should 
strengthen the states, while lower tariffs 
should free the movement of goods and 
services, and may tempt a few more in- 
vestors. SACU’s small successes could be 
a lesson for the rest of Africa. 


“Don’t use a bank credit transfer for 
small amounts,” says Patrick Poncelet, 
head of payment systems at the European 
Banking Federation in Brussels, but he ad- 
mits that banks have little incentive to 
point their customers to cards instead. For 
banks, the EU directive came too early. All 
banks use their nation’s automated clear- 
ing house for low-value payments, so even 
in the euro area crossing borders means ex- 
tra expense. A study of cross-border pay- 
ments published in 2001 showed a range >> 
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> of cross-border charges for transferring 
€100, from €6.20 to €43.40, depending on 
the banks involved and the country. Trans- 
fers took an average of 3.3 days. 

The EU directive demands that charges 
be no higher for cross-border transfers 
than for domestic ones, but it does not stip- 
ulate price. An earlier directive, on the 
other hand, sets a time limit for transfers— 
six days, which was not met last year in 6% 
of cases. Several initiatives set out to im- 
prove payment systems, most of them 
cleverly led by the banks themselves. The 
European Payments Council, backed by 
over 40 European banks, published a pa- 
perin May, mapping out how they will ap- 
proach the problem. (It could not resist 
putting a price tag on the paper of €400, 


Money-laundering 


Shell games 


which hardly ensures a wide audience.) 

One proposal is for a pan-European 
automated clearing house for low-value 
payments, to be run by the Euro Banking 
Association, which already has a system 
for large-value payments in euros. Creat- 
ing such a clearing house is not difficult, 
says the deputy chairman of the associa- 
tion, Eric Sepkes: the challenge is to per- 
suade all European banks to use the same 
payments messaging system. Britain's 
banks may be the hardest of all to per- 
suade. They are spending heavily on de- 
veloping a new British automated pay- 
ments system regardless of developments 
in the euro area. That is surely a signal that 
they do not expect to join the single cur- 
rency anytime soon. E 


The Financial Action Task Force tries to crack down on abuse of corporate vehicles 


F YOU open an account at a reputable 

bank these days, the teller will demand 
various pieces of identification and per- 
haps, if you look unusual, file a "suspi- 
cious transaction report" to the authori- 
ties. For a money-launderer or a 
sophisticated terrorist organisation, on the 
other hand, there are plenty of ways to slip 
through the barriers put in place by finan- 
cial institutions since September 11th last 
year. Rather than go into a bank as an 
individual, a criminal can enter the system 
behind a corporate mask. All he needs to 
do is set up a company in a place that does 
not require the owner's identity to be re- 
vealed; with it, he can, in effect, open an 
anonymous account. 

A British government report in 2000 
said that almost all big money-laundering 
operations in Britain involved shell com- 
panies. In Britain, America and many 
other places, it is an easy matter to set up 
companies overnight, giving little or no in- 
formation to anyone except to company- 
formation agents, who offer registered of- 
fices and other services. After complaining 
about the problem for years, the world's 
main body tackling money-laundering, 
the Financial Action Task Force, is prepar- 
ing to do something about it. It has pub- 
lished a consultation paper with new rules 
on corporate vehicles, to be discussed and 
agreed by its 29 mostly rich-country mem- 
bers by June next year. 

The most far-reaching and costly of the 
task force's proposals is that its member 
countries change their corporate law so 
that companies whose shares are not pub- 
licly traded must identify their beneficial 


owners. Most controversially, the task 
force suggests that its members eliminate 
bearer shares, that is, paper certificates that 
give anonymous ownership of a company 
to the person in possession of them. Also, 
it says, banks should be obliged to discover 
who owns their corporate clients; and that 
trusts, all of which are private agreements 
in which one person controls property for 
the benefit of another, should register the 
names of their trustees, settlors, protectors 
and beneficiaries. 

Despite the task force's determination, 
the effort to close this hole in the world's 
defences against money-laundering is un- 
likely to go far. Austria, Belgium, Germany 
and Switzerland will fight for their bearer 
shares, which they say have legitimate 
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purposes even though they confer ano- 
nymity. As for America and Britain, both 
say that registering trusts is out of the ques- 
tion. Britain's Treasury wants to make all 
private and unlisted public companies re- 
veal their beneficial owners at Companies 
House, the public register. Yet the plan is 
likely to founder, says an official, because 
of opposition from businesses and from 
the Department of Trade and Industry. 

The countries that will most resent the 
task force's initiative are not its members, 
but those that look and smell like offshore 
tax havens. Big countries, such as the Un- 
ited States, willinsistthattheir existing sys- 
tems are good enough: their investigators 
can, if need be, find out who owns a com- 
pany. Yet the task force is likely to decide 
that small jurisdictions need to adhere to 
higher standards on corporate vehicles 
than those of big countries because, for 
one thing, a greater proportion of vehicles 
is owned by non-residents than is the case 
in larger economies. 

Tax havens would (reasonably) object 
to this unequal treatment. Many large 
countries have incorporation rules that are 
laxer than theirs, they say. A recent report 
by the Society of Trust and Estate Practi- 
tioners, a trade body, says that according to 
the law in the state of Delaware, not even 
company-formation agents have to know 
who the beneficial owners of a limited li- 
ability company are. A study in 2000 by 
America's General Accounting Office con- 
cluded that it is easy for foreign entities to 
hide their identities in Delaware shell cor- 
porations and launder money. 

Senator Carl Levin of Michigan, who 
asked for the report, said at the time that, 
although America criticises other coun- 
tries for allowing the creation of corpora- 
tions with secret ownership, “we are basi- 
cally doing the same thing." If the task 
force's efforts are to have much effect, it 
will need to tackle not just the usual, island 
suspects, but also some of its most power- 
ful members. m 
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Special report Jeffrey Sachs 





Weapons of mass salvation 


In this invited article, Jeffrey Sachs argues that, in the war against want, no less 
thanin the war against terror, actions speak louder than words 


E GEORGE BUSH spent more time and 
money on mobilising Weapons of Mass 
Salvation (w Ms) in addition to combating 
Weapons of Mass Destruction (WMD), we 
might actually get somewhere in making 
this planet a safer and more hospitable 
home. wMD can kill millions and their 
spread to dangerous hands needs to be op- 
posed resolutely. w Ms, in contrast, are the 
arsenal of life-saving vaccines, medicines 
and health interventions, emergency food 
aid and farming technologies that could 
avert literally millions of deaths each year 
in the wars against epidemic disease, 
drought and famine. Yet while the Bush 
administration is prepared to spend $100 
billion to rid Iraq of WMD, it has been un- 
willing to spend more than 0.2% of that 
sum ($200m) this year on the Global Fund 
to Fight Arps, Tuberculosis and Malaria. 
The great leaders of the second world 
war alliance, Franklin Roosevelt and Win- 
ston Churchill, understood the twin sides 
of destruction and salvation. Their war 
aims were not only to defeat fascism, but 
to create a world of shared prosperity. Roo- 
sevelt talked not only about Freedom from 
Fear but also Freedom from Want. One of 
the reasons why the Bush administration 
is losing the battle for the world's hearts 
and minds is precisely that it fights only 
the war on terror, while turning a cold and 
steely eye away from the millions dying of 
hunger and disease. When is the last time 


By invitation 


Jeffrey Sachs is the direc- 
tor of the Earth Institute 
at Columbia University in 
New York. He has served as 
an adviser to many poor- 
country governments and 
was formerly head of the | 
Harvard Centre for International 
Development. He is one of the world's 
foremost authorities on development. 


anybody heard Vice-President Dick Che- 
ney even feign a word of concern for the 
world's poor? 

Last month Mr Bush made a speech to 
the General Assembly of the United Na- 
tions. In calling for action against Iraq, he 
challenged the international community 
to live up to its own words. “We want the 
United Nations to be effective, and respect- 
ful, and successful. We want the resolu- 
tions of the world's most important multi- 
lateral body to be enforced." He asked 
whether “the United Nations will serve 
the purpose of its founding, or will be irrel- 
evant?" The idea that UN commitments 
should be followed by action is indeed a 
radical one, especially for the United 
States, where wilful neglect of its own 
commitments is the rule. 

Just one week before Mr Bush's UN 
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speech, at the Johannesburg World Sum- 
mit on Sustainable Development, the rich 
countries promised to put real resources 
behind the “Millennium Development 
Goals” of cutting poverty, disease and 
environmental degradation. They agreed 
(the United States among them) to “urge 
the developed countries that have not 
done so to make concrete efforts towards 
the target of 0.7% of GNP as ODA [official 
development assistance] to developing 
countries.” The United States falls $60 bil- 
lion a year short of that target-a seemingly 
unbridgeable gap, until one realises that 
the annual military spending in America 
has risen by about that amount since Mr 
Bush entered the White House. The United 
States spends just 0.1% of GNP on foreign 
assistance. It is firmly in last place among 
the 22 donor countries in aid as a share of 
income, a position it will continue to hold 
even after the small increases the adminis- 
tration announced earlier this year. 


No conditions, no excuses 

If we were to send teams of “UN develop- 
ment inspectors” into the United States, 
the results would not be pretty. First, they 
would discover a nearly total disconnect 
between global commitments and domes- 
tic politics. Mr Bush has not discussed 
America’s commitments at Johannesburg 
with the American people (and perhaps 
his aides have not even discussed them 
with the president). 

Second, they would find complete dis- 
array with regard to the organisation, bud- 
geting, and staffing necessary to fulfil the 
commitments. White House and State De- 
partment foreign-policy experts are over- 
whelmingly directed towards military and 
diplomatic issues, not development is- 
sues. Senior development specialists in 
the Treasury can be counted on one hand. 
America’s government is not even aware 
of the gap between its commitments and 
action, because almost nobody in author- 
ity understands the actions that would be 
needed to meet the commitments. 

No serious work whatever is under 
way within the government to link annual 
budgetary allocations with the interna- 
tional development goals the United 
States has endorsed. For example, the Bush 
administration has failed to produce even 
one credible document spelling out Amer- 
ica's role in a global-scale war against 
AIDS. 

America’s planned contribution to the 
global Arps fund is around a sixth of what 
is needed in 2003, according to the fund it- 
self. The evidence shows that $25 billion a 
year from the donors could avert around 
8m deaths each year. The expected $100 
billion cost of war against Iraq would 
therefore be enough to avert around 30m 
premature deaths from disease, if chan- 
nelled into a sustained and organised part- >> 





> nership with the poor countries. 

There is a way out. It is to empower the 
United Nations to do what it can truly do: 
organise a global response to the global 
challenges of disease control, hunger, lack 
of schooling and environmental destruc- 
tion, an effort in which the United States 
would be a major participant and indeed 
financier, in exactly the manner that it has 
repeatedly pledged. 

The idea that the UN system could pro- 
vide real leadership on the great develop- 
ment challenges will strain credulity in 
some quarters. A steady drumbeat of criti- 
cism about the UN agencies during the 
1990s, led by right-wing leaders in Con- 
gress, has left the impression of nearly 
moribund institutions, busy securing pa- 
tronage slots for friends and relatives, and 
disconnected from the rapid advances in 
technology, finance and globalisation. In- 
deed, when I began my own intensive 
work with the UN agencies three years 
ago, as chairman of a commission for the 
World Health Organisation, and then 
more recently as a special adviser to the 
secretary-general for the Millennium De- 
velopment Goals, I was unsure what to ex- 
pect within the specialised agencies of the 
United Nations. 


Tried and tested 

The truth is almost the opposite of what 
the UN bashers say. Despite a decade of 
criticism and budget cuts, the specialised 
UN agencies have far more expertise and 
hands-on experience than any other orga- 
nisations in the world. Even the World 
Bank, with its knowledge base and ability 
to disburse and monitor funds in some of 
the most difficult settings in the world, can 
address problems of health or environ- 
ment or other specialised concerns only in 
partnership with UN agencies that have 
expertise in these specific areas. No bilat- 
eral donor agency can substitute for the 
scale of UN expertise and engagement, 
though these agencies can be important 
partners in a global effort. 

This under-appreciated capacity is why 
the UN system has vastly outperformed 
expectations in Kosovo, East Timor and 
other tough assignments in recent years. 
An agency like the World Health Organisa- 
tion has a unique mix of technical exper- 
tise, legitimacy in all corners of the world, 
and especially an operational presence on 
the ground in dozens of the world’s poor- 
est and neediest countries. Agencies such 
as the Food and Agriculture Organisation 
in Rome became objects of merriment and 
ridicule among right-wing congressmenin 
recent years—but of course the constituen- 
cies of those senators and congressmen 
never had to battle the loss of fisheries in 
Tonle Sap Lake in Cambodia, or drought in 
AIDS-ravaged southern Africa, as the FAO 
does each day. 

The United Nations, in conjunction 





with the World Bank, should be asked to 


take the lead in establishing “Global 
Frameworks of Action” surrounding each 
of the major development goals. These 
frameworks would outline, in broad 
terms, yet with budgetary guidelines and 
timetables attached, the specific ways in 
which rich- and poor-country govern- 
ments, the private sector, philanthropic 
foundations and other parts of civil soci- 
ety could get organised to win the fight 
against poverty and disease. Realistic 
plans would be based on four Ss: scale, sci- 
ence, specificity, selectivity. 

First, the UN plans should address each 
issue at the appropriate scale. Just as there 
is no point in having weapons inspectors 
visit only a small fraction of possible 
weapons sites, there must be no faking it 
with small-scale A1Ds projects that might 
save one village while leaving whole na- 
tions to die. But true scale will cost money, 
especially from the United States. 

Second, the UN should mobilise the 
best science available, as it has done with 
climate change in the 1pcc or with health 
atthe World Health Organisation and UN- 
AIDS. This means an open, inclusive and 
consultative process in each area of con- 
cern, drawing upon national and interna- 
tional scientific academies, public and 
private research centres, and academia. 

Third, any plan of action must recog- 
nise the specificity of conditions on the 
ground. There is no single strategy for fight- 
ing AIDS, or preserving forests or combat- 
ing malaria. Everything depends on physi- 
cal geography, culture, history and other 
very local factors. The best way by far to 
bridge global science and local conditions 
is to invite national governments and civil 
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society in each country to prepare their 
own plans of action, with the understand- 
ing that meritorious programmes will be 
funded at the international level. That is 
the strategy of the Global Environment Fa- 
cility and the Global Fund to Fight arps, 
Tuberculosis and Malaria. It should be the 
strategy behind similar efforts for expand- 
ing primary education, or providing water 
and sanitation to impoverished regions. 

Fourth, any plan must be selective, ad- 
dressing donor assistance only towards re- 
gions that will use it well, and taking a 
hard-headed approach when corrupt gov- 
ernments are likely to squander the help. 
On this, the United States is right to de- 
mand that aid be linked to good gover- 
nance and reasonable economic policies. 
The fallacy in America’s approach has 
been that even well-behaved govern- 
ments receive only a tiny fraction of the fi- 
nancial help that they really need. 

Our interconnectedness on the planet 
is the dominating truth of the 21st century. 
One stark result is that the world’s poor 
live, and especially die, with the aware- 
ness that the United States is doing little to 
mobilise the weapons of mass salvation 
that could offer them survival, dignity and 
eventually the escape from poverty. 

It is time for Mr Bush to take seriously 
his own statement at the UN that “our 
commitment to human dignity is chal- 
lenged by persistent poverty and raging 
disease.” If Mr Bush would only lead his 
country to that end, not only would he mo- 
bilise billions of people in the fight against 
terrorism, but he would also fulfil his own 
call for the world to “show that the pro- 
mise of the United Nations can be fulfilled 
in our time.” m 
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In some cases, the best place from which to admire the heavens is the seabed 


STRONOMERS usually look up. But 
some astronomy is better conducted 
by looking down. Although the earth is 
opaque to the light, radio waves, x-rays, 
gamma rays and other forms of electro- 
magnetic radiation that are the stock-in- 
trade of most astronomy, it is transparent 
to particles called neutrinos. Point a suit- 
able telescope downwards, therefore, and 
the chances are that you will see nothing 
but neutrinos. Sink it deep under water, 
and you will get an even better view, since 
the water will help to screen out confusing 
radiation coming from above. 

This, at least, is the theory behind two 
rival machines being built at the bottom of 
the Mediterranean. Both NESTOR and AN- 
TARES Will look for high-energy neutrinos, 
a little-studied form of radiation. These 
telescopes should give a glimpse of hot, 
dense regions of space that cannot now be 
examined because they absorb electro- 
magnetic radiation at all wavelengths. 
That will be interesting, but not spectacu- 
lar. With luck, though, NESTOR and AN- 
TARES will also reveal the first evidence of 
a form of matter called weakly interacting 
massive particles (WIMPs). That would re- 
write understanding of the universe. 

Many physicists believe that wimps 
make up much of the universe’s “dark 
matter”. This is stuff that shows up be- 
cause of its gravitational effect, but has 
otherwise been undetectable. If wimps 


exist, theory predicts that they contribute 
about ten times as much mass to the uni- 
verse as the protons, neutrons and elec- 
trons of which familiar “normal” matter is 
made. If that is true, then planets, stars, gal- 
axies and, indeed, people, are just scum 
floating on a sea of WIMPS. 


Playing hard to get 

The NESTOR telescope is the more ad- 
vanced of the two projects. If the weather 
co-operates, it should go live in November. 
It will be located 4km below the surface, 
off the coast of Greece. The detector ele- 
ments of the telescope will be mounted on 
towers 330 metres tall. Eventually, there 
will be seven towers, spread over an area 
of just under a tenth of a square kilometre. 
NESTOR was originally a collaboration be- 
tween Greek and Russian scientists, al- 
though four other countries, including 
America, are now involved. 

ANTARES is a collaboration between 
researchers from seven European coun- 
tries. Itis being built off the coast of France, 
at a depth of 25km. The individual detec- 
tors will be attached to ten strings, each 
400 metres long, and each fixed to the sea- 
bed at one end and to a buoy at the other. 
This array, too, will have an area of a tenth 
of a square kilometre. If all goes well, the 
first string will be activated in December. 

The detectors in NESTOR and AN- 
TARES cannot "see" neutrinos directly. In- 
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stead, they are sensitive to light. The sort of 
light they are looking for is called Cheren- 
kov radiation. It is produced when some- 
thing travels through a medium at greater 
than the speed of light in that medium. 
(This does not violate the idea that nothing 
can travel faster than light, because the up- 
per limit applies to the speed of light in a 
vacuum; light slows down when it passes 
through matter.) Cherenkov radiation is 
not produced by neutrinos themselves. 
But occasionally a neutrino reacts with an 
atom to create a particle called a muon. 
And muons can generate Cherenkov light. 
In the case of NESTOR and ANTARES, 
the water of the Mediterranean has a sec- 
ond role, besides screening out radiation 
from above. It acts as the medium in which 
Cherenkov radiation is generated. Muons 
created by low-energy neutrinos produce 
only small amounts of Cherenkov radia- 
tion. Most low-energy neutrinos that ar- 
rive on earth come from the sun. They are 
already studied by smaller neutrino tele- 
scopes located in mines, and can thus be 
ignored. High-energy neutrinos, of the sort 
created in cosmic calamities such as super- 
novae, result in high-energy muons. These 
create large amounts of Cherenkov radia- 
tion, and can be identified because they 
trigger several widely spaced detectors. 
The distribution of the detectors trig- 
gered allows the direction of the Cheren- 
kov radiation, and therefore the flight di- 
rection of the muon, to be worked out. 
That gives the path of the original neu- 
trino. Those from below the telescope can 
be traced to their sources in space. Signals 
from above the telescope can be identified 
and ignored. Some of these may be the re- 
sult of muons created by neutrinos from 
space, but most will be from muons 
created in the atmosphere by cosmic rays. 


One source of high-energy neutrinos is >> 
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> likely to be supernova remnants, such as 
the Crab Nebula. These are thought to be 
the sources of cosmic rays, which are high- 
velocity charged particles (mainly pro- 
tons) that constantly bombard the earth. 
Observing neutrinos from supernova rem- 
nants would confirm this suggestion, since 
neutrinos of the right energy would be 
signs of protons being accelerated to the 
speeds of cosmic rays. 

What everyone is really hoping for, 
though, is evidence of wimps. And this is 
another reason for pointing the telescopes 
downwards, because wimps, if they exist, 
would be heavy (at least in sub-atomic 
terms). That means they would accumu- 


Gamma-ray astronomy 
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late in the centres of massive bodies such 
as the earth. And wimps should have an- 
other peculiarity. This is that they would 
simultaneously be matter and antimatter. 
In other words, if two wimps met (which 
should happen quite frequently in the cen- 
tre of the earth) they would annihilate one 
another. Such annihilations would gener- 
ate tell-tale neutrinos, indirectly revealing 
the reality of wimps. 

The principle of underwater neutrino 
detection has already been tested in a 
small experiment at Lake Baikal in Siberia, 
so it is known to work. It has also been 
tried (albeit that the water in question was 
frozen) by putting detectors down a hole at 


Integral observations 


Anew gamma-ray telescope has just been launched 


JA OMERS like to have as many 
windows on the universe as possi- 
ble. That is why they are interested in 
high-energy neutrinos (see previous 
story). But since June 2000, when a satel- 
lite called Compton met a fiery end in the 
earth's atmosphere, they have been able 
to see less clearly than they would wish 
through quite an important window— 
the one labelled *gamma rays". 

Gamma rays are high-frequency elec- 
tromagnetic radiation—essentially, ex- 
tremely energetic light. They are 
produced by supernovae, neutron stars, 
galactic centres, black holes and the like. 
But they are particularly associated with 
events called gamma-ray bursts, which 
are the biggest explosions yet detected in 
the universe—brighter than a billion 
suns. Until 1997, no one even knew how 
far away these explosions were. They are 
now thought to happen in the most dis- 
tant galaxies known. But there is still 
controversy about what causes them, 
and that will not be resolved until the 
gamma-ray window is clear again. 

On October 17th, therefore, a Russian 
Proton rocket took off with a window 
cleaner on board. INTEGRAL, the Inter- 
national Gamma Ray Astrophysics Lab- 
oratory, was designed by the European 
Space Agency to replace Compton. In- 
deed, it will be better. Gamma rays have 
to be studied from space because they 
cannot penetrate the earth's atmosphere. 
But gamma-ray telescopes are also con- 
fused by charged particles trapped in the 
earth's magnetic field. INTEGRAL will 
therefore be given an eccentric orbit— 
spending 90% of its time more than 
40,000km from earth, well away from 
that field's influence. This is much far- 
ther than any of its predecessors ven- 
tured, so it should have a clearer view. 
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Its eccentric orbit also means that IN- 
TEGRAL takes 72 hours to travel round 
the earth, allowing it to fix its gaze on a 
single target for a substantial length of 
time, and thus gather more and better 
data than those predecessors. And, of 
course, technological advances since 
Compton was launched 11 years ago 
mean its instruments are more sensitive. 
Whether all this will allow it to solve the 
gammaz-ray-burst problem remains to be 
seen. But it will also work on a host of 
subsidiary questions. Not least of these 
is the chemical composition of super- 
nova remnants. This may seem esoteric, 
but it is also fundamental. A lot of the at- 
oms of which the earth is made were 
themselves made in supernovae. 
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the South Pole. But it is not foolproof. A 
previous attempt to build a decent-sized 
neutrino telescope under the sea, near Ha- 
waii, ended when the detectors leaked. 

Soitremainsto be seen which, if either, 
of the new telescopes will win the prizes. 
The feeling among neutrino researchers is 
that the $20m cost of completing each tele- 
scope means there will, in the end, be 
money enough to finish only one of them. 
NESTOR is reckoned to be less financially 
secure than ANTARES, but it should have 
the advantage of going live first. Which- 
ever comes out on top, though, it is clear 
that astronomers believe there is treasure 
to be found at the bottom of the sea. m 


Computers in schools 
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Not helpful 


npe in 1922, Thomas Edison predicted 
that “the motion picture is destined to 
revolutionise our educational system 
and...in a few years it will supplant 
largely, if not entirely, the use of text- 
books.” Well, we all make mistakes. But at 
least Edison did not squander vast quanti- 
ties of public money on installing cinema 
screens in schools around the country. 

With computers, the story has been dif- 
ferent. Many governments have packed 
them into schools, convinced that their 
presence would improve the pace and effi- 
ciency of learning. Large numbers of stud- 
ies, some more academically respectable 
than others, have purported to show that 
computers help children to learn. Now, 
however, a study that compares classes 
with computers against similar classes 
without them casts doubt on that view. 

In the current Economic Journal, Joshua 
Angrist of the Massachusetts Institute of 
Technology and Victor Lavy of the He- 
brew University of Jerusalem look at a 
scheme which put computers into many 
of Israel’s primary and middle schools in 
the mid-1990s. Dr Angrist and Dr Lavy 
compare the test scores for maths and He- 
brew achieved by children in the fourth 
and eighth grades (ie, aged about nine and 
13) in schools with and without comput- 
ers. They also asked the classes’ teachers 
how they used various teaching materials, 
such as Xeroxed worksheets and, of 
course, computer programs. 

The researchers found that the Israeli 
scheme had much less effect on teaching 
methods in middle schools than in ele- 
mentary schools. It also found no evi- 
dence that the use of computers improved 


children’s test scores. In fact, it found there- p» 
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But they're fun 


verse. In the case of the maths scores of 
fourth-graders, there was a consistently 
negative relationship between computer 
use and test scores. 

The authors offer three possible ex- 
planations of why this might be. First, the 
introduction of computers into class- 
rooms might have gobbled up cash that 
would otherwise have paid for other as- 
pects of education. But that is unlikely in 
this case since the money for the pro- 
gramme came from the national lottery, 
and the study found no significant change 
in teaching resources, methods or training 
in schools that acquired computers 
through the scheme. 

A second possibility is that the transi- 
tion to using computers in instruction 
takes time to have an effect. Maybe, say the 


Optoelectronics 


Feeling flat 





authors, but the schools surveyed had 
been using the scheme's computers for a 
full school year. That was enough for the 
new computers to have had a large (and 
apparently malign) influence on fourth- 
grade maths scores. The third explanation 
is the simplest: that the use of computers in 
teaching is no better (and perhaps worse) 
than other teaching methods. 

The bottom line, says Dr Angrist, is that 
"the costs are clear-cut and the benefits are 
murky." The burden of proof now lies 
with the promoters of classroom comput- 
ers. And the only reliable way to make 
their case is, surely, to conduct a proper 
study, with children randomly allocated to 
teachers who use computers and teachers 
who use other methods, including the 
cheapest of all: chalk and talk. m 


A way to bridge the gap between light and electrons is starting to emerge 


HEN Edwin Abbott Abbott set “Flat- 

land", a satire on Victorian society, in 
a two-dimensional universe, it was not 
meant as a compliment. In Abbott Ab- 
bott’s geometrical romance, enlighten- 
ment comes to the hero, Mr Square, from 
his understanding of the nature of a third 
dimension. More dimensions, it seems, are 
better than less. 

Yet, when it comes to building circuits 
with light, the failure of photons (the parti- 
cles of which lightis composed) to squeeze 
into flatness has made them less, not more, 


useful. Electronic chips are essentially 
two-dimensional, the electrons being con- 
fined to conductive and semiconductive 
layers laid down on a chip’s surface. Engi- 
neers would like to be able to build chips 
in which photons and electrons can have 
meaningful interactions, since that would 
permit better ways of handling data. 

But photons are more wayward than 
electrons. Although ingenious methods 
have been developed to corral them into 
something approaching two dimensions 
(tiny fibre-optic waveguides, mirrors, dif- 


fraction gratings and so on) these compo- 
nents are still so big compared with their 
electronic cousins that building "opto- 
electronic" chips for general use is rare. At 
the moment, such optoelectronic chips as 
exist are made of unusual materials, using 
unconventional processes, and are re- 
stricted to specialised applications. 

A significant step towards properly in- 
tegrated optoelectronics has now, how- 
ever, been made. Joachim Krenn, of the In- 
stitute for Experimental Physics in Graz, 
Austria, and his colleagues, have been 
experimenting with inelegantly named 
packets of energy known as surface plas- 
mon polaritons (sPPs). These are neither 
photons nor electrons, but they rely on 
both for their existence, and may thus pro- 
vide a way of bridging the gap. 

An SPP forms atthe junction between a 
dielectric (non-conducting) material and a 
metal. Electrons in a metal are free to oscil- 
late when light hits them. This is why met- 
als are shiny. At a dielectric/metal junc- 
tion, though, that oscillation is confined, 
since it cannot spill over into the dielectric 
material. However, it can still move side- 
ways, being passed from electron to elec- 
tron as a wave. Moreover, the energy is re- 
stricted to those areas that are made of 
metal. The techniques used to craft chips 
mean that such areas can be made minute. 
This, in turn, means that energy from light 
can be squeezed, via an SPP, into struc- 
tures the same size as those used to chan- 
nel electrons. 

That energy, and thus the data carried 
by it, can also be processed. Because SPP 
propagation takes place entirely between 
the metallic and dielectric layers, itis sensi- 
tive to changes in the junction between the 
two. This means that components equiva- 
lent to those in electronic circuits can be 
constructed from appropriate patterns of 
bumps in the junction. Using this tech- 
nique, Dr Krenn and his colleagues have 
been able to build many of the types of 
component needed to handle data en- 
coded in the form of sPPs. 

That is all very well, but it would be 
even better if it were possible to transfer 
SPP-borne data to electrons, for processing 
by more conventional components, and 
back into photons. Bill Barnes, a physicist 
at the University of Exeter, in England, is 
trying to do just that. He is looking for ma- 
terials that are sensitive to the passage of 
polaritons. He has already discovered 
some that fluoresce in response to SPPs. 
However, what he really wants to find is a 
substance that will change state semi-per- 
manently when an spp passes by. In par- 
ticular, he would like to discover one in 
which the change is from a conductor to a 
dielectric, or vice versa. That would allow 
sPPS to throw switches in electronic cir- 
cuitry, completing the link between opti- 
cal and electronic data. And that would 
really get optoelectronics going. W 


At home with 
the Gonzagas 


MANTUA 





One art show absolutely not to miss this autumn 


HE next time you wander through the 

national gallery of any world capital, 
spare a thought for the Gonzaga dynasty, 
for they began the princely pursuit we 
now call art collecting. It was they who 
built the world's first picture gallery, in- 
deed its first museum, to show off their 
family treasures at the ducal palace in 
Mantua. Beginning with Lodovico in the 
mid-15th century, six generations of Gon- 
zagas acquired the greatest art of their age. 
Artists and admirers flocked to their court 
until the last duke, a bankrupt, sold the 
best of his collection to Charles I of Eng- 
land. Whatthe British monarch leftbehind 
was destroyed or dispersed when Spanish 
imperial troops sacked the city two years 
later, in 1630. All that remained was a le- 
gend and a looted palace. 

Until now. A once-in-a-lifetime exhi- 
bition has set out to reconstruct the Gon- 
zaga collections and display them as they 
once were in Mantua. The show recreates a 
suite of galleries like the original ones: 
paintings, sculptures and decorative ob- 
jects jostle each other just as they did 
when Ferdinando Gonzaga organised his 
family collections, built up over 150 years, 
into a museum around 1620. The 215 
works on show represent a glittering sam- 
ple of the entire collection, which num- 


bered at its peak over 2,000 paintings and 
20,000 sculptures and treasures. 

Earlier shows have invoked the Gon- 
zaga mystique, notably *Splendours of the 
Gonzaga" in Britain in 1981. However, this 
one is unique in its attempt to reconstruct 
the collection as a whole-it was almost an 
artwork on its own-and then to display a 
representative selection in its proper set- 
ting. Though this approach is intrinsically 
more interesting than a rollcall of master- 
pieces, it was also born of necessity: works 
such as Caravaggio's "Death of the Virgin" 
in the Louvre and Van Eyck’s “Man in a Tur- 
ban" in London's National Gallery are sel- 
dom permitted to travel. 

The show's guiding aim is to grasp the 
Gonzagas as collectors, to enter into their 
heads, as the co-curator Raffaella Morselli 
puts it, by taking us back to the mentality 
of these princes and their age. For every 
painting that has become an icon of art his- 
tory, we see a dozen works by lesser- 
known artists whom they adored, such as 
Domenico Fetti and the female painters 
Sophonisba Anguissola and Lavinia Fon- 
tana. We get a sense of the Gonzagas' 
tastes, which veered more to the bizarre 
than to the sacred: they loved dwarves and 
donkeys, treating the one as pets and using 
the other for a locally prized stew. 
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Ms Morselli, a professor specialising in 
Bolognese painting, and Andrea Emiliani 
of the Bologna Pinacoteca have worked for 
the past five years on a detective mission to 
gather the scattered art of the Gonzagas 
from across the world. The Rosetta stone of 
the Gonzaga collections and the key to this 
exhibition was the inventory compiled by 
Duke Ferdinando in 1626-27, just before his 
death. Luckily for the scholars, Ferdinando 
was methodical. He grouped the family 
collections in different galleries: one for the 
Olympians of the 1500s—Correggio, Man- 
tegna, Giulio Romano, Tintoretto, Titian; 
another for the great art of his day that in- 
cluded the baroque artists Guido Reni, 
Guercino and Domenichino; a third gal- 
lery for family portraits including Isabella 
d'Este and her son Federico by Titian, and 
Maria de' Medici by Rubens. 


The personal touch 
Ferdinando's private apartments revealed 
his own tastes and personality. He 
avoided famous names, save for Titian's 
intimate "Lady with a Mirror" and Mante- 
gna's sombre, foreshortened “Dead 
Christ", which hangs near Quentin Met- 
sys’s portrait of Erasmus, intended as a gift 
for Sir Thomas More. Instead he concen- 
trated on what he called variety and man- 
ner: we see Hoefnagel's curious paintings 
of parrots next to Lavinia Fontana's ex- 
traordinary painting of a hirsute girl, her 
face covered in fur while the rest of her 
body is clothed in an elegant court dress. 
In and among the paintings, we see ex- 
pensive decorative pieces of the kind that 
separated the men from the goats among 
contemporary collectors: ceremonial ar- 
mour painted by Raphael, dozens of >) 





> bronze and ancient sculptures, gold reli- 
quaries and incunabula, rock crystal ves- 
sels, cameos and jewels. The show 
aboundstoo in works newly found to have 
been in the Gonzaga collection: the Tinto- 
retto from the Fogg Art Museum at Har- 
vard has just been traced to the Gonzagas. 
From a museum in Arras, Ms Morselli bor- 
rowed Baglione's life-size paintings of 
Apollo and the muses, which hung in the 
Room of the Muses, where composers per- 
formed their latest works. This room has 
been recreated, complete with piped-in 
strains of Monteverdi: the Gonzagas were 
also among the world's first opera patrons. 
Shows of this kind routinely dazzle 
sponsors with impressive-sounding advi- 
sory committees naming virtually every 
scholar in the field. So it is here, with a ros- 
ter of no less than 60. One of them de- 
serves special mention: the late Francis 
Haskell, who pioneered the modern study 
of taste and patronage, and who could be 
called the intellectual godfather of the col- 
lector-and-collection show. 


Avoid the weekend 

The exhibition takes place not where the 
works were housed-in Mantua's ducal 
palace, which lacks the necessary air-con- 
ditioning and security—but in the nearby 
Palazzo Te, the villa commissioned by Fe- 
derico Gonzaga to entertain his mistress, 
designed with famously odd architectural 
features and decorated with stupendous 
frescoes by Romano. Unfortunately, the 
halls of this mannerist wonder are too 
cramped for the 100,000 visitors crowding 
in monthly. Art lovers are advised to avoid 
weekends (when you can see only other 
visitors' heads), and to visit the ducal pal- 
ace first (where you can see Mantegna's 
frescoes in the Camera degli Sposi and 
other marvels) to get a sense of how the 
Gonzagas lived. 

The Gonzagas were the most avant- 
garde collectors of their age in Ms Mor- 
selli's view and her show goes far towards 
making good the claim. Collectors such as 
the Medici used art to promote the local 
glories of Florence, the Gonzagas set out to 
rival kings on an international scale. They 
courted artists, rather than pressuring 
them to paint at their court. Although the 
Gonzagas' dynastic ambitions ruined 
them, their collecting set a European stan- 
dard for two centuries. 

The dukes of Mantua were no more lov- 
able or attractive than other princes of 
their Machiavellian age. They were often 
brutal and on occasion fratricidal. But, as 
this magnificent show confirms, they un- 
derstood a simple truth: great art makes 
youimmortal. 8 
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“Gonzaga: La Celeste Galeria” is at the Palazzo Tein 
Mantua until December 8th 2002, from 9am to 7pm daily. 
For tickets (in Italy): freephone 800.11.22.11; or (from 
abroad) +39-0577-223806. Web: www.mostragonzaga.it 


Englishness 


This little world, 
this precious stone 


Albion: The Origins of the English Imagina- 


tion. By Peter Ackroyd. Chatto & Windus; 516 
pages; £25 


HAT is Englishness, and in what 

does it consist? Some will see it in the 
line of the Malvern hills, or hear it in the 
patter of rain on oak leaves. Some will 
trace it in a self-effacing gesture, an embar- 
rassed laugh, or the silence of travellers on 
the London Underground. Others will find 
itin Charles Dickens’s descriptions, in Wil- 
liam Blake’s engravings or in the rude little 
figures in the margins of the Luttrell Psal- 
ter. Peter Ackroyd finds it here, there and 
everywhere. 

His magisterial study of the theme is at 
once absorbing and frustrating. It is slow 
reading, not only because the text is stuffed 
and encrusted with references and quota- 
tions, but because any self-respecting 
reader has to argue with him the whole 
way. The English, he claims, love surface 
decoration and intricate patterns rather 
than profundity, a predeliction that ex- 
tends through the plastic arts to music and 
philosophy. So has nothing profound 
come out of England? And what is one to 
make of the patent love of decoration seen 
in other cultures? Ah-Mr Ackroyd will 
say—he cannot deny that other cultures 
feel the same way. But to the degree the 
English share with, or borrow from, other 
peoples, that itself is a mark of English- 
ness: heterogeneity, easy borrowing, mon- 
grelism. The reader can't win. 

Mr Ackroyd makes much, rightly, of the 
beauty and adaptability of the English lan- 


Rain never stopped an English picnic 


guage itself. His book, as befits a writer, is 
mostly about literature, with short and un- 
satisfactory excursions into paintings, mu- 
sic and architecture. The native genius lies 
in the language, and he traces both well 
and enjoyably the survival, despite the as- 
sault of Latinisms and baroqueries from 
the 16th century onwards, of the plangent 
alliterative line of the Anglo-Saxons. From 
there, it is a short step to tracing the sound 
and influence of the sea. Mr Ackroyd, with 
his ear for English melancholy, surely 
makes less of the sea than he might have; 
foreigners have often thought the cease- 
less surrounding waters, with their mists 
and sighs, are the key to the English charac- 
ter. But the sea gets no more than its short 
allotted chapter, and the very English phe- 
nomenon of the seaside no mention at all. 

Instead, a good portion of the book cen- 
tres on London. Here Mr Ackroyd should 
really declare an interest. His “London: The 
Biography" (2000) proved him one of the 
best writers on the city for a long time, and 
his deep knowledge of it has illuminated 
all his work. But London's predominance 
here is more questionable. In its variety, its 
superficiality, its solitary night walkers 
and its jumbled juxtaposition of public 
and private spaces, you could argue that it 
is the beating heart of Englishness. But, like 
any world city, it teems with influences 
that have nothing uniquely to do with the 
native character. Oddly, Mr Ackroyd is 
most convincing when out among the hills 
and woods, just as the cockney Turner 
found his inspiration when strapped to the 
mast of a ship in a storm. 

Some of Mr Ackroyd's theories of En- 
glishness are intriguing. He finds, for ex- 
ample, a sadness for the vanished Catholic 
past lurking in the keen antiquarianism 
and the almost obsessive rediscovery of 
old modes of expression. Piety, and a 
sense of God's special favour hovering >> 
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> over England, are, he believes, constants in Sport-utility vehicles 


the English character—which raises the 
question of where they have gone now. 
Another theme is the serpentine "line of 
beauty", which Mr Ackroyd, stretching 
that line extremely far, discovers in church 
columns, polyphony, the pregnant female 
form and the long, well-worn horizons of 
the English landscape. Straightness and 
abstraction, he insists—ignoring countless 
scientists and thinkers starting with New- 
ton and Locke—are not English, any more 
than lofty theorising is: Englishness is 
about muddle, practical experiment, min- 
iaturising and embarrassed detachment 
from the act of creation in allits forms. 

If he is right, *Albion" itself is a thor- 
oughly un-English enterprise: a quasi- 
encyclopedia of facts linked with lofty the- 
orising of just the sort that bluff English- 
men have always spoofed or dismissed 
with a phrase and a fart. Fascinating as the 
book often is, Mr Ackroyd's real interest 
sometimes seems to lie elsewhere. 
Strangely prominent here is the ghostly fig- 
ure of William Langland, the 14th-century 
author of "Piers Plowman", walking along 
Cornhill in London with his shaved head 
and his tattered coat. Mr Ackroyd might 
have done better if, with an English love of 
the miniature and the biographical, he had 
traced the nature of the English imagina- 
tion through this one particularlife. m 


Regulating Wall Street 


An overseer's 
apology 


Take on the Street: What Wall Street and 
Corporate America Don't Want You to 
Know. By Arthur Levitt. Pantheon Books; 
293 pages; $24.95 


HE regulator's job, like the under- 

taker's, is best done out of the spotlight. 
There are many reasons for this, not least 
that most regulation is both arcane and 
dull. But another is that, though regulators 
need to avoid capture by their charges, 
they must also not be too confrontational. 
It is better to work with the grain of an in- 
dustry than to have blazing rows with it. 

So it was with America's most power- 
ful financial regulator, the Securities and 
Exchange Commission (sEc)—until re- 
cently. But today’s sEc chairman, Harvey 
Pitt, is under attack from investors bruised 
by the bear market, for being too soft. He is 
responding with threats to restructure not 
just the accountants, who missed too 
many cases of corporate malfeasance, but 
all of Wall Street, which is said to have 
been robbing investors blind. 

If Mr Pitt, a sharp lawyer who resem- 
bles a cuddly teddy bear, is bemused by 











Regulators do the graveyard shift 


this, he could do worse than read this en- 
gaging memoir by his predecessor. Arthur 
Levitt was the longest-serving chairman of 
the SEC ever, occupying the post from 1993 
to 2001. His book seeks to do two things: to 
educate the average investor; and to justify 
his years in charge. In the first aim, it suc- 
ceeds admirably. Any new investor will 
benefit from this simple course in how the 
market works, the case for diversifying in- 
vestments, how to read the accounts, why 
not to trust investment research and how 
to save for retirement. 

But the meat is Mr Levitt's defence of 
his own record. Although a Wall Street in- 
sider, he fought for the small investor. His 
exposé of the bad behaviour and conflicts 
of interest that beset investment banks, 
stock exchanges and company bosses is 
devastating. Mr Levitt first questioned the 
quality of auditing long before Enron im- 
ploded. He wanted to account properly for 
stock options, just as he wanted it known 
that research analysts were paid not for 
their predictive record but for how much 
investment-banking business they won. 

If the system was so weak, why did he 
not change it? His answer is simple: he 
tried, but was obstructed by special inter- 
ests operating on Capitol Hill. His tales of 
congressional lobbying by banks and ac- 
counting firms, backed by huge campaign 
contributions, are sobering to believers in 
American democracy. It is especially gall- 
ing to find that some who now rail most 
loudly against the wickedness of Wall 
Street were blocking reforms during the 
bubble years of the 1990s. 

Behind all that lurks a bigger issue that 
Mr Levitt largely skirts: the bubble itself. 
The biggest losses to investors were not 
from fraud or deceit, but from their own 
credulous belief that share prices would 
go on rising to unheard-of heights. What 
were the sEC, the Clinton administration 
and the Federal Reserve doing to stop this 
madness? A few, including Mr Levitt and 
the Fed's Alan Greenspan, uttered muted 
warnings. They should have been shout- 
ing. Sadly it will take some investors years 
to regain their trust in stockmarkets. B 


Not as they look 


High and Mighty: SUVs: The World's Most 
Dangerous Vehicles and How They Got 
That Way. By Keith Bradsher. PublicAffairs; 
464 pages; $28 and £18.99 


F YOU like to drive, the success of the 

sport-utility vehicle (suv), otherwise 
known as 4x4s or off-roaders, needs ex- 
plaining. Lumbering and heavy, despite 
their engine power, they are no fun to 
handle. There are plenty of better road 
cars on which would-be Fangios or 
Schumachers with $50,000 or more to 
spare can indulge their fantasies. No, 
dreams of speed are beside the point 
when accounting for the appeal of 
sUvs. What they really offer is a sense 
of unbreachable protection from other 
drivers: the suv is meant to make you 
and your family feel secure. 

The cynical or the socially envious 
will take that to mean a feeling of pro- 
tection from the hoi polloi, including 
the many of us who drive feeble regu- 
lar cars. Sensing this, the New Yorker 
developed a genre of suv cartoons that 
mocked owners for brash and conform- 
ist pretension. After all there is some- 
thing comic about farm vehicles in 
cities delivering small girls in straw hats 
to the doors of their day schools. 

But suvs long ago ceased to be ex- 
clusive and social satire is not the ap- 
proach of Keith Bradsher, a former 
bureau chief for the New York Times in 
Detroit. The problem with suvs, he 
tells us, is that they are not especially 
safe, either for others or for their own- 
ers. Crash tests and accident statistics, 
he tells us, indicate that these Jeep-de- 
rived vehicles have a kill rate at least 
three times higher than cars. Poor driv- 
ing dynamics make them liable to roll 
over: around 12,000 Americans were 
killed in suv roll-overs during the 
1990s, and the year 2000 alone ac- 
counted for another 2,049. 

As a one-time observer of Motown 
from close to, Mr Bradsher writes in the 
tradition of Ralph Nader’s consumerist 
classic, “Unsafe at Any Speed” (1965). 
He has a wide range of contacts in the 
business, including auto executives, en- 
gineers and sales people, a background 
giving weight to what could easily have 
become a polemic. He gives a compre- 
hensive account of how lobbying by 
car companies, car dealers and the 
autoworkers’ union blocked attempts to 
impose environmental and safety regu- 
lations on sUVs. 


MAN ] 
Worth the wait, 
but not in gold 


Ten years ago came an astounding first novel. How does the second compare? 


VEN before it was published, with a 

whopping initial print run of 300,000 
in America alone, Donna Tartt's new novel 
was talked of as a "To Kill a Mockingbird" 
for our times. That a publisher should be 
so lucky. Harper Lee's slim Pulitzer-prize 
winning novel about racial injustice was 
picked up by three American book clubs 
almost as soon as it came out in the sum- 
mer of 1960. Although the story was set in 
the 1930s, the gathering civil-rights storm 
gave it a critical contemporary resonance. 
In its first year, "To Kill a Mockingbird" sold 
2.5m copies. By the time its second anni- 
versary rolled around, it had been on the 
American bestseller lists for 100 weeks. 

It is easy to see why the two novels 
should be compared. Indeed the pairing 
looks irresistible. Like Ms Lee's, Ms Tartt's 
novel is set in the deep South, though 
some might argue that Mississippi isn't all 
that much like Alabama. Both books have 
a young girl as the heroine seeking justice; 
both girls are trailed by a side-kick, a boy, 
and both begin with a murder. But the dif- 
ferences between them are equally, if not 
more, important. 

Where "To Kill a Mockingbird" burst 
into public consciousness from an un- 
known novelist, Ms Tartt is already fam- 
ous. She owes her renown to her first and, 
until now, only novel, “The Secret His- 
tory", published ten years ago. Set in a Ver- 
mont university, that book told the story 
of a cabal of precocious classics students 
who inadvertently murder a farmer while 
taking part in a Dionysian ritual, and then 
turn on one of their own when he threat- 
ens to reveal their guilt. A taut page-turning 








thriller that weaves together themes of 
youthful affectation and intellectual arro- 
gance, guilt and moral retribution, “The Se- 
cret History” was hailed as a glittering liter- 
ary debut. It went on to sell millions. 

Success put pressure on the author to 
deliver a second novel of equal weight 
and selling power. The rumour was that, 
like Joseph Heller, she had a bad case of 
writer’s block or had succumbed to the 
truth of F. Scott Fitzgerald’s crack that there 
are no second acts in American lives. Read- 
ing “The Little Friend”, itis easy to see why 
she took her time. 

The murder with which the book 
opens is that of a nine-year-old boy, Robin 
Cleve Dufresnes, the only son of a south- 
ern family of numberless female relatives 
who like to drink home-made lemonade. 
Robin's body was found hanging from a 
tree in his own backyard. Twelve years 
later, his sister, Harriet, less than a year old 
when the murder happened, vows to 
avenge his death. She draws on whispers, 
rumours and her own vivid imagination, 
and concludes that the killer is none other 
than one of Robin’s school friends, Danny. 

In contrast to Harriet’s genteel relatives, 
Danny is the son of a family of habitual 
criminals, crazy, hardened boys who live 
with an adoring (and even crazier) grand- 
mother, manufacturing methamphet- 
amine sulphate in a squalid trailer. Harriet, 
who is a strange and steely creature, “stur- 
dily built, like a small badger, with round 








cheeks, a sharp nose, black hair bobbed 
short” with a “thin, determined little 
mouth”, sets out to bring Danny to justice. 

“The Secret History” took place on the 
small, tight stage of a university campus, 
but the world that Ms Tartt explores in 
“The Little Friend” is broader, more amor- 
phous and far more frightening. While Ms 
Lee’s Scout was, at nine, still definitely a 
child, Ms Tartt’s 12-and-a-half-year-old 
Harriet is caught in that strange abrasion 
between childhood and adulthood. All of 
which enables Ms Tartt to make a rich 
study of race, class and family with a 
sprawling cast of characters: maiden 
aunts, an oily Baptist deacon, car sales- 
men, pool-hall hustlers and the black help 
that function just as easily as surrogate 
family or helpful, tidy ghosts. 

Tension created in a somnolent setting 
is key to how this novel works. But the 
book is not without problems. Where Ms 
Lee’s main concern was with justice, “The 
Little Friend” is more about vengeance. 
Her characters moral vacuum helps 
deepen the sense of a child treading water 
between the firm ground of childhood 
and the adult deep, but its ramifications 
are, in the end, curiously little explored. 
This may be because, between the book’s 
grand dramatic scenes, long passages me- 
ander without direction. Some of the best 
writing brings to life the brittle madness of 
being on drugs. But you need to read 
through 500 pages before you reach the 
best work. At half the length, “To Kill a 
Mockingbird” packed twice the punch. = 





Allen Read 





Allen Walker Read, etymologist, died on October 16th, aged 96 


OR much of his long career studying 

language Allen Read sought the origin 
of OK, perhaps the most useful expression 
of universal communication yet devised. 
You can use OK not simply to indicate 
agreement but, with appropriate facial ex- 
pressions, shades of agreement, even dis- 
agreement. It is a vocabulary in itself. No 
wonder that ox has found its way into 
nearly every language in every country, 
and beyond. It was the fourth word, if you 
can call it that, heard on the moon, spoken 
by Buzz Aldrin. For etymologists, estab- 
lishing the origin of Ok became something 
of an obsession, equivalent to mathema- 
ticians' long quest for the proof to Fermat's 
last theorem. 

For years Americans assumed that OK 
must be of American origin, if only be- 
cause it was so successful. Some doubt 
about this claim arose in the second world 
war when American soldiers discovered 
that OK was already familiar in other 
countries; in Britain, of course, butin Japan 
and even (according to H.L. Mencken, an 
American writer on language) among the 
Bedouin in the Sahara. 

Some linguists suggested that OK was 
of European origin. After all, the Europe- 
ans had been knocking around the world 
long before Americans got on to the scene. 
Germans said it was the initials of the 


fiercely-sounding rank of Oberst Kom- 
mandant. The French put in a claim for 
Aux Cayes, a town they had established in 
Haiti that produced superior rum. A British 
scholar said the use of ox in Britain pre- 
dated any American influence and had 
probably come from Elizabethan English. 
Things were getting serious in the world of 
etymology. Step forward the Americans' 
champion, Allen Walker Read. 


Racy words 
As early as he could remember Mr Read 
was interested in the origin of words. In 
Minnesota, where he was born, he sought 
the source of local place names, and wrote 
a paper on the subject while studying at 
Iowa University. He had a spell in England 
as a Rhodes scholar and returned to teach 
English at various universities in the mid- 
west. He sought words that he said had "a 
racy, human quality", and there were 
none acier than the graffiti collected by Mr 
Read during a trip of several months 
through the western United States and 
Canada in the summer of 1928. 

He put together the results of his trip in 
a book entitled, “Lexical Evidence from 
Epigraphy in Western North America: a 
Glossarial Study of the Low Elementin the 
English Vocabulary". Notwithstanding 
the academic title, the book contained ma- 


terial unacceptable for publication at the 
time in America. One of the milder entries, 
found by Mr Read on a monument, reads: 
“When you want to shit in ease/Place your 
elbows on your knees/Put your hands 
against your chin/Let a fart and then be- 
gin". Mr Read had the book printed in Paris 
in 1935, perhaps encouraged that James 
Joyce had first published “Ulysses” there in 
the 1920s. Even so, only 75 copies of “Lexi- 
cal Evidence" were printed and issued pri- 
vately to “students of linguistics, folklore, 
abnormal psychology and allied branches 
of social sciences". The book was pub- 
lished in the United States in 1977 as “Clas- 
sic American Graffiti". 

Mr Read, who was professor of English 
at Columbia University in New York for 
nearly 30 years from 1945, published sev- 
eral other books and hundreds of papers, 
mainly on American English. Discovering 
the origin of OK was, he said, no more than 
an agreeable diversion from his main 
work. It was fun to do the research, helped 
by his wife Charlotte, a scholar in seman- 
tics. But for envious fellow etymologists it 
was the pinnacle of his career. 

In his hunt for the origin of ok he was 
offered dozens of theories. The first to go 
were the European ones. They were ap- 
pealing: Mr Read liked what he called “frol- 
icsome" ideas. But they had no substance, 
he said. He was convinced that OK was 
American. He warmed to the idea that the 
popularity of Orrin Kendall biscuits, sup- 
plied to soldiers on the Union side in the 
civil war, had lived on as OK. He noted 
there was a telegraph term known as 
Open Key. But OK proved to have been 
used much earlier. Writing in American 
Speech in 1963, Mr Read said that he had 
come across it in the Boston Morning Post 
in 1839. In what was apparently a satirical 
article about bad spelling it stood for “Oll 
Korrect”. The next stage in OK’s popularity 
was when it was adopted by followers of 
Martin Van Buren, who in 1836 became the 
eighth president of the United States, and 
unsuccessfully stood for re-election in 
1840, by which time he was widely known 
as Old Kinderhook, a nickname he derived 
from his home town. “Vote for OK” was 
snappier than using his Dutch name. 

Mr Read showed how, stage by stage, 
OK was spread throughout North America 
and the world to the moon, and then took 
on its new form AOK, first used by space 
people and frowned on by purists. This be- 
ing an exercise in the academic world, 
there remain some doubters. Some believe 
that the Boston newspaper's reference to 
OK may not be the earliest. Some are at- 
tracted to the claim that it is of American- 
Indian origin. There is an Indian word, 
okeh, used as an affirmative reply to a 
question. Mr Read treated such doubting 
calmly. “Nothing is absolute," he once 
wrote, “nothing is forever." 
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It’s a big world. 


Somebody has to run it. 


THE TRIUM Executive MBA — an alliance of 


New YORK UNIVERSITY STERN SCHOOL OF BUSINESS 
LONDON SCHOOL OF ECONOMICS AND POLITICAL SCIENCE 
HEC ScHOOL OF MANAGEMENT, PARIS 


TRIUM is the only truly integrated, truly global Executive 


MBA. Participants earn a joint degree in 16 months by 


attending concentrated two-week study modules at the three 


flagship schools, plus one week each in São Paulo and 


Hong Kong. Distance learning and team projects continue 


3 | 


between class sessions. It's visionary, 


focused and unique. Kind of like you. 


For more information, 
call +33 1 39 67 70 94 in Europe 
or 41 212 998 0442 in the United States. 
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HHL: Earn your MBA at Germany's first graduate 
school of business 


15-MONTH INTERNATIONAL 
MANAGEMENT MBA IN ENGLISH 


* 


* 


Top candidates are eligible for scholarships. 


www.hhl.de/mba or contact: 


Introduced scientific management studies in 1898 in 

one of the most dynamic cities in the heart of Europe. 
Offers you an MBA in a program of growing reputation. 
Welcomes half of its students from Germany and 

the USA ~ the others come from around the world. 
Blends a quality resident faculty with leading business 
school professors from Europe, North America and Asia. 
Prepares its graduates to manage in world markets — 
advancing social competence, leadership and networking 
skills; offers real-world internships and experience. 
Maintains close ties to businesses and on-campus recruit- 
ers from BCG, Citicorp, Goldman Sachs, McKinsey, et al, 


plus leading industrials such as BMW, Porsche and Siemens. 


Opens professional opportunities in Germany, 
Europe & abroad. 


Prof. Richard B. Mancke, Ph.D. (M.LT.) 
MBA Director & DtA-Professor of Entrepreneurship 
e-mail; mancke&mba.hhl.de 
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ARE YOU COPING WITH CHANGE OR LEADING IT? 


A senior manager must prepare to rethink business from the inside as 
well as the outside, and lead from today to tomorrow. The Oxford 
Advanced Management Programme changes mindsets. 
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The Centre for Financial and Management Studies (CeFiMS) 


based at SOAS in the University of London enables public sector 
professionals to obtain the MSc Public Policy and Management 


while continuing with official responsibilities. 
Applications are now being considered for 2003. 


www.cefims.ac.uk 

CeFiMS, SOAS, University of London, 
London WC1H 0XG, UK 

telephone: +44 (0)20 7898 4050 

fax +44 (0)20 7898 4089 
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SOAS 





email: cefims@soas.ac.uk | University of London 


UNIVERSITY OF LONDON 
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. - S | : international environment with a student body comprising : V ; 
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tend to map your career path by following or leading? 
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Distance Learning 


AMERICAN DEGREE PROGRAMS 


2500 students in 112 countries study in their free time and earn 
Bachelor, Master, Ph.D. degree in Business - Engineering or Liberal Arts 
for a brighter future. We give academic credit for work experience. 
You can earn your degree in one year. Our instructors will guide you 
by fax, e-mail and phone. Use our INTERNET library. 

For a no cost catalogue contact us: 
P.O.Box 61707, King of Prussia, PA. 19010-USA 
Fax: 610 205 0960 e-mail: admissions@washint.edu 


Totally Flexible 
MBA/DBA/PHD 


/MS degrees by Distance Learning. You design you 
curriculum. You will not study material you already 
know or do not need. No exams, you learn througi 
research & writing. No Bachelors or GMAT required 
Faculty are successful business leaders/authors. 
Faculty wanted. Rushmore University, 1-815-425- 
8577, info@rushmore.edu www.rushmore.edu. 


The TO ADVERTISE WITHIN 
Masitittie THE CLASSIFIED SECTION 
CONTACT: 


London 
Ruth Fox 
Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 
ruthfox @ economist.com 


New York 
Beth Huber 
Tel: (212) 541-0500 
Fax: (212) 445-0629 
bethhuber @ economist.com 


Made in 
Durham 


“To help my career really take off, | chose Durham Business School. 














































Because | knew that employers worldwide wanted Durham graduates for top 
positions. | recommend this school to anyone looking to transform their career.” 
For further information on the Durham MBA (Full-Time, Part-Time and 
Distance Learning) or the DBA programme, visit www.durham.ac.uk/udbs or call 


+44 (0)191 374 2233.And prepare for the career you have always dreamed about. 


MBA & DBA Programmes 2002-2003 


-Durham © 


BUSINESS SCHOOL 


makers of business leaders 
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Gain the expertise and 
knowledge to protect 
your business 


University of London 

This NEW distance learning programme has 
been developed from the highly regarded MSc 
already offered to internal students of the 
University. The award-winning department at 
Royal Holloway College offers world-leading 
expertise in this field, being one of the largest 
















student I.D.s 


The New School Graduate Program 
in International Affairs 















academic security groups in the world. 


Due to the popularity of the course and 
following increasing demand from students 
overseas, we are offering this MSc by distance 
learning from September 2003. 


The degree is intended as a foundation for a 
professional career as well as for postgraduate 
research. It is an online course which is 

fully supported. 


For preliminary information please go to: 
www.londonexternal.ac.uk 






A unique Master's degree program that combines interdisciplinary learning with 
practical problem solving. Students work directly with international practitioners 
worldwide. With 150 students from 40 countries, this program focuses on the 
changing global economy, poverty, international institutions, NGOs, organizations, 
media and culture, with emphasis on problems facing developing countries. 


Information Sessions: 
Monday, Nov. 4 or Tuesday, Dec. 10 - at 6 p.m. 
Call 1-800-862-5039 ext. 230. Or visit us at 
www.nsu.newschool.edu/internationalaffairs 


The New School 


w New School University 


New York City 


The Economist October 26th 2002 























ESCP-EAP 


INTERNATIONAL 
MBA in Paris 












Entirely in English, the ESCP-EAP MBA in Paris 
is an unusualy multicultural experience, with over 
20 nationalities on the student body and faculty. 
Designed for experienced participants, it combines 
core courses in Paris with a wide range of electives and 
international seminars. 

ESCP-EAP MBAs lead to senior positions world-wide: join 
the network of 20,000 ESCP-EAP graduates in 65 countries. 


EQUIS and AMBA accredited. 
Next Session — January 2003 


Contact MBA Admissions: mbaQescp-eap.net 
+33 1 4923 2791 - 79 avenue de la République - 75011 Paris 


With faculty and campuses in Pans, Oxford, Madd and Berlin, ESCP-EAP develops 
business leaders and advances transtational learning and cisearh in management, 


ESCP-EAP 


"escp-eap.net 


European School of Management 


Learn everywhere. Manage anywhere. 


NIMBAS  *- 


The Associate Institute of the 
University of Bradford 


~ MBA/DBA - 


T NIMBAS Gr Graduate School of Manageftient offers you. the Opportunity 

| to study for British MBA and. DBA degrees in continental Europe. d 
A leading European school, NIMBAS is accredited by the Association of 
MBAs, recognised, by the Kultusministerkonfere Az, and Offers. its. degree | | 
from an EQUIS accredited institution. NIMBAS also ranks amongst thë- 
world' s step 5 50 business schools Sor the quality of its MBA Bieoraitimes: 


* Financial Times 


NIMBAS Graduate School of Management 
PO Box 2040, 3500 GA Utrecht, The Netherlands 
Tel: +31 (0)30 230 3050 Fax ET {0)30 236 7326 
E-mail: admissions@nimbas.com 
Website: wwwenimbas.com 








Are you too close 
to your family business 
to see it clearly? 


Family firms have many strengths, yet the environment 
is changing dramatically with new technology, global 
competition, new markets and new roles for business in 
society. These create opportunities for the firm which can 
see clearly how to develop its unique capabilities. 

This is where INSEAD can help. 


The INSEAD programme, The Family Enterprise Challenge 
is designed to bring you: 


* Greater understanding of family relationships, team 
work, business strategy, governance, ownership, finance, 
succession and conflict. 


* Deeper insight by sharing experiences with participants 
from other family firms. 


* New skills related to communication and managing 
personal relationships, especially across generations. 


e Future scenarios that are created by family ownership. 


Many families have already benefitted from this 
outstanding opportunity to increase knowledge, enhance 
skills and stimulate thinking. The Family Enterprise 
Challenge. The next session starts in Fontainebleau 
from 3-9 July 2003. 


For further information: 

Call: + 33 (0)1 60 72 40 26 

Email: mala.banerjee@insead.edu 

Visit: www.insead.edu/executives/fame.cfm 


INSEAD 


The Global Learning 
Network | 














MSc in Financial 
Nlanagement 


by distance learning 


The Centre for Financial and Management Studies (CeFiMS) 
based at SOAS in the University of London, offers the 
internationally renowned Masters Degree programme MSc Financial 
Management no matter where you are in the world. 


Other programmes include the MSc in Financial Economics and 
the Postgraduate Diploma in Economic Principles. 


Applications are now being considered for 2003. 


www.cefims.ac.uk 
CeFiMS, SOAS, University of London, 
London WCIH OXG, UK 

tel: +44 (0) 20 7898 4050 

fax: +44 (0) 20 7898 4089 

email: enquiries@cefims.ac.uk 


CeFiMS 





SOAS 


University of London 


UNIVERSITY OF LONDON 
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#| MBA 


The MBA for busy 
professionals 


=> You choose how to study: 
combine on-campus, web-supported or self study 


EB You choose when to study: 
exams every 6 months in 300 centres globally 


ES You choose what to study: 
MBA, Postgraduate Diplomas or Certificates 


To find out how to advance your career with this accredited MBA 
programme, contact a student advisor on +44 (0) 1279 623112 


in association with 
or email: ebsmba@pearsoned-ema.com — a 


Quoting: EAREC | Pearson 
Education 


Mm maris. 


Visit our website Www.ebsmba.com 








Swiss School of Hotel Management 


Hotel institute Montreux 


* 3 year Bachelor of Science Hospitality Degree * 2,5 year Swiss & US Hospitality Management Diploma 


* 5 month Post - Graduate & Professional Diploma * 6 week Certificate Programmes 


15 Avenue des Alpes , 1820 Montreux, Switzerland , Tel: +41 (0321 966 46 46 
Fax: +41 (0)21 966 46 00 E-mail: him@him.ch , www.him.ch 
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Shrivenham 


The Centre for Managing Security in Transitional Societies is 
developing a team to manage the Global Facilitation Network 
for Security Sector Reform, (GEN-SSR). Sponsored by the UK 
Government's Conflict Prevention Fund, the GFN-SSR will serve 
as an information repository and human resource centre for SSR 
issues, as well as assist in developing local capacity with regional 
partner institutions. 


Deputy Project Manager 


£31,083 - £36,880 p.a. 


Working closely with the Project Leader both in the UK and 
abroad, you will be a key player in the development of this 
project. You will deliver briefings and report on lessons learned, 
country analyses, local initiatives, and concept evaluations, 
;co-ordinate the flow of information fed into the database, and 
oversee daily operations. 


Reference number: R/DMSA52 
-Information Manager 
£28,818 - £34,040 p.a. 


Your role will involve downloading information daily onto the 
GEN-SSR website as well as monitoring the site and the helpline. 
Dynamic and flexible, you will be a team player able to work in 
the absence of the team leader in delegating work and actioning 
. requests. You will also be responsible for the production of the 
GEN-SSR bulletin and online journal, using desk-top publishing 
methods. 


Reference number R/DMSA53 


Research Officers / Phd Students - 
2 posts 


Working part-time hours for the GFN-SSR programme, you. will 
be given the opportunity to complete a PhD in a related SSR area. 
An interest in SSR programmes in Africa, Indonesia or Latin 
America will be a particular advantage. In return, your academic 
fees will be waived and a stipend of £14,000 will be offered. 


Research Officer/PhD Students - To express an interest in 
these posts please forward your CV to Dr Ann Fitz-Gerald, 
Department of Defence Management & Security. Analysis, 
Cranfield University, RMCS, Shrivenham, Swindon, Wilts, 
ES SN6 8LA. 

> plication forms and further | details. "3 be ` 

ned from the Personnel Department, Cranfield | 
mives, RMCS, Shrivenham, Swindon, Wilts, SN6 8LA. 

.(01793) 785758 quoting. the. appropriate reference. 
^ b un ac.uk/admin/person el on 


le sing date for r receipt of applicati ns: 19 November 2002. 








www.rmcs.cranfield.ac.uk 
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Faculty Appointment in Poverty and Human Rights | 


The Program on Sustainable International 
Development (SID) of the Heller Schoo! for 
Social Policy and Management, Brandeis 
University, announces a search for an 
Associate or Pull Professor to develop its 
teaching, internship, and applied policy 
research in either: 

* Poverty: methods to measure poverty 
and vulnerability, theories about the 
causes of poverty, and policies, 
programs, and strategies to alleviate 
poverty in a direct way. 

+ Rights-hased approach to 
international development: policies 


policy, and sustainable, equitable 
development; analytical and leadership 


high quality applied, policy research in 
poverty and in rights based approach to 


and mentoring students from over 30 
countries. Solid credentials in Africa or 
Asia are preferred, although the 


Women, minorities, and persons of color 
are particularly encouraged to apply. 
Qualifications and experience will 







Sustainable International Development Program - | 


skills needed to help build a critical mass of 


international development; and experience 
with and a strong commitment to teaching 


geographical area of specialization is open. 
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Two Senior Competition Policy Consultants for Hong Kong 
Attractive financial package, including gratuity after 2 years 


The Office oí the Telecommunications Authority (OFTA) is the 
government department responsible for regulating the 
telecommunications industry of the Hong Kong Special 
Administrative Region. OFTA is responsible for enforcing 
competition law in the telecommunications sector and is seeking 
to strengthen its professional expertise in this area. 


We wish to appoint two senior members of staff in the 
Competition Affairs Branch. One of the persons appointed will be 
an economist and the other will be a lawyer. Both will have 
substantial relevant experience. They will deal with investigations 

















Like most faculty at the Heller School, the 
successful candidate will be hired through à 
renewable multi-year contract. 

We seek an individual with a PhD or 
equivalent in any field of development 
with a proven ability to integrate. theory 
with empirical research in poverty and 
rights-based approach to development, We 
encourage applications from both scholars 
as well as development practitioners. 

The successful candidate should have a 
creative mind and broad vision that values 
the intersection of policy research, 
education, professional training, social 


and challenges. 


Brandeis University is an Equal Emi 


It’s important to have a say around the office or 
in your own department. It's far more important, 
however, that sound economic opinions on tax 
are voiced to the right people in government so 
that they impact on taxation policy for the 
whole country. 

We collect £billions in revenue each year - around 
409/o of government tax receipts. Besides 
collecting indirect taxes and protecting society 
from imports of illegal materials, we also advise 
the government on how well tax policy is 
working, helping them determine future changes. 
Our Analysis Division provides economic and 
statistical advice on all aspects of our business, 
and works closely with senior managers in 
government to make sure that rigorous analysis is 
at the heart of policy development. 


Join us, and you'll lead your own small team in 
the analysis of indirect tax policy which feeds 
directly into Budget and Pre-Budget Report 
decisions on VAT, environmental taxes and excise 


determine the title offered and the level of 
compensation. Applicants should submit a 
letter of interest by November 30, 2002, or 
until the position is filled. The letter should 
include a summary of qualifications, 
curriculum vitae, and names and contact 
information for three references. 

Direct correspondence to: Ms, Dons Breay. 
Associate Director, Sustainable 
International Development, Brandeis 
University, PO Box 9110. MSQ78 
Waltham, Massachusetts 02454-9110 USA 


Tek 781-736-2773. * Fax: 781-736-2774 
E-mail: breay@ brandeis.edu 
Website: http Z/hellerbrandeis.edu/sid 


xoyment Opportunity, Affirmative Action employer 






and policy issues 
broadcasting. 
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duties. You will be responsible for delivering 
high quality and timely analytical support for 
senior officials and Treasury Ministers. 


You should have a first degree of 2:1 or above in a 

numerate subject - preferably economics - and at 

least three years' experience as an economist in the 
public or private sector. Additionally, we'll look for 

strong analytical abilities, strong leadership qualities 
and the ability to influence people at ail levels. 


Besides the clear professional reward, you can look 
forward to a host of other benefits, The Civil 
Service offers a choice of final salary or 
stakeholder pension, giving you the flexibility 
to choose the pension that suits you best. 


For further information contact 

sue.roper hmce.gsi.gov.uk or call her on 
020 7865 5773. Please send your c.v. and 
a covering letter, by 15th November 2002, 
to Tracy Nugent, New King's Beam House, 
22 Upper Ground, London SE1 9PJ. 


related 


The closing date for applications is 25 November 2002 


telecommunications and 


Candidates for the economics post should hold a first or second 
class honours degree in economics and have worked in the 
competition area for at least 5 years. For the legal post, candidates 
should be qualified solicitors or barristers in a recognized 
jurisdiction and have practised competition law for at least 5 
vears. Both candidates should preferably have experience in the 
telecommunications or broadcasting sector. 


The successful candidates will be appointed initially on a two- 
year non-civil service contract. Further details, including how to 
apply, can be found in "What's New" on OFTA's website 


HM Customs and Excise 
is committed to equal 
opportunities and 
welcomes applications 
from all sections 

of the community. 
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European Agency for Reconstruction 


The EUROPEAN AGENCY FOR RECONSTRUCTION, with its Headquarters in Thessaloniki and 
Operational Centres in Belgrade, Pristina, Podgorica and Skopje is responsible for the management of the 
main EU assistance programmes in the Federal Republic of Yugoslavia (the Republic of Serbia, Kosova, 


























the Republic of Montenegro) and the Formar Yugosiav Republic of Macedonia. 


We are looking for a new staff member (Temporary Agent) to whom we offer an 18-month contract (with the 


possibilty of renewal) and a competitive salary. 


PROGRAMME MANAGER: 


TICE AND H 


FFAIRS (JHA 


Grade A7/A4 - Ref No: SKP 005/TA 


The programme manager will work, within the Operations Division in Skopje under the supervision of the 


Head of Operations, 


Tasks: 

€ Assessing needs and designing projects in the 
Justice and Home affairs sector, with spacial 
emphasis on the judiciary 

@ Elaboration of stratagy papers, reports and 
drafting of financing proposals 

€ Drawing up terms of reference for feasibility 
Studies, tenders and contracts 

e Progress chasing (including tieid visits), 
supervising and trouble shooting to ensure 
project progress is in accord with targets set 

e Representing the Agency at a range of meetings, 
including donor co-ordination in the sector 


Candidates must have: 

€ The citizenship of one of the Member States of 
the European Union 

€ University degree in law 

€ Minimum of 5 years relevant work experience as 
a lawyer, a judge, or a high ranking official in a 
ministry of justice 

€ Excellent knowledge of different JHA systems 
within the EU 

e Strong understanding of JHA legal matters 
including criminal procedures 

@ Fluency in written and spoken English 

è Experience of working in the Balkans and/or 












post-confiict or transition situations 

e Computer skills, including Excel, Word and other 
software and drafting abilities 

@ Experience of work in an international 
environment would be an advantage 


How to apply: Applications should be submitted by e-mail only to admn € ear.eu.int, with a letter of interest 
indicating the job reference number (SKP 005/TA) and a detailed CV in English using the ‘European 


Curriculum Vitae Format’ as available on our website hitp//www.eareu.int/obs/iobs.htm 


The Agency is an equal opportunity employer, and encourages applications from women. Applicants will be 
short-listed on the basis of their CVs, and short-listed candidates will be invited for an interview. Candidates 
who have not bean contacted by 31st January 2003 should consider that there will be no follow-up to their 
application, 


Deadline for the submission of applications: 10th November 2002 


IMPORTANT NOTE: Our previous job vacancy Programme Manager: Justice and Home Affairs SKP 
004/TA, published in The Economist October 19th 2002 edition, is cancelled. 
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We've got a job that adds up 
The Agency's central purpose is to improve the quality of life and the prosperity of 


the people who live in the South West region. We are now seeking to recruit an 
Economist in the Strategy and Communications Directorate: 


Economist 


Exeter Salary up to £33,400 p.a. Dependent on relevant 
qualifications and experience. A higher salary may be 
available to an exceptional candidate. 








This is an important post for the Agency. You will play a key role in informing the 
Agency on regional, national and intemational economic trends. You will work with 
extemal partners to provide a forecasting role for the Board, Agency staff and the 
Regional Observatory. With several years experience in large private or public sector 
organisations, you will be familiar with econometric modelling, input/output 
models, benchmarking data, economic cydes and trends, economic research and 
analysis. You will be an ambassador for the Agency and will therefore be able to 
demonstrate excellent communication skills and a good understanding of the role 
of the South West RDA. 


Benefits indude 30 days annual leave and a final salary pension scheme (PCSPS). 











For an application pack and further details, please contact Emma Blackiston on 
01392 229 622/533/532 or e-mail vacanciesQ southwestrda.org.uk 


The dosing date for receipt of applications will be Monday 11th November 2002 
by 12 noon. 





South West of England Regional Development Agency 
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? Swiss Tropical institute 
Vt institut Tropical Suisse 
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Business and Public Health: Team Leader ITNs, 
National Malaria Control Programme, Tanzania 


Applications are invited for the post of Team Leader of the National Insecticide 
Treated Nets Programme in Tanzania. 


The National Malaria Control Programme (NMCP) wishes to contract a 
dynamic, highly motivated professional as Team Leader to drive its 
implementation, This is a senior appointment for a major National Public 
Heaith initiative with multi-million dollar funding. Candidates from sectors 
other than health, and from the private sector are encouraged to apply. 


The key duties and responsibilities will include the management and 
continuous development of the national ITN implementation plan, as well as 
fostering a close partnership with stakeholders from the commercial sector for 
mosquito nets and insecticide. 


The successful candidate will have an outstanding track record for creativity 
and initiative in large-scale operations and an ability to translate 
policy/strategies into implementable action plans. S/he should have at least 10 
years successful professional experience. 


The Team Leader will report to the Programme Manager, NMCP, and be based 
in Dar es Salaam, Tanzania. The ITN Team Leader will be employed through 
the Swiss Tropical Institute in Basel (Switzerland). An attractive package is 
available dependent upon experience and qualifications. Further details can 
be found under: http://www.sti.ch/jobs.htm. Interested candidates should 
send letters of application, curriculum vitae, copies of certificates and contacts 
(incl. email) for three referees until the 15th of November 2002 to: 


Dr. A. Mwita, Programme Manager, NMCP. P.O. Box 38112, 
Dar-es-Salaam, Tanzania. 
EPI Buildings, Mabibo, off Nelson Mandela Road. 
Tel.: (4255 22) 450 479 or 450 089 Email: NMCP@twiga.com. 
With copy to: Isabelle Bolliger, Human Resources, Swiss Tropical Institute, 
Socinstrasse 57, 4051 Basel, Switzerland, 
Email: isabelle. bolliger@unibas.ch (Tel. +41 61 284 8111). 


By courier: 


Ref.: RF- 2002/2003-135 


THE UNIVERSITY OF HONG KONG 


The University of Hong Kong is at the international forefront of higher learning and 
research, with more than 100 teaching departments and sub-divisions of studies, and more 
than 60 research institutes and centres. Current enrolment includes 10,000 undergraduates 
and 7,000. postgraduates from 48 countries. English is the medium of instruction. The 
University is committed to international standards for excellence in scholarship and 
research; 





Professor: Chair of Accounting 


Applications are invited for appointment as Professor: Chair of Accounting in the School of 
Business, tenable from as soon as possible. The appointment will initially be not less than 3 
years, with the possibility of renewal, 


The School of Business was established as a new integrated structure in 1995 and is fast 
expanding. It is the School's mission to become one of the best business schools in Asia. 
Information about the School can be obtained at hitp://www.business.hkuhk/, 


The School teaches at the doctoral, MBA and BBA levels. The appointee will be expected to 
contribute to research and teaching within the broad field of financial and management 
accounting: Applicants must therefore have a successful research and teaching record in at least 
one of the major areas of the subject. 


Applicants should submit a completed application form, with a letter of interest and curriculum 


| vitae to the Appointments Unit (Senior), Registry. The University of Hong Kong. 





The University reserves the right not to fill the post or to fill the post by invitation or to make 
an appointment at an appropriate level. 





Annual salary [attracting contract-end gratuity and U niversity contribution to a retirement 
benefits scheme, totalling up to 15% of basic salary} will be within the professorial range 
(which is subject to review from time to time in accordance with the University's established 
mechanism), which is not less than HKD1.2M-- with starting salary depending on qualifications 
and experience. At current rates, salaries tax does not exceed 15% of gross income. Leave, 
medical/dental benefits, and, where appropriate, a taxable financial subsidy under the Home 
Financing Scheme for reimbursing either the actual rental payment or the mortgage repayment 
up to the relevant maximum entitlement, will be offered to the successful candidate, 















Further. particulars and application forms (272/302 amended) can be obtained at 
httpsz//extranet.hku.hk/apptunit/ or from the Appointments Unit (Senior), Registry, The 
University of Hong Kong, Hong Kong (Fax: (852) 2540 6735 or 2559 2058; E-mail: 












The University isan equal opportunity employer and is committed to a No-Sinpking Policy 




















| Latin America & the Caribbean Region 


| The World Bank is seeking a Lead Economist to join the Latin America and the 
Carribean Regional Office in Washington, DC. The selected candidate would be 
part of the Country Management Unit responsible for Bank operations in 
Colombia, Mexico and Republica Bolivariana de Venezuela. The Lead Economist 
would act as the Country Director's main advisor on the country policy dialogue 
and on the design and implementation of Country Assistance Strategies and 
| adjustment operations in the three countries. She plays a lead role in managing 
client relations, the economic policy dialogue, work program formulation, 
portfolio management and. quality assurance related to outputs and impact. 





Candidates should have a Ph.D. in Economics, a minimum of 12 years’ relevant 
experience, demonstrated effectiveness in conducting policy dialogue on economic 
issues with senior government officials, the private sector, donor representatives 
and civil society. Credibility with the policy community in Latin America, in the 
Bank Group, and internationally is essential. Prior knowledge of Mexico, 
Colombia, Republica Bolivariana de Venezuela or of other Latin American and 
Carribean countries and working proficiency in Spanish are highly desirable 


interested candidates can find a detailed job description and apply on-line 
through the World Bank's career web site: www.worldbank.org/enreers. Vacancy 
announcements are listed under "Bank Careers’. Please apply directly to job 
number 200209059. The closing date is October 31, 2002. 


Candidates should send a detailed curriculum vitae, including a list of 
publications and other written work of which they are the primary author, Due 
to the expected volume of applications, only short-listed candidates will receive 
responses. 


The World Bank offers internationally competitive compensation packages. 
Women and developing country nationals are particularly encouraged to apply. 






BANCO DE ESPANA 






POST-DOCTORAL RESEARCH POSITIONS 
ACADEMIC YEAR 2003/2004 










The Banco de España invites applications to take up Post-Doctoral 
Research Positions in its Research Department in Madrid. Candidates 
should hold a Doctorate or Ph.D. Research projects will be in the 
fields of macroeconomics, monetary policy, international economics, 
econometrics, finance or the labour market. Appointments will be for 
the maximum term of 12 months, as from September 154 2003, and the 
gross monthly stipend will be € 5000, plus travel expenses. 









Candidates should submit their applications by January 170 2003. 
The Banco de España will notify the candidates selected no later than 
February 28th 2003. Request for information on prerequisites and 
conditions should be addressed to: Banco de Espafia, Human 
Resources Development Area, Alcalá 522, E-28027 Madrid (Spain). 


Tel.: (34) 91.338.68.39. 
Fax.: (34) 91.338.68.82. 
E-mail: RRHH desarrollo@bde.es 
Web: hitp://www.bde.es 












Director & Associate Directors 


Career Management Centre 





London Business School is one of the world's leading business schools 
with a strong international reputation and a recently appointed high 
profile Dean, Laura d'Andrea Tyson. A matter of great importance to 
London Business School is the successful placement of its students on 
graduation in positions appropriate to their qualifications and aspirations. 
The objective of the Career Management Centre (CMC) is to meet the 
recruitment needs of employers and successfully place our graduating 
students in the jobs to which they aspire. We aim to enhance 
significantly the placement service for our MBA/Executive MBA 
students and those on our Masters in Finance and Sloan Masters 
programmes. We are therefore making three senior appointments ~ a 
Director and two Associate Directors. 


Director 

The Director will lead the CMC through this new phase of development, 
and be responsible for the overall management of its staff, activities and 
resources, The role requires effective building of external relationships 
with current and potential employers as well as internal relationships 
with students, Programme Directors, faculty and other members of the 
School, The Director will work with the Dean's office to develop appropriate 
performance measures and be accountable for ensuring that the CMC pro- 
vides a highly professional and effective service to recruiters and students. 


Associate Directors 

Candidates are sought for two newly created Associate Director positions 
to complement the current team. Reporting to the new Director, they will 
have responsibility for specific areas of specialisation, which are industry, 
finance or consulting. They will have a number of years of professional 
experience in one or more of these sectors and a deep understanding 


-o The Economist October 26th 2002 





of client relationship management, The Associate Directors will. spend 
approximately 8096 of their time in building strong relationships with 
current and new recruiters and the balance in providing guidance on 
career opportunities in the sectors for which they are responsible and 
helping students to develop effective career and job search strategies. 


Candidates for ali these positions will be strongly results orientated, 
and will require excellent communication and interpersonal skills and 
strong business development capability. 


This is an exciting time to join the London Business School and these 
appointments offer the right sort of individuals a challenging and 
rewarding opportunity to make a real difference through their 
contribution to the CMC, the role of which is key to the continuing 
success of the School. 


To find out more about London Business Schoo! sea our website 
www.london.edu and to make an application, or request a copy of the job 
descriptions, please write in confidence, with a comprehensive CV and 
remuneration details to: 

Claire Lane, Practice Administrator, 
Heidrick & Struggies International, 
Consultants in Executive Search, 

3 Burlington Gardens, London WIS SEP. 
Email: clane@heidrick com 


Closing date: 22nd November 2002. 


London lis 
Business g 
| School | 





London Business School 
is an Equal Opportunities 
employer, 


g futt 


www.london.edu 










Engineering and Public Policy 
at 
Carnegie Malton seeks 
doctoral students 


with technical backgrounds to address policy 
issues with important technical content. 
See http//www.epp.cmu.edu 
Victoria Massimino, EPP, Camegie Mellon, 
Pittsburgh, PA 15213 USA 














USA/Canada 
Europe 
Asia / M. East / Aus +66 2 2674688 
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JOB HUNTING INTERNATIONALLY? 
Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 
+} 202 478] 698 
*44 20 75048280 


** WORK IN USA ** 


195,000 Employment VISAS Available! 
UL PROFESSIONALS, ENGINEERS, ARCHITEGTS, 
AGCOUNTANTS, PHYSICIANS, TEACHERS, EIC. 















TOP Positions, Salaries & Benefits 
Visit us Online for Job Opportunities! 
Affiliates (Recruiters) Needed! 





www. .GreenCardSpecialists.com 








Email: 
cpamerica@careerpath.co.uk 
cpeurope@icareerpath.co.uk 
cpasia@bkk. loxinfo.co.th 


Georgia Senior Agribusiness Advisor 


The U.S. Agency for International Development Mission to 
the Caucasus, seeks applications from qualified American 


citizens for a Personal Services Contractor opening summer 





Required Qualifications: 








Work Experience: 





2003 in Tbilisi, Georgia. 


Deadline to submit applications is 15 December 2002. 


Education; A master's degree in an agricultural or an international development 
related field, and/or a bachelor's degree in agriculture, with substantial 
work experience in agribusiness development-related fields. 


Experience in overseas resident management of agribusiness 
and agricultural development assistance activities. Previous 
experience with management of USAID-funded programs or 
similar programs financed by other donors. 


For more information and instructions on how to apply, please visit: 
http://www.usaid.gov/procurement bus, opp/procurement/psc. solicit/ 











THE CREME ALWAYS RISES TO THE TOP, 
SO WHY SHOULDN'T YOU? 


Looking for the way to achieve that higher level of income? If you're 
an international senior executive, over 40, and currently earning 
$100K+ per year, we can assist you in attaining your goals. Resume 
Broadcast international, will manage your career search with the 
personal contact necessary for success. Our committment is not 
just 40 hours per week, but 24 hours a day, 365 days a year. Don't 


wait another minute, 
contact us and open the doors to opportunity today. 
Resume m Resume Broadcast international 
we mB —P.O. Box 6930, San Diego, California 92166, USA. 
SroggOreut © Tel: 619 224 9257, Fax: 619 224 9268 











Email: 102224.3306 @ compuserve.com 


Internationa 





Aà 


SEPAP 


Scottish Environment 
Protection Agency 


ENVIRONMENTAL ECONOMIST (water resources) 
£28,560 - £38,229 


Directing the development of the economic analysis and tools required 
for the implementation of the Water Framework Directive, you'll provide 
support to internal staff and represent SEPA in an official external capacity. 













Stirling 








Trained in economics, you'll have knowledge of policies and legislation 
relating to pollution control, environmental impact and sustainable 
development. A relevant degree and at least three years’ appropriate 
experience is also required. 








The closing date is 15 November 2002 at 12 noon. To apply, send your 
completed application form ~ stating ref: SPEF9083, salary expectation 
and notice period — to Recruitment, SEPA Corporate Office, Erskine Court, 
Castle Business Park, Stirling FK9 4TR or recruitment@sepa.org.uk 

You can also visit our website at www.sepa.org.uk — details can 

he found in the Vacancy section. 










DEPARTMENT OF ECONOMICS 


The Economics Department at National University of Ireland, Maynooth, has two openings 
for full-time appointments tenable from September 2003. Applicants should ideally have 
completed a Ph.D. by summer 2003. The department has a strong undergraduate and 
postgraduate programme in Economics and Finance. Our preference is to make one 
appointment in Economics and one in Finance. Candidates must have a strong commitment 
to research and teaching. Candidates in all fields of Economics are encouraged to apply 
although we have some preference for candidates with research interests in labour economics 
or industrial organisation. Likewise candidates with research interests in all fields of Finance 
should apply although we have some preference for applicants with expertise in 
international finance or corporate finance. 




























It is envisaged that successful candidates will be appointed on the following salary scale: 
Lecturer (new entrants): €42,064 - €68,188 p.a. (7 points) 


Interested applicants should submit a C.V., letter of interest, three letters of 
recommendation and a written sample of recent work to the following contact: 
Dr. Donal O'Neill, Chair of Search Committee, Department of Economics, National 
University of Ireland, Maynooth, Maynooth, Co. Kildare, Ireland. Tel: 4353-1- 7083555; 
Fax: +353-1-7083934; E-mail: doneill&may.ie 


The deadline for receipt of applications is Friday, 17 January 2003. A shortlist of applicants 
will be invited to Maynooth for interview. For further information, you can visit our web 
page at: http://www.may.ie/academic/economics/ or contact doneill&may.ie 
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E Postgraduate Studies in the Social Sciences 


| The College welcomes applications from candidates for research or postgraduate study 
in economics, politics and international relations, and sociology, ail broadly conceived. 
Interdisciplinary applications are very welcome, as are applications from students with 
substantial social science interests in other fields (e.g. social and economic history). 
Applicants are advised to consult the Nuffield website  http.//www.nuff.ox.ac.uk for 


further information on the interests of the College Fellows. 


The College offers a small number of Nuffield Funded Studentships, open to both UK 


and overseas students, to cover fees and maintenance. 


Nuffield is a postgraduate college within the University of Oxford, with about twenty-five 
students admitted each year An extensive programme of lectures and seminars is 
available. The College offers an active research environment, with a number of 
distinguished academic visitors from many countries in residence, an outstanding social 
science library and strong IT support, which is available to students; it also provides 


single offices for the full period of the studentship, 
Closing date for applications to the University and College is 6th January 2003. 


Prospectus and application forms are available on the College website, or from the 


College Secretary, Nuffieid College, New Road, Oxford OX1 INF, UK. 
The College is committed to the principle of equality of opportunity. The College 


exists to promote excellence in social science research and graduate education. 
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IFPRI 


THE INTERNATIONAL FOOD POLICY 
RESEARCH INSTITUTE 


THE INTERNATIONAL CENTER 
FOR TROPICAL AGRICULTURE 


The International Center for Tropical Agriculture (CIAT) and the International 
Food Policy Research Institute (IFPRI) are seeking a Program Director to lead 
the Biofortification Challenge Program ($804. million proposed budget over ten 
years), one of the Challenge Programs (CPs) selected by the Consultative Group 
on International Agricultural Research (CGIAR) for fast-track development. 
This position is a four-year, fixed term, renewable appointment. 


The term ‘biofortification’ refers to a strategy of breeding staple food crops, 
which are relatively high in bioavailable micronutrients as a promising means to 
reduce micronutrient malnutrition in developing countries. The initial target 
micronutrients are iron, zinc, and vitamin A. The Biofortification CP involves 
collaboration between eight CGIAR Centers and a large number of partner 
institutions in developing and developed countries. 


The Program Director will provide overall leadership of the inter-disciplinary 
project; manage and coordinate multiple project components; implement fund 
raising to meet budget goals; communicate project progress and results to a 
range of audiences, and establish alliances with interested partners. 


Required Qualifications: Ph.D. in Agricultural Economics, Social Science, 
Plant Breeding, Human Nutrition or related field, Must possess a demonstrated 
record of achievement of 10+ years in bringing together economics, plant 
breeding, and nutrition-related research. Experience in a multi-cultural 
environment with the ability to communicate English both verbally and in 
writing is essential. 


CIAT and IFPRI are non-profit organizations with more than 120 combined 
internationally recruited scientists. The Centers offer a collegial research 
environment with internationally competitive salary and benefits packages, and 
believe that staff diversity contributes to excellence. Therefore, CIAT and IFPRI 
encourage women and developing country nationals to apply. 


Please send by December 15, 2002 your curriculum vitae, salary 
requirements, the names of at least three references, and a detailed letter of 


|. interest summarizing the relevance of your experience to: IFPRI Human 


Š ^ Resource Services, REF# 01-168, 2033 K Street, NW, Washington, DC 20006, 
Fax: (202) 862-8187. E-mail: IFPRI-HRINTLGcgiarorg. For more 
information on the biofortification program and on CIAT & IFPRI, please visit 
our websites at www.ciat.cgiar.org and www.ifpri.org and. EOE. 
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ublications 


Trade and Development Report 2002: Developing 
Countries in World Trade 
The report analyzes trends 
for the world economy and 
focuses on export dynamism 
and industrialization in 
developing countries. It 
demonstrates that, although 
integration into world trade is 
essential, it is not in itself 
sufficient for ensuring a 
country's development. 
9211125499 208pp. $39.00 





PE aden = 

This publication provides the 
most comprehensive overview 
of cooperation between the 
United Nations system and 
the business community. The 
book highlights both obstacles 
and opportunities and it 
makes a compelling case for 
partnerships between the UN 





system, governments, 
business and civil society 
organizations. 


E.02..12 9211008905 352pp. $27.50 


World Investment Report 2002: TNCs and 
Export Competitiveness 

This year's Report focuses on 
the role of transnational 
corporations (TNCs) in the 
export competitiveness of 
Transnational developing countries. It 
Corporations analyzes the latest trends in 
am Export international trade, and 
SLE identifies the countries and 
sectors in which TNCs have 
driven export performance. 

921112510 400pp. $49.00 





UNITED NATIONS PUBLICATIONS 

Sales and Marketing Sect, Rm DC2-0853, Dept A309, New York, N.Y. 10017 
Tel. (800) 253-9646, (212) 963-8302; Fax. (212) 963-3489 

E-Mail: pu un.org - Internet: dd /pwww.un.org/publications 


ORGANISATION DES NATIONS Unii 

Section des Ventes et Commercialisation, Bureau E-4 

CH-1211, Genéve 10, Suisse 

Tel: 41 (22) 917-2614; Fax: 41 (22) 917-0027; E-mail: unpubli@unog.ch 


Visa, MC and AMEX accepted. Add 5% of gross ($5.00 minimum) for 
shipping and handling 





















































with dignity in their own communities. 


Communications Manager 


Based in Nairobi, Kenya 


This role reports to the Executive Director, and works closely with the rest of the 
Secretariat team, communication colleagues from partner organizations, and HACI 
staff in Uganda, Kenya, Malawi and other countries that HACI operates in. The 
Communications Manager will design and implement the communications strategy 


of this two-year old, multi-partner Initiative, and will facilitate flow of information at 


all levels, positioning the Initiative as a strong and credible partnership. They will 
work with HACI countries to ensure consistency of messages and plan specific 
events, building communication capacity of HACI at the country level, 


Applicants will need a degree in Communications, International Development, 
or other relevant degree or equivalent work experience. 


For both these posts a detailed job profile including skills and experience required is available on our website 
www.plan-international.org. To apply, please send your CV in English, including an explanation of how you meet the 
requirements and giving your current salary, indicate clearly which post you are applying for to: Katharine Trevelyan, 
Plan, Chobham House, Christchurch Way, Woking Surrey GU21 6JG.Fax 01483 756505 or 


email: katharine.trevelyan@plan-international.org 


In the interests of making most cost effective use of funds and resources, we will only be able to respond to those 


applicants who are shortlisted for interview. 
The closing date for applications is 8th November 2002. 


Interviews will take place in either London or Nairobi week of 25 November 2002. 
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Panel of Procurement Experts: 


Fiduciary Risk Management,Capacity Building & Anti-Corruption 


The management of fiduciary risk and action to tackle corruption are tasks 
of increasing importance for international development. DFID is seeking 
to establish a new Panel of International Procurement Experts under 
a 4 year framework arrangement to assist DFID and possibly other donors 
to strengthen the procurement systems of partner Governments and Agencies, 
The framework arrangement may be extended for an additional year. 


Activities may include participation in multi-donor assessments of procurement 
systems, providing advice on an appropriate legal and regulatory framework, 
the design or implementation of capacity — building programmes to embed 
sound and sustainable good practice, skills transfer and training. DFID may 
also wish to commission research work. 


Expressions of Interest are sought from well-qualified organisations and 
individuals. DFID has fully untied its development programme and there 
are no restrictions on national origin of service providers. 


Expressions of Interest should be submitted using the application form 
available from the DFID website www.dfid.gov.uk under working with us. 
The Expression of Interest should be accompanied by a Capability Statement 
of not more than 4 A4 pages showing evidence of skills and expertise 
in the following areas: 


1. Applicants must possess a recognised international professional 
procurement qualification (eg Chartered Institute of Purchasing and 
Supply) or equivalent. 


1 


INVESTOR UN IN PEOPLE 


Hope for African Children Initiative 


. With thousands of lives lost to HIV/AIDS each day in Africa, Hope for African Children has been established to help local communities care for and support children 
affected by the disease. This valuable initiative brings together five international development organisations to achieve realistic steps towards healthier children living 





Technical Advisor 
Based in Nairobi, Kenya 


This role reports to the Executive Director, and will lead the development of a 


Monitoring and Evaluation system for the HACI Initiative. The focus is to provide 
technical input for fundraising proposals, program design, and assessment of the 


impact of program interventions and activites. 


A degree in Public Health, other relevant degree, or equivalent work experience 


is required, as is 7 years experience in international health programming and 
implementation of HIV/AIDS/STI and behaviour programs. 





Hope for African 


2. Applicants must demonstrate a minimum of 5 years practical 
experience in procurement practice and reform in developing countries 
and àn understanding of how good procurement can contribute 
to achievement of the Millenium Development Goals. 


3. Applicants must have respect for Diversity Issues. 


4. Applicants must demonstrate the ability to make analytical and informed 
judgements on fiduciary risk and to communicate and influence others 
on complex issues. 


Expressions of Interest must be submitted by 14:00 hrs on Monday 
25 November to Mrs A O'Farrell, Procurement Department, 
Department for International Development, Abercrombie House, 
Eaglesham Road, East Kilbride, Glasgow, G75 BEA , Tel: 01355 84 3346, 
Fax: 01355 84 3499, E-Mail: a-ofarrell@dfid.gov.uk 





Working to eliminate global poverty and promote 
sustainable development 






CIiViLSERVICE 






Department for 
International 
Development 


DFID 


www.dfid.gov.uk 
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e OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS. 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rales Currently available by a licensed tonal firm. 


EST. 1969 


LICENSED CO. 
& TRUST MANAGEMENT 


(— M— M AER sh Lartehrnhh Lire 


DELAWARE (USA) 
CORPORATIONS 

Specialists in Corporations. General 

Det Sh Comets. Cal or wt os FREE KIT 


3511 Shersde Bi, #10540 © Wien, DE 1900 
307-477-9800 © 800321 C009 a FAX 302-477-981] 
E-mail conOdeleg cam © /delteg.com 





Sterne & Co r.c 


M&A ADVISORS 
TO THE SOFTWARE INDUSTRY 


914.674.0220 
sterne@attglobal.net 
HIRE THE MOST EXPERIENCED 


OFFSHORE COMPANIES 









* Ready made companies 

* Full corporate administration 

* "rade services (L/C, shipping) 

* Banking/Accounting services 

* China business development services 
Contact Stella Ho for immediate services 
& company brochure 


NACS LTD 


Room 1108, Albion Plaza, 
2-6 Granville Road, T,5.T., 
Kowloon, Hong Kong 
E-mail: nacs@nacs.com Ak 
Website: www.nacs.com.hk 
Tel: (852) 2724 1223 Fax: (852) 2722 4373 
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International 
Property 


SWITZERLAND 


Lake Geneva & Alps 
Attractive properties, overlooking views, 1 to 


5 bedrooms, rom SFr 250000. Sale to Non- 


Swiss citizens authorized. Leading company 

established in 1975. Experience. Discretion. 
REVAC S.A. 

52, Montbrillant, CH-1211 GENEVA 2 

Tel, +441 22/734 15 40, Fax 734 12 20 
WWW.revac.net 


m——————— MORE 


Business 
Opportunities 


investors Required 
10% p.a. + profit share 
Full security on property 
Property has less than 2096 
debt & investor funds. 
Call +44 7899911992 


fax: 444 20 7681 1967 
introducers welcome 
















Readers are Recommended 
io make appropriate enquises and tke appropriak sdvice before 
sending miey, inciting doy expense or Ont ime e binding 
Manet in relation te un advertisement. The Economiu 
Mewspsper Limited shall not Be lable te any person for lows ar 
dime mumed or sufíerod as a neseR of fis / her accepting or 
affenng i accept am iavitiion coniaisad ie any adeoniscasent | 
published i in The Feoacnist. 








The Economist October 26th 2002 


Banks, Trusts, Foundations 








LONDON: For immediate, friendly advice, please contact: 


30-100 Sydney $i. Chelsea, Helen Harper LL. B (Hons), Dip. Law, AO! Janson Lotery B.Sc (Hons) 
en E-mail: helen@scfigroup.com E-mail: Janson@scfgroup.com 

Teli +44 (D) 20 7302 2274 Charles Baker M.A. (Hons) 

Fax.+44 (8) 20 7795 0016 E-mail: charles@setgroup.com 


Offshore Corporations 


TAX-FREE S’PORE 
& OFFSHORE CO. 


Bank A/Cs, Credit Cards incorporation, tax planning 
V GLOBAL-NAONEY.com 
nins l- monevy.com 


5241407 


& bank afc 


Allen & Bryans Consultants 
allen_bryans@pacific.net.sg 
T: 65-63233021 F:65-63233959 


NEW AUTHORS 
PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 
Write or send your manuscript to 

ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TWI 4EG. UK, 
E-mail: üthieniepook qose. com 


www. swiss-Bankcaccounis: com 





Free online consultation, 24 hours per day, 7 days per week 


Abrams & Krochak 
Cartadian immigration Lawyers 

3345 Merton Hewes, Saite 402, "Toroose, Ontario, MAS 181 

Tei 22 03 416 432 3387 Fas, ^ (I) 416 482 0047 


Idop Henley €» Partners 
OFFICIAL PROGRAMS LEADING TO 
FULL CITIZENSHIP AND PASSPORT 

TEL 41 ~ 242 —- 356 51 85 
Fax 41 - 242 ~ 356 51 89 
WWW.HENLEYGLOBAL.COM / EC 


BY GOVERNMENT APPOINTMENT 


OFFSHORE 
COMPANIES 


WEALTH PROTECTION 
AND TAX MANAGEMENT luxembourg @ocra.com 


FINLAND 


oe 








TAX-FREE 
Offshore Companies 
Offshore Accounts 











Belize ete os Inc. 


IMMIGRATE TO CANADA 
*We Can Help" 


30 Years Experience in hamigrstion Matters 
The how firm of Somjen & Peterson 
hitp^wwvosomjen.com 
Email: semjen@somjen.com 
Suite 810, 1240 Bay Street, 
Toronto, Ontario, Canada, MSR 2A7 
Tek (4169922 &083 — Fax: (4161922 4234 
"We Can dnd 


With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 
effective solutions. 


¢ Solutions for Expatriates 


» Trading or investing internationally 


“OFF FSHORE 
TAX-FREE 


Companies world-wide 


Formation and administration of 
companies, opening of bank accounts 
telfax/mail forwarding service 


UNITED KINGDOM 
LONDON 
LAVECO Ltd. 


* Protecting your wealth 


auritius.com 





* Setting up a business overseas 
HONG KONG 


Contact David Stevenson for an 
exploratory discussion or a copy of 
our FREE 110 page brochure 


T: +44 (1624) 818899 
F: +44 (1624) 811011 


E: business@ocra.com 


W: www.ocra.com 


“Fel: +44-207-556-0900 
Fax: +44-207-556-09 10 
E-mail: londoni?laveco.com 
HUNGARY 
fel: +36-1-217-96-8] 
Fax: 36-1-217-44- 14 
OE “mail: hungary@laveco.com 
ROMANIA 
Jel: +40-722-326-329 
lax: +40-21-313-7177 
_ E-mail: Mrd lave i or com 


CYPRUS 
Jl: -3357-24-636-919 


Fax: 4357-24-036-920 
E-mail: pee laveco.com 


ing € singnet.com.sg 


AUSTRALIA 





Economic an 


Overview 


Wall Street continued to rally. The Dow Jones 
Industrial Average rose by 5.7% over the 
week, despite further signs that America’s 
recovery is stalling. The Conference Board's 
index of leading economic indicators fell in 
September for the fourth consecutive 
month. Yet a surge in imports shows that do- 
mestic spending remains strong: the visible- 
trade deficit widened to a record $42.3 bil- 
lion in August; its 12-month deficit swelled 
to $447 billion. 


The yen touched a four-month low of ¥125.6 
to the dollar on concerns that measures to 
clean up the banking system might be de- 
layed by political pressures. But the currency 
bounced back on October 23rd after Juni- 
chiro Koizumi, the prime minister, threw his 
weight behind the reforms. 


Inflation slowed to 1.5% in America in the 
year to September, from 1.8% in August. 
Canada's inflation rate also declined to a 
lower-than-expected 2.3%, well within the 
Bank of Canada's target of 1-396. This makes 
it less likely that the Bank will raise interest 
rates again at its next meeting in December. 
In contrast, Australia's inflation rate roseto 
3.2% in the year to the third quarter, up from 
2.8% in the second quarter. This left it 
slightly above the Reserve Bank’s target of 
2-3%. 


There are yet more signs of economic weak- 
ness in the euro area. Industrial production 
fell by 0.8% in the 12 months to August. 
French household spending fell by 1.2% in 
September, reducing year-on-year growth to 
1.5%. Excluding cars, spending fell by 2.2% 
in the month. The euro area's 12-month 
trade surplus widened to $89.5 billion in Au- 
gust, up from $12.8 billion a year earlier. 
This largely reflected a slump in imports—yet 
more evidence of weak domestic demand. 


Intheirannual autumn report, Germany's 
six leading economic research institutes re- 
duced their forecast for growth to only 0.4% 
this year and 1.4% in 2003. However, slug- 
gish growth has done little to restrain wage 
inflation: German workers’ pay rose by 2.7% 
in the year to August, up from 1.9% a year 
earlier and well ahead of the 1% inflation 
rate. Combined with sluggish productivity 
growth, rapid wage inflation is squeezing 
company profits. 





Data on more countries are available to 
subscribers on www.economist.com 
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Output, demand and jobs 


% change on year ago 
The Economist poll Industrial Retail sales Unemployment 
GDP — .  _GDP forecasts production (volume) erate —— 
year 2002 2003 latest —  — latest — — | latest — yearago 
Australia — — «24 +38 02 +38 +35 +27 02 +63 Q 625p 67. 
Austria — — —— na +04 Q2 +07 +19 +22 Ju ^ -0.2 Jun 4.2 Aug 36- 
Belgium — .* 2 +03 Q2 +06 +20 2.8 Aug +35 Ju — 12.0 Sep! 117 - 
Britain — —  *2.4 +13 02 +16 +27  .  -3.5 Aug 4 * 4.6 Sep — 5.2 Aug 5.1 
Canada — — «43 +32 Q +33  *33 - *33 Jul —— *54 Ju — 77 Sep 72 
Denmark — +44 +20 Q +17 92. - 3.2 Aug — * 3.4 Aug — — 5.1 Aug 5.1. 
France — — *16. +10 02 411 422 — 241 Aug —— - 15 Se ^ 9.0 Aug! 87 
Germany — — +14 +01 Q2 +04 +16 —-14 Ag — -2.2 Aug | 9.8 Sep? 9.4. 
Italy — /- ..*09 +02 02 +05 «19 ^9 L7J.0 Aug — 7 14 Aug —— 9.0 Ju — 9.5 
Japan — —  : + 2,60 -07 Q2 -07  *10 = *19 Ag — -13 Ag — 54Au 50- 
Netherlands — « 0.5 — mil Q2 +06 +18 ^ -20 Ag  — * 2.0 Aug — 2.3 Sep** 2.0. 
Spain —  — *18 +20 0 419 426 - ~ 3.9 Ag — na EN 11.3 Aug 10.66 
Sweden +24 +21 Q2 +18 42.6 -04 Aug —— * 2.1 Aug 4.2 Sep 40 
Switzerland — -* 0.4 -04 Q2 +03 «16 ^  -2.0 Q2 - 0.6 Aug 2.8 Sep! 1.7 
United States — « 1.3 +22 Q2 +24 +28 +04 Aug + 6.1 Aug 5.6 Sep 50- 
Furoarea #16 +07 Q2 +08 — «2.0 ~08 Aug +14 Ju 83 Aug 80 


‘wrereeerevesmtneannpyaitntternrrareanaannnttteteremrtrner tet rterereemmematnittiisiinrrrernrrnnnuneaitiniernntninattitfviehetenrrmmnrmuioentetientrrnnannit r a anana 


Prices and wages 
% change on year ago 
The Economist poll 
Consumer prices consumer prices forecast Producer prices Wages/earnings 
"ETE latest — yearago 2002 2003 latest year ago latest year ago 
Australia —  — «32 @ +25 — £28 +25 ^ -11 d +56 *37 0 +44 
Austria — — — roo x8 *66 EL (551... 701 Sep $01 .— £23 Mg. «29 
Belgium + i13 Se +23 *16 — *15 FOB Sep -10 +21 0 +37 
Britain +17 Sp +17 +19 +24 + 0.4 Sep -0.2 *3.8 Aug +45 





Total robot stock 
end 2001, ‘000 
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Economic and financial indicators 





Money and interest rates 


Money supply* Interest rates % p.a. (Oct 23rd 2002) rue 

% change on year ago 3-mth money ı market 2year 10-year gov't bonds corporate 
Loo Narrow broad ^ latest ^ yearago gov'tbonds latest —_ yearago bonds 
Australia — - 4.2 +88 Aug — 4.96 —^— 435 3.13 592. $50. 76. 
Britain — —— +82 + 5.4 Sep 394 531 376 ^ 5466  *68 ^ 5.92 
Canada 3147 +66 Sep — 279 553. 3.54. 5.30 5.220 724 — 
Denmark — «7.4 — *8.1 Sep — 3.50 383 Z 363 ^ 475 ^ 4175 685 
Japan — — «29.7 — * 3.3 Sep — 0.02 , 991 4 9000 X. 107  — 1.32  — 116 — 
Sweden — *2.4 +40 Jun —— 409 — 3.688 ^ ^ 424 ^ 5.12 5.00 49% 
Switzerland — «12.3 — « 6.8 Sep — 0.77 —— 221 | 0.95 NE DNE NNNM 4.00 
United States - 0.6 + 6.5 Sep — 1.78 — 2.22 ^ ^ 236 ^ 423° 459 6.58 
Euroareal — 47.8 + 7.0 Aug 3.25 3.58 3.22 4.54 4.51 5.56 


T n——————Á— — FANN RTL A RA li 


*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4, Teermany for bonds. Benchmarks: US 30-year 4.97%, Japan 
No.243 1.08%, Central bank rates: US fed funds 1.75%, ECB refinancing 3.25%, BO) overnight call 0.001%, BOE repo 4.00%. Sources: 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockhoimsbürsen, UBS Warburg, DRI-WEFA, Westpac, Thomson 
Datastream, Rates cannot be construed as banks’ offers. 








Stockmarkets 
Market indices 
Lo A changeon — 1 
o 00? o one record Dec 31st 2001 
Oct 23rd high low week high in local in $ 
ERN NEMORE sss LL currency terms | 
Australia (All Ordinaries) 2,987.2 — 3,4400. . 28555 ^ «13 -132 . -111 3.9 
Austria (ATX) — — —  1,052.5 1,357.2 1,003.7  — « 2.31 —— -394 — - 77  * 1.3. 
Belgium (Bel 20) — — ^  1,991.1  2,899.8 — 1773.] ^ - 12 ^ -459 ^ -284  -215 
Britain (FTSE 100) 40069 5,3228 — 3,6711  —- 1.33 ^  -42.2 ^ -23.22 -18.4 
Canada (Toronto Composite) — 6,335.2 — 7,958.1 — 5,695.3 — *e9 00 744.4 ——— cd/56  -160 .— 
Denmark (KBX) — — — — 165.8 — 233.4 — 156.4 & = 18 ^  -45.1 ^ -26.2 -190 
France(SBF250) 2,011.7 30819 17945 ^ - 14 -54.2 -325  -260 
...LKxXAC40) 1 | 2,9922 4,688.0 2,6565 &— - 2.5 ^  -56.8 ^^ -35.3  -29.0 Á— 
Germany (Xetra DAX) 3,015.4 — 5,462.6 — 2,597.9 + 0.2 ^ -62.6 ^ -416  -359 
Italy (B80) — — — 1 107.2 15130 ^ 9744 ^ « 10 ^^ -506 . -249 -17.5 
Japan (Nikkei 225) — —  — 8,145 411979.9 8,439.66 ^ - 19 ^  -776 ^ -173 - 13.4 
(Topix) — —  , ,, 80631  1,139.4 ^ 835.66 &— Li17 c0 716.1 -421 
Netherlands (AEX) 329,3 ^ 5312 2914 ^. - 0.8 ^ -53.31 ^ -350  -287 
Spain | (Madrid S SE) - u | 621.1 848. 1 T 568.5 - NE. 0.7 -45.8 — -247 7 BIN 
Sweden (Affarsvariden Gen) — 139.7 — 236.8 ^ 122 + 0.6 ^ -65.1 ^ -397 - 32.4 
Switzerland (Swiss Market) 4,761.3 — 0,694.1 — 4,435.0 (& - 3.3 . — -43.4 ^ -25.8 ~18.1 .— 
United States (DJIA) — — ^  8,494.3 10,635.3 — 7,2868 +57 —  -27.5 ^ -15.2  -152 — 
S&P 500) — 8961 11725 ^ 7768 ^ * 42 -413 z219  =219 
... (NASDAQComp) 1,320.2 2,059.4 11141 +71 ^ -738 — -32.3 7323 
Europe (FTSE Eurotop 300)* 873.8 1,2797 ^ 7972 ^ - 12  -48] -307  -240 
Euro area (FTSE Ebloc 100)* — 718.1 1,125.1 639.4 = 10 -537 ^ -354 -291 
World (MSC)? 786.8 10244 7037 +149 -457 na -216- 
Word bond market (Salomon £ o oe a E 4303 — Mn WE RS... lb. 





The Economist commodity price index 








1995-100 
% change on 
Octi5th Oct 22nd* one one 
Dollar index v 
Allitems — ^ — 75.7 ^ 75.5 ^ . + 1.0 212 
Food — à 808 80.4 — *00 $216 
Industrials 
m ENS 688 — 0 | 68.9 ^ +23 +477 
Mato 724 — 711 +11 429.0 
Metals —  í 657 67.0 t38 * 9.1 
Sterling index 
All items 76.8 77.0 — ti] +103 
Euro index 
Allitems — ^ 101.3 ^ 1016 ^ * 14 +10.2 
Yen index 
All items l 1005 ^  . 100.5 «2.4 +23.3 
Gold 
$peroz —  — 315.50 &— 312.85 — - 4&3 413.4 
West Texas Intermediate | 
$ per barrel 29.77 — 27.87 ^ - 9.6 428.9 


* Provisional. 1 Non-food agnculturals. 








Trade, exchange rates and budgets 


Current account 











Trade balance*, $bn '''JÀMfféfRtaCCOUnt—— Exchange rate Currency units T Budget 
latest 12 $bn The Economist poll trade-weighted! per per per per balance 
months latest 12 mths % of GDP, forecast 1990=100 $ £ euro — ¥100 % of GDP 

2002 2003 Oct 23rd yeara 20024 








“Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others poem m af England except $IMF, August average. OECD falecest: 
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Emerging-market indicators 
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Overview 
Economy 
Factories in Taiwan, battered bythe global ic chüne on velat aUo Gece monthe Sn sah 
economic slowdown, are getting busier. In- GDP Industrial Consumer Trade Current reserves* 
dustrial production rose by 12.5% in the year production prices balance account $bn, latest 
to September. In 2001 output fell by 7.3%. China +81 @ *118 Sep -07 Sep 429.1 Sep +17.4 2001 — 258.6 Sep. 
Hong Kong +05 02 -11.2 02 ~ 3.5 Sep - &. Aug 415.7 02 111.2 Sep 
Feeling the effects of its currency crisis, Ar- Inda — + 6.0 a *57 Mg +39 Ag — - -5.1 Au +20 02 59.5 Sep 
gentina’s industrial production fellby 4.5% Indonesia ——— - 435 Q -138 Q —— +10.1 Sep +26.6 Mg +61 a 29.3 Aug 
in the year to September. Malaysia + 3.8 a +59 Ag — *21 Sep HIZB Aug +69 2 330 Mug 
Philippines +45 2 + 6.4 Jul + 2.9 Sep + 2.6 Aug + 6.3 Jun 13.2 Sep 
Singapore’s consumer prices dropped by Singapore £37 0 —- 45.8 Ag — - 04 Sep 46.9 Aug +17.5 Q2 80.7 Sep 
0.4% in the 12 months to September. How- South Korea 463 02 +85 Ag +34 Se - 49.9 Sep +5.5 Au 116,0 Sep 
ever, Hong Kong's price deflation is much Taiwan +30 02 12.5 Se - 0.7 Se +18.2 Sep +24.8 Qo 156.4 Aug 
worse, with prices falling by 3.7% over the Thailand +51 qQ $114 Au. 40.4 S60. OR Ae #6 3 A... 3T aoe 
same period. Argentina —— -136 a2  — - 45 Sep 1385 Sep —  *141 Aug — *3.9 @ — 9.2 Au 
Brazil — 9 2410 a 109 A... 9 Se oes *9.9 Sep —-19.2 Aug —— 37.6 Mg 
Chile —— 1 +17 99 —-10^9 o + 2.3 Sep ^00 + 2.2 Sep  - 0.6 02 14.9 Aug 
Colombia tee Qe —— (t257  —*60 sp .— *05 9 -14 m 106 Aq. 
Mexico ed 0e 507 Mg — *50 sp —— 89 Sep -10.5 02 /— 465 Mg 
Peru 1145 NL B AM. oe M LE OE NE, 10. Qo LL OUI. 
Venezuela -9.9 QZ ~ 6.6 Jul +28.2 Sep + 8.5 (Qe + 1.9 a2 8.2 Jul 
Egypt — —  3* 49 200! — 7.8 zo! — *2.7 Ag — — - 7.9 Jm — ni 02 13.0 Jn 
Israet — .  —— -17 Q9 ^ — 3-28 Ag — *6. Sep —  : ~ 6.2 Aug — - 2.6 02 ^ ^ 24.6 Sep 
South Africa — — * 2.2 02 —  * 8.2 Aug —— *12.5 Sep — ^ * 34 Mg — -0.3 Q2 /— 6.0 A 
Turkey 48.2 Q + 7.2. Aug 437.0 Sep -10.9 Su  * 1.5 Jul 25.1 Aug 
Czech Republic + 2.5 a2 ——  - 28 Mg —  * 08 Sep —  - 31 Sep  - 2.3 Q2 22.3 Sep 
Hungary —8— c UNI NNUS 299 Ag. . (60.90 reb Mg _ T24 Aw 0103 Ag 
Poland — +08 a  ,*857 Sp , ti3 5p o -10.3 Mg — - 6.4 Aug _ 28.2 Sep 
Russia + 4.1 0? + 5.5 Sep +15.0 Sep +42.6 Aug +28.3 02 41.9 Sep 





*Excluding gold, except Singapore; IMF definition. tear ending June. 
































Financial markets 
Currency units Interest rates  Stockmarkets % change on 
per $ per £ short-term Oct 23rd Dec 31st 2001 
Oct 23rd yearago Oct 23rd % p.a. one in local in $ 
week currency terms 
China 8.28 8.28 — 128 7 ma — 161.0 +08 = 56  - 56 
Hong Kong — 7.80 — 7.80 — 121 ——— 2.16 98047 *37 ^  - 1&0  -140 
India 48.3 480 — 747 —— 542 2,049.0 -15  - 96  - 98 
Indonesia —— 9,215 10,230 14254 1394 ^ 3549 ^ -0] = 9.5  » 22 
Malaysia 3.80 3.80 5.88 3.10 6528 
Philippines — — 53.0 — 519 820 ^ 6.88 ^ 10129 ^  -34 - 133  - 1556 
Singapore — — 18 .&— 183 ^X 275 ^ | 106  — 14633 ^ «17 7 99  - 64 
South Korea 1,227 —— 1,294 1,898 ^ ^ 494 «^ | ..6971.4  , *33 . 7 52  * l5 
Taiwan — — — 348 34.5 53.8 — 2.10 4,5899 —  *87 4à-3- 13 3à)-169 
Thailand 43.6 44.8 67.4 1.94 346.28 = «40 + 13.9 + 15.6 
Argentina — 3.60 — 100 — 5.56 $1900 ^ $4338 -10 «469  -592 














Venezuela 1,421 743 2,198 30.26 7,772.7 +35 + 18.3 - 36.9 
Egypt 4.63 4.06 7.17 6.69 5,210.2 . +0.3 - 1.2 - 2.4 

















EMF(MSCI)* 1 1.00 100 155. MINE NUM 280.0 "MX AT na  -150 
EMBI4 1.00 1.00 1.55 na 208.9 * 2.7 na + 4,3 





*Emerging Mkts Free, T3.P. Morgan Chase's Emerging Mkts Bond Index Plus. S0ct 22nd. In $ terms. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; UBS War- 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel: 
Standard Bank Group; Garanti Bank: Deutsche Bank; Russian Economic Trends. 
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Data on more countries are available to subscribers on www.economist.com 
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could do your shopping on the Internet? Or if y 


+t 





r air-conditioner with a UMTS mobile phone? = 





Life's becoming even easier than ever before 
thanks to the intelligent networking of digital products from LG. 
You can find out how under: www.lge.com 





T 
Microsoft 
$126 Per User 


MS Outlook-User Interface 








Oracle 


$60 Per User 


MS Outlook-User Interface 








Email Email 


Calendar Calendar 


Voice Mail No Voice Mail 


Oracle Database Email Server Microsoft Exchange Email Server 


Unbreakable Virus Epidemic — 
Enterprise File Sharing Workgroup File Sharing 


Linux, Unix, Windows Windows Only 


Safe and secure at half the cost. 
Say goodbye to viruses. 


Costs more, but you also get 
Melissa, Snow White, Michelangelo... 








Oracle Collaboration Suite: US$60/user r l 
Microsoft Exchange 2000 CAL, 5 Licenses: US$87.80/user 9 acle.com/col aborate 


Microsoft Windows 2000 Server CAL, 5 Licenses: US$37.80/user 


Copyright © 2002, Oracle. All rights reserved. Oracle is a registered trademark of Oracle Corporation and/or its affiliates. Other names may he trademarks of their respective owners, 
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How and when to open 
the doorto migrants 


bus 


i J SS. m^ -r | 7 "T4 da "d di “i | K 
4 4 di = fa " > 4 ` pa i "1 4 
| L0 MIENNE TACITI n iji New Zealand N7$9.00 
Bangladesh TK15 Hong Kong ace i). SETT Rs120 
Brunei 9.5 OLILRTSTTOTERTENIDT Rs120 alaysic " Papua New Guinea à Thailand............ Baht 120 
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FIVE LAUREATES FROM FOUR CONTINENTS. ALL WORKING FOR THE FUTURE OF HUMANITY. 


Though their projects are as diverse as their backgrounds, the Rolex laureates of 2002 have much in common 
They believe it is important to work for the betterment of humanity and the planet. They are determined to 


use their knowledge and skills to this end. And they know that one man or woman can make a great difference 
to the lives of many. 


José Márcio AYRES: A primatologist and ecologist, Márcio Ayres has been striving to conserve wildlife in his 
native Brazil by creating the largest area of protected rainforest on the planet. 

Lindy RODWELL: South African zoologist Lindy Rodwell has spearheaded efforts to protect cranes and their 
wetland habitats in her country and throughout southern and central Africa. 





www.rolexawards.com 
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Gordon SATO: American biologist Gordon Sato is using sunlight and seawater 


in an agricultural project that is improving life for the inhabitants of Eritrea's "ds P 


^ d 


barren coastline. ^ » 
Dave IRVINE-HALLIDAY: Canadian electrical engineer Dave Irvine-Halliday is — 7 W p 
adapting cutting-edge technology to bring affordable lighting to thousands of rural = THe ROLEX AWARDS ~ 
homes in developing countries. -  forENTERPRISE I 
Michel ANDRE: Determined to halt fatal collisions between whales and ships,  *, 

French marine biologist Michel André has devised a system that protects whales 

while benefiting shipping and tourism. 
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Perpetual Spirit 





When you put your passengers first, they put you first. Malaysia Airlines voted World's Best Cabin Staff 2002. 





It's how all good relationships are built. By putting the interests of others first. By paying special attention to special needs. And by fulfilling 


eu requests - sometimes, even before they are spoken. Perhaps that's why, for the second year running, international passengers in the Skytrax 
a! Global Survey have voted Malaysia Airlines as the world's best in staff attentiveness, efficiency, sincerity, personality and overall warmth 
2002 of cabin service. Come experience what it's like to be treated as the best. By the best. Malaysia Airlines. Going beyond expectations. 


gi malaysia 





For reservations and flight schedules, please call your nearest Malaysia Airlines office, your travel agent or log on to www.malaysia-airlines.com 
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d The world this week 


Politics 





The siege of a Moscow theatre 
by Chechen terrorists ended 
when the Russian authorities 
pumped in gas through the 
air-conditioning system. By 
the time troops stormed in, it 
had killed many of the Che- 
chens—and nearly 120 of the 
hostages. The operation was a 
success, said the government, 
while refusing for days to tell 
doctors what gas it had used. 
A security clampdown in 
Chechnya was ordered. 


An EU summit in Brussels de- 
fined the terms for the accep- 
tance of ten new members. 
The summit was over- 
shadowed by a row between 
Tony Blair and Jacques Chirac 
over farm-policy costs and re- 
form. A convention led by Va- 
léry Giscard d’Estaing released 
a list of headings for Europe's 
new constitution. 


Turks prepared to vote in a 
general election on November 
3rd. Pollsters forecast a run- 
away win for the conservative 
Justice and Development 
Party. 


The city of Florence started 
boarding up some of its artis- 
tic treasures in anticipation of 
a huge gathering, due to start 
on November éth, of the Euro- 
pean Social Forum. The meet- 
ing is expected to draw anti- 
globalisation protesters of the 
sort seen in Seattle, Genoa 
and elsewhere. 


Brazil's victor 

Luiz Inacio Lula da Silva of the 
left-wing Workers' Party (PT) 
won a run-off ballot for Bra- 
zil's presidency, with 53m 
votes (61%), against 33m (39%) 
for Jose Serra, his centrist op- 
ponent. But the PT did poorly 


in run-offs for state governor- 
ships. Mr da Silva named a 
party moderate to head his 
transition team. 


Cesar Gaviria, the secretary- 
general of the Organisation of 
American States, tried to set 
up a dialogue between Ven- 
ezuela's government and its 
opposition. He expressed 
hope that agreement on an 
early vote was possible. 


Uruguay's government lost 
its coalition partner. The Na- 
tional Party withdrew its five 
cabinet ministers but, it said, 
not its Congressional support 
for Jorge Batlle's administra- 
tion, which has imposed aus- 
terity measures to try to 
prevent a debt default and 
banking collapse. 


Prime Minister Jean Chrétien's 
hopes of persuading his coun- 
try to ratify the Kyoto Protocol 
on climate change suffered a 
setback when a meeting of en- 
ergy and environment minis- 
ters from Canada's provinces 
rejected a federal emissions- 
reduction plan. 


Untimely demise 





Senator Paul Wellstone, a pas- 
sionate Democrat.from Min- 
nesota, was killed in a plane 
crash in the state. The Demo- 
crats chose Walter Mondale, 
Jimmy Carter's vice-president, 
to run in his place. 


Michael Bellesiles resigned 
from Emory University after 
an independent committee 
criticised him for “egregious 
misrepresentation” and “falsi- 
fication”. His book, “Arming 
America”, won the Bancroft 
award for the best work of his- 
tory in 2000 for arguing 
(wrongly) that guns were 
much rarer in American his- 
tory than previously thought. 
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Federal and state charges were 
brought against John Muham- 
mad, the alleged Washington 
sniper. The Justice Depart- 
ment will decide where he 
will first stands trial—he faces 
the death penalty in all courts. 
His 17-year-old companion, 
John Malvo, has also been 
charged. 


Government of disunity 
Israel’s 20-month national- 
unity government collapsed 
when the Labour Party 
walked out, led by Binyamin 
Ben-Eliezer and Shimon Peres, 
the defence and foreign minis- 
ters. Ariel Sharon announced 
he would try to carry on with 
a narrow right-wing coalition. 
If he called an election, his Li- 
kud party is far ahead in the 
polls, but he would be per- 
sonally challenged by Binya- 
min Netanyahu, a former 
right-wing prime minister. 


The Palestinian parliament ap- 
proved Yasser Arafat’s new 
cabinet, though reformers 
were disappointed by the 
modesty of the changes. The 
cabinet is due to serve only 
until January 20th 2003, 
which is when Mr Arafat has 
scheduled presidential and 
legislative elections. 


An Israeli woman and two 
girls were killed by a Palestin- 
ian attacker who crawled un- 
der the fence surrounding 
their settlement in the north- 
ern West Bank. Earlier, a Pal- 
estinian suicide bomber killed 
three Israeli soldiers at an- 
other settlement. 


A black township in South Af- 
rica was hit by nine explo- 
sions, killing at least one 
person. Another bomb hit a 
Buddhist temple near Pretoria, 
the capital. President Thabo 
Mbeki blamed the attacks on 
white racists. 


Eight Algerians, including 
four children, were killed by 
suspected Islamist rebels in 
the north-west of the country. 


Rebels seized part of Bangui, 
the capital of the Central Afri- 
can Republic. Government 
troops, aided by Libyan war- 
planes, forced them out. 





Congo’s government and two 
main rebel groups reached an 
agreement in principle on 
power-sharing. Observers 
hope the deal will pave the 
way for the country’s first 
democratic elections, but 
fighting continued in the east. 


Sketchy evidence 

Indonesian police issued 
sketches of three men they 
want to question in connec- 
tion with the bombing of 
Bali’s nightlife district, in 
which at least 184 people died, 
mostly foreign tourists. Many 
of Bali’s 800 hotels are said to 
be almost empty. 


At least 60 people died in a fire 
in an office building in Ho Chi 
Minh City, the worst in Viet- 
nam’s second city for more 
than 20 years. An electrical 
fault was blamed. 


North Korea turned down a 
demand by Japan to scrap its 
nuclear-arms programme but 
said that it was prepared to 
discuss the matter with the 
United States. 









A bomb exploded outside a 
hotel in Pattani in southern 
Thailand, the latest in a series 
of attacks in a largely Muslim 
region. Britain said threats to 
westerners in Thailand’s re- 
sort island of Phuket had in- 


creased sharply. 


Afghanistan’s president, Ha- 
mid Karzai, said he plans to 
send a team to the United 
States military prison at Guan- 
tanamo Bay in Cuba to seek 
the release of Afghans there. 
He also spoke out against the 
resurgence of warlordism 
among his resigned leaders: 
“We gave them a chance to 
bring peace and Islam to the 
country, but now I see the 
same old behaviour.” 
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Business 





In the third quarter, American 
GDP grew by a relatively 
strong 3.1% at an annual rate. 
However, prospects are 
bleaker. Consumer spending, 
which has propped up Amer- 
ica's economy for the past 
year, could be on the wane. 
The Conference Board's con- 
sumer-confidence index hit a 
nine-year low. 


Japan's bank-reform package 
materialised. As expected, a 
hard-hitting draft plan to deal 
with bad loans, involving big 
bankruptcies, nationalisation 
of banks and huge injections 
of capital, was diluted by se- 
nior politicians without the 
stomach for real reform. 


Grabbing for the phone 
Vivendi Universal rejected 
Vodafone's offer for its 44% 
stake in Cegetel, a French mo- 
bile-phone operator, and won 
a further month to bid for a 
41% stake owned by ssc and 
BT. French prosecutors began 
a probe into allegations of ac- 
counting irregularities at Vi- 
vendi in 2000-01 under 
Jean-Marie Messier, its former 
boss, after a complaint by a 
shareholder group. 


Qwest Communications said 
that it would write off assets 
to the tune of $35 billion to 
erase the last vestiges of the te- 
lecoms boom from its balance 
sheet. It also revealed that it 
had suffered a third-quarter 
loss of $214m, its tenth quar- 
terly loss in a row. 


Aegis, an American media- 
buying company, detected an 
improvement in the advertis- 
ing market. The firm's shares 
rose after it said that broad- 

. castmedia advertising in 


America was on the up. WPP, 
a huge ad group with a pessi- 
mistic outlook, recently said 
that it saw no signs of 
improvement. 


Cruise control 

A long-running maritime en- 
gagement between Carnival 
Cruises and Royal Carib- 
bean for P&o Princess 
Cruises ended with a victory 
for Carnival that will consoli- 
date its position as the world's 
leading cruise company, in a 
deal worth $5.4 billion. 


In an industry plagued by 
overcapacity, France's Peu- 
geot-Citroén announced 
plans to build a factory in 
Central Europe. As car sales 
have faltered around the 
world, the French company 
has experienced booming de- 
mand for its products. 


Japan's Toyota reported a 90% 
increase in profits in its first 
half-year. But at Germany's 
Volkswagen profits fell by 
5196 in its latest quarter. 


BP announced that replace- 
ment-cost profits in the third 
quarter had fallen by 61% 
compared with a year ago, to 
$761m. The British oil giant 
missed production-growth tar- 
gets but promised a good year 
overall. Its shares sagged. 


Diageo's shares tumbled by 
896 after it released three 
pieces of bad news: the with- 
drawal of a rum brand in 
America after poor sales; a de- 
cline in the fast-food sector 
that could affect the sale of its 
Burger King chain; and a no- 


tional shortfall in its pension 
fund. 


The European Commission 
zapped Nintendo, a Japanese 
video-games firm, with a fine 
of €149m ($143m) and de- 
manded €19m from its Euro- 
pean distributors for keeping 
console prices artificially high 
in the EU during the 1990s. 
This puts the company at 
number five in the league ta- 
ble of cartel fines. 


Deutsche Bank surprisingly 
reported a pre-tax loss in the 
third quarter of €181m 
($178m). The German bank 
has suffered from lower trad- 
ing revenues and was forced 
to make a steep increase in 
provisions for bad loans. Its 
shares dipped. 


Split decision 

Citigroup responded to inves- 
tigations of conflicts of inter- 
est at its investment-banking 
arm by saying that it would 
split the unit in two. Salomon 
will continue with investment 
banking while Smith Barney 


will return to its role as a T 
stockbroker. The latter willin- | 
cludetheresearchunitac- — 
cused of skewing its findings | 
to win banking business. Wall 
Street'sbigbanksmadean 
agreement with regulators to. 
spend up to $100m over five _ 


years on providing indepen- . 


dent equity research for retail - 
investors. E 


America’s Securities and Ex- 
change Commission ap- 
pointed William Webster, a 
former judge who once ran 

the C1A and the FB1, to head 


its new accountancy-oversight — 


board, intended to restore the. 
faith of investors in the prob- = 


ity of America’s company ac v 
counts. A hard task willnotbe = 


made easier by a public spat 
over his appointment at the 
deeply divided commission. 


A worldwide accounting 
standard came closer, after 
American and European regu- 
lators agreed to harmonise 
rules by 2005. America hadin- - 
sisted that any global agree- 
ment would have to follow its 
own accounting principles, 
but in the wake of Enron and 
myriad other accounting scan- 
dals it was forced to soften its 
attitude to European practices. 
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Opening the door 


Whom toletin to the richer countries and why 


POSSIBLE conflict in Iraq; 

deteriorating economies in 
South America; famine in sub- 
Saharan Africa; turmoil in Indo- 
nesia; political instability in the 
Balkans. And in many develop- 
ing countries, persistent crime, 
| lousy education and a lack of 
opportunities for energetic people to prosper without graft 
and political connections. No wonder so many people want 
the chance of a better life in the stable, meritocratic economies 
of the rich world. No wonder they risk their life savings, or 
even their lives, to buy the hope of higher earnings, fairer treat- 
ment and better opportunities for their families. 

This movement of humanity brings undoubted gains, and 
not just to the immigrants. The gap between earnings in the 
poor and rich worlds is vastly greater than the gap in the prices 
of traded goods. As our survey in this issue argues, the poten- 
tial economic benefits to the world of liberalising migration 
dwarf those from removing trade barriers. Where populations 
are ageing and economies are sluggish, the benefits are espe- 
cially great. Immigrants, unlike natives, move readily to areas 
where labour is in short supply, so easing bottlenecks. They 
bring a just-in-time supply of skills, too, which is why hospi- 
tals want to hire foreign doctors and nurses; farmers, spare 
hands to pick fruit and vegetables; and wealthy couples, nan- 
nies for their children. In many cases, immigrants also pay 
more in taxes than they cost in public spending. 

But voters in rich countries often don't see things this way. 
Like other forces of globalisation, immigration is disruptive, 
and at the most intimate level. It changes the neighbourhood. 
People in the street speak odd languages; the neighbours' 
cooking smells strange. So immigration often meets passion- 
ate resistance. Even in countries built on immigration, like the 
United States, politicians hesitate to press for easier entry. 
America has refused to strike a deal with Mexico to let in more 
legal migrants. In Europe, hostility is deeper and can be more 
dangerous. In the past year, the far right has gained in elections 
in France, Denmark, Austria and the Netherlands. 

The hostility may well increase. Immigration has boomed 
in the past decade partly because rich countries have created 
lots of jobs. If the economic slowdown persists, unemploy- 
ment is sure to breed greater resentment. Another terrorist at- 
tack along the lines of September 11th 2001 would, rightly or 
wrongly, increase fears that immigrants threaten security. 
And, as HIV spreads in the poor world, rich countries will fret 
about the threat to their health services and the risk of Arps. 

How then to square the conflicting pressures of politics and 
economics? The first essential is to accept that the voters’ right 
to a say about who and how many can enter must take prece- 
dence over the rights of those unlucky enough to be born in 
poorer parts of the world. The task of politicians—and of em- 
ployers—is to persuade voters that immigration is not only in- 





es aoe but also in their long-term interests. 


— That will be possible only if migration is managed care- 
- fully. Voters resent illegal immigration, and not merely be- 


some of the changes it brings. It is the mix of colours and cul- 


cause illegals are particularly likely to undercut the pay of na- | 
tives (and of other immigrants). Illegal migration, currently — 
running at about 500,000 a year into both the United States _ 
and the European Union, indicates a breakdown of govern- 
ment control. However, tougher border controls are unlikely 
to help much. More important is a willingness to take stronger 
measures to force employers to check workers' credentials. 

With legal migration, governments need to persuade voters 
that they are accepting immigrants who will be good for the 
country, rather than simply those who manage to find a way == 
through the entry rules. Some legal routes have become par- = 
ticularly prone to abuse. They include two that areespecially — 
sensitive in liberal democracies: asylum claims and family re- 
union. In particular, a United Nations convention (on refus = 
gees) more than half a century old is surely nolongerastrong — .. 
enough basis for deciding whether to admit tens of thousands —_| 
of people each year. Von 


Better ways ee 
A workable policy would be more selective, not more restric: — 
tive. Countries could, for instance, freely admit the citizensof —— 
any country with broadly the same income per head as theirs, — 
letting them work or stay as long as they liked. It makesno | 
sense for America to limit the working opportunities of young . 
Australians, or for EU countries to keep out Canadians. IESU 
In the case of migrants from the poor world, countries — 
should give preference to those who seem to integrate most — 
readily. That would often mean favouring not just the skilled 
(who already get preference everywhere) but those from cub — 
turally similar backgrounds. It might mean insisting that mi- — 
grants learn the local language quickly; that they abide by lo- 
cal standards of tolerance and good behaviour; that they are 
wary of demanding special treatment in matters of dress or re- 
ligious observance. Race and religion must be a part of the 
public discussion of migration. To pretend that they do not af- 
fect attitudes makes policy more restrictive than it should be. 
What about the unskilled? No country's entry policy wel- 
comes them. However, rich countries need them: to look after 
the old, to staff restaurant kitchens, to pluck chickens or gut - 
fish. Better, surely, to create legal ways for some to enter—per- - 
haps by an annual auction or lottery of places—than to leave - 
them only the option of the back of a truck. : 
Making immigration policy less restrictive brings a further - 
benefit. Draconian border controls discourage migrants from — 
going home and facing a second dangerous and expensive trip - 
when they next want to work abroad. Yet inexpensive travel ` 
means that the natural pattern of movement now is more one 
of circulation than of the one-way crossing of the emigrant - 
ship. If immigration policy forces people to return, it will fail; if | 
it facilitates and promotes return, all will gain. 7 
If voters see that immigration is managed for their benefit . 
and not for that of strangers, they may even learn to enjoy 



















tures that gives such exuberance to New York and London. | 
Open the door, and let in new ideas, new foods, new busi- - 
nesses and a new buzz along with those eager new faces. m 





The Securities and Exchange Commission 


In trouble at the top 


Why Harvey Pitt should resign or be sacked 


EGULATORS depend above 
all on their credibility. Com- 
pared with the industries they 
oversee, they tend to be under- 
staffed, overworked and under- 
paid-and yet vitally needed. 
Right now this is especially true 
| of America's Securities and Ex- 
change Commision (SEC). The tales of corporate malfeasance 
that have emerged since Enron imploded, together with the 
Sarbanes-Oxley act that Congress passed in July, have put a 
heavy burden on the sec to restore public confidence in the 
capital markets. It has become plain that, if it is to have the 
credibility required for the task, it needs a new head. 

This is not because Harvey Pitt, the sEc's chairman since 
August 2001, is ill-qualified—he is a sharp securities lawyer 
who was once the youngest general counsel in the sEc's his- 
tory. Norisitbecause heis compromised by having worked in 
private practice for many accounting firms and investment 
banks; poachers do, in truth, often make the best gamekeep- 
ers. Nor, again, is it because he is overly partisan: he and two 
other commissioners are indeed Republicans, but they are bal- 
anced by two Democrats, and the commission usually works 
by consensus. No, the reason Mr Pitt must go is that he has 
repeatedly shown such ineptness as tolose the confidence not 
only of the politicians but, more seriously, of sEc staff and the 
financial markets as well. 

Thus Mr Pitt fought vainly against almost all congressional 
plans to toughen audit regulation; so much so that the sec was 
largely cut out of the bargaining over Sarbanes-Oxley, which 
emerged both worse-drafted and less coherent as a result. Sim- 
ilarly, Mr Pitt allowed state attorneys-general, notably New 





York’s Eliot Spitzer, to take the lead in drawing up new rules on 
conflicts of interest in investment banks, something that 
should fall squarely within the sEc’s purview. And most re- 
cently, Mr Pitt has been stunningly cackhanded over the ap- 
pointment of William Webster as head of the new Public 
Company Accounting Oversight Board (see page 71). 

Mr Webster, a distinguished former judge who has served 
as head of both the cra and the FB1, is certainly a weighty fig- 
ure, even if his experience of accounting is limited. The objec- 
tion is not however to him, but to the manner of his appoint- 
ment. Mr Pitt had earlier lit on a different candidate, a former 
pension-fund manager named John Biggs, who was known to 
have strong views on the need for tougher regulation of audi- 
tors. The accountants balked at Mr Biggs and lobbied both the 
White House and Congress. Mr Pitt duly backed down and 
opted for Mr Webster instead. Worse still, he not only denied 
being influenced by any lobbying but also rammed through 
his choice in public in a bitterly contested 3-2 vote, threatening 
the commission’s consensual norm. 

Despite this inauspicious background, Mr Webster could 
yet prove a success. He is no auditors’ patsy, and his fellow 
board members seem a strong team. But by fracturing the sEc, 
quarrelling openly with two fellow commissioners and losing 
the support even of the mild-mannered Paul Sarbanes, the 
Democratic senator mainly responsible for the Sarbanes-Ox- 
ley act, Mr Pitt has shed most of his remaining credibility. In 
today’s climate, with various prosecutors, regulators and leg- 
islators vying to promulgate new rules not just for Wall Street 
but for all of American corporate governance, that is disas- 
trous. To ward off the risk of regulatory overkill, a strong and 
well-respected sec chairman is needed now more than ever. 
Mr Pitt should fall on his sword to make way for one. m 





Russia and Chechnya 


Losers, both 


Do as you would be done by, damage as you would be damaged by 


ITY both Russia and Chech- 
i nya. Each loses from the 
| likely aftermath of the brutal 
{f hostage-taking last week in 
| Moscow. It is not just that the 
merciless war between Che- 
| chen separatists and Russian 
| : | soldiers has now claimed more 
than ; a handed new v victims to add to the thousands already 
killed. With defenders like those terrorising Moscow theatre- 
goers, the notion of independence or even autonomy for 
Chechnya will garner only greater hostility in Russia and lose 
sympathy abroad. Far from withdrawing Russian forces, as 
the hostage-takers had demanded, President Vladimir Putin 
feels vindicated in painting all separatists as terrorists, and 





vows to intensify his crackdown inside Chechnya and out- 
side. To Russia's cost, Mr Putin also refuses to see how his han- 
dling of the war in Chechnya sullies Russia's reputation too. 
Defending against terrorism often requires harsh mea- 
sures, but it also requires that democratic governments at least 
strive to hold the moral high ground. Mr Putin makes little 
such effortin Chechnya, and in Russia's coarse democracy few 
seem to care. The damaging evidence about the dirty war its 
troops have been waging in Chechnya is set out in successive 
reports adopted over the years by organisations to which Rus- 
sia itself belongs, from the United Nations to the Council of 
Europe (see pages 27-29). Or Mr Putin could take the word of 
the Chechen officials he has himself installed to help run the 
republic. In documented case after case, Russian troops stand 
accused of massive breaches of human rights and even of war >> 





> crimes—disappearances, reprisals against villages, extraju- 
dicial executions, torture, rape, extortion—yet few such cases 
are ever aired in Russia’s courts, or even in its press. 

Mr Putin is right that the guerrilla bands that roam Chech- 
nya—and which he has accused of previous atrocities in Rus- 
sia—are just as capable of the most awful crimes. But that 
serves only to emphasise that Russian tit-for-tat tactics in 
Chechnya are an outrage in a country that aspires to be an ac- 
cepted part of the civilised world. 


Fear and loathing 
They are also a mistake. Military force will not crush the Che- 
chens’ desire to separate themselves from Russia. Mr Putin, 
fearing wrongly that if he lets this tiny but determined prov- 
ince go larger chunks would inevitably follow, justifies his re- 
fusal to negotiate with Chechnya’s previously elected presi- 
dent, Aslan Maskhadov, by arguing that some separatists are 
little more than vicious al-Qaeda offshoots. Yet with no pros- 
pect of a political solution, Russia’s brutal tactics merely drive 
more Chechens into the extremists’ camps, Mr Maskhadov 
now possibly included. There have been opportunistic con- 
nections between the wilder Chechens and foreign funders, 
but this conflict is rooted deep in local grievances. And it is sus- 
tained, not by outside elements, but by local and Russian crim- 
inal interests, who profit from extortion and the smuggling of 
all manner of goods, including drugs and guns. 

Breaking this cycle of violence will be hard. But Mr Putin 


needs to start, if only because itis hard to see how new powers 
for Russia’s troops and law-enforcement agencies will succeed 
in ending the war in Chechnya, where any supposed limits on 
their old powers in the past were anyway ignored. Cleaning 
up Russia’s own act would help. Bringing those responsible 
for crimes against Chechen civilians to justice and ending the 
instinct for cover up that allows so many to get away, literally, 
with murder would counter the culture of fear and lawless- 
ness that paralyses all progress. Elections due to be held next 
year can undermine the extremists, as Mr Putin hopes, only if 
Chechens can vote free from intimidation by both sides. 

Outsiders can help a bit. Western governments should 
have no truck with Chechen opposition groups that refuse to 
condemn and expel the terrorists in their midst. But nor 
should they mince their criticisms of Russia’s bloody tactics in 
Chechnya—something they have been inclined to do in public 
at least since Russia threw in its lot with the anti-terrorism co- 
alition after the September 11th attacks on America. 

But ultimately it is only the insiders—Russians and Che- 
chens—who can end Chechnya’s wars. The outline of a sol- 
ution has already been thought of: an end to the fighting and a 
freeze on Chechnya's status for a period of years, but with lo- 
cals given increasingly more powers, as the internal situation 
stabilises, to run their own affairs—and with separation at 
least not ruled out as one possible negotiated outcome. But 
that would take the sort of far-sighted leadership that has so 
far been lacking on both sides. m 





Brazil's presidential election 


Lula's hard choices 


Better pain now and gain later than the other way around 


HERE was no doubt about 
the result: Luiz Inacio Lula da 
Silva was elected as Brazil's pres- 
ident by a margin of 19m votes. 
Nor can there be any cavil about 
the significance for democracy 
in South America of the region's 
biggest country having chosen 
to elect the leader of its largest left-wing party. But none of that 
should be allowed to distort the nature of Lula's mandate. It is 
not for revolution. It is for moderate change, for consolidating 
an efficient capitalist economy in Brazil while trying to tackle 
unacceptable inequalities and injustices. 

That much was clear from the campaign. Three times Lula 
had stood as an anti-capitalist radical and lost. This year, he 
made his rhetorical peace with economic reality and the IMF— 
and won over Brazil's mainly middle-of-the-road voters. An- 
other moderating influence will be his need to share power. 
He will govern with a Congress in which his own Workers' 
Party (PT) won fewer than a fifth of the seats. And his party has 
won none of the governorships of key states—powerful jobs in 
a genuinely federal country. 

None of this makes Lula's job any easier. But it should illu- 
minate the choices facing him, as he grapples with the two, 
linked, challenges he faces: ensuring governability, and avoid- 
ing a catastrophic financial collapse. Though he does not take 
office until January 1st, his success in both tasks will be deter- 





mined by what he does in the coming weeks. 

On the first point, Lula repeated this week that he wants a 
broad "national pact". He is right to recognise the need for al- 
lies. But not just any allies. Many of those who have rushed to 
embrace him represent the worst of Brazilian politics: unscru- 
pulous populists, or conservative political bosses, who thinly 
disguise their appetite for pork with tired nationalist talk. Bet- 
ter by far would be an alliance between the PT and the parties 
that backed Fernando Henrique Cardoso, the reforming out- 
going president, even if the wounds of the election campaign 
make that hard to pull off. 

Given this need to construct a coalition, Mr da Silva cannot 
satisfy investors' impatience to know at once who will form 
his economic team. Anyway, it is more important for him to 
choose his finance minister and central-bank governor well 
than instantly: to find people with the required experience of 
financial markets and international financial institutions, he 
will have to look beyond the PT itself. 


How to avoid a financial collapse 

Uncertainty about who would follow Mr Cardoso, and mis- 
trust of Lula, have helped to create a financial panic that has 
sliced 40% off the value of the currency this year, in turn driv- 
ing up the cost of servicing the public debt to unsustainable 
levels. So Lula faces the trickiest of balancing acts. How can he 
fulfil his expensive promises (such as a doubling of the mini- 
mum wage) at the same time as he tames the public debt? 
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There is a way out. It involves appointing a reasonably mar- 
ket-friendly economic team, an even tighter fiscal squeeze 
and, if necessary, seeking further rMr aid. That should be 
enough to create a virtuous circle in which the currency 
strengthens, interest rates fall, growth picks up and the public 
debt becomes manageable. (Mr da Silva should press the out- 
going Congress to approve pending measures to cut over-gen- 
erous civil-service pensions and give the central bank greater 
independence.) Otherwise, Brazil may stumble back to infla- 
tionary chaos, or a debt restructuring which would wreck its 
banks and from which Lula's presidency might never recover. 

The noises on economic policy coming from Mr da Silva 
and those closest to him have been reassuring (see page 43). 





But the test will lie in implementation. The PT has no experi- 
ence of national government, and roughly a third of the party 
remains wedded to the radicalism of the past. Social move- 
ments, such as unions and landless farmers, their expecta- 
tions aroused, may quickly become frustrated. Lula will need 
to be adeptin managing their disappointment. 

Centre-left governments have often taken power amid sim- 
ilar doubts and problems. Those that have taken the populist 
route have quickly perished. Those that have prospered, such 
as Spain's in the 1980s and Chile's in the 1990s, have com- 
bined market economics with democratic reforms and gra- 
dual improvements in social provision. The road ahead will 
be bumpy, but its direction should be clear. m 





World trade 
Coming unstuck 


The Doha round of trade talks is in trouble 


OPES that the Doha round 
of talks to liberalise trade 
would mark a great advance, es- 
pecially for the world's poorest 
countries, are fading. Govern- 
ments continue to pledge their 
determination to make Doha 
Boca work-to achieve genuinely 
iultilateral Selon of tariffs and trade-distorting rules and 
subsidies, under the auspices of the World Trade Organisa- 
tion. Their actions belie this promise. 

When trade ministers inaugurated the Doha talks a year 
ago, they said this would be a *development round". They 
wanted it particularly to benefit poor countries, many of 
whose governments felt that they had done badly out of the 
previous Uruguay round. One of the main ways in which Eu- 
rope and the United States can help is to dismantle their sys- 
tems of farm support. This, or so the plan went, would elicit re- 
ciprocal lowering of tariffs and trade barriers on the part of 
developing countries. Farm-trade liberalisation seemed possi- 
ble: the Bush administration had called for it and the European 
Union needed it anyway to ease the accession of new mem- 
bers. A grand global bargain seemed possible. 

No longer. The United States has advocated farm-trade lib- 
eralisation, and it is recommending a radical scheme to its 
trading partners. But its seriousness in this effort has to be 
judged against the ugly reality of its egregious farm bill, passed 
in May, which promises some $180 billion of subsidy over the 
next ten years. America says this plan is consistent with its ex- 
isting WTO commitments, though some doubt it. Policy 
would certainly have to be completely rethought if any new 
liberalisation was on the cards. And now, as if to seal the fate 
of farm reform, France and Germany have done a deal on Eu- 
rope’s common agricultural policy that underwrites its gener- 
ously funded existence out to 2013 (see page 55). Again, this 
does not entirely rule out a farm-trade initiative in the Doha 
process—it would be possible to minimise the trade-distorting 
effects of the CAP without much reducingits costs to European 
taxpayers and consumers, if the Eu is set on inflicting those 
costs. But the signs in both America and Europe are that the po- 
litical will for reform is not there. 





Meanwhile, alternatives—markedly inferior alterna- 
tives—to the WTO approach are gaining ground. This weekend 
sees a meeting in Ecuador to take forward negotiations on a 
Free Trade Area of the Americas (see page 45). These talks are 
unlikely to make much headway, as it happens: Brazil’s new 
president is not keen, and the United States is hesitating be- 
cause of the political sensitivity of, you guessed it, farm trade. 
Whether the FTAA would on balance be a good thing for 
world trade is debatable. There is no question, however, that a 
flurry of cross-cutting bilateral trade deals would be a far 
worse outcome than a proper multilateral agreement, or that a 
rush of such bilateral deals will make it much harder to make 
progress at the wTO. Unfortunately, a proliferating patchwork 
of bilateral deals is exactly what is now taking shape. 

Members of the Association of South-East Asian Nations 
are working on a free-trade deal with China, and they are 
jointly and severally negotiating free-trade deals with other 
outsiders, including in Singapore’s case the United States (see 
page 31). Indeed Robert Zoellick, the Bush administration’s 
chief trade negotiator, has embarked on a worldwide quest to 
sign bilateral free-trade deals wherever he can—in South and 
Central America (FTAA notwithstanding), maybe with Aus- 
tralia and Morocco, and elsewhere in Asia, Southern Africa 
and the Middle East. 


One way or another 
Mr Zoellick continues to insist that this strategy is not an obsta- 
cle to progress in the Doha round, but rather a complement to 
it. Assuming he is sincere in this—as he might be, given that the 
launch of the Doha round owed so much to his efforts—he is 
nonetheless mistaken. This befuddlingly complex series of 
overlapping deals, each with its own pattern of preferences, 
schedules and exclusions, undoubtedly adds to the political 
and technical difficulties of negotiating a multilateral wro 
deal. It makes it that much less likely that governments will 
even try. And, in the meantime, global trade takes place on a 
playing-field as level as the Himalayas, with the added spur to 
trade and investment of not knowing what the contours will 
be from one month to the next. 

The Doha round is not beyond saving, but its prospects 
look grim. America and Europe need to stop and think. m 
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A mer man for Europe 
SIR - It is hard to disagree | 
with Jack Straw's views on the 












| yA RTEA but he misses a 


inp organisations and clubs 
have a written constitution 
but they also rely on two 

. other vital characteristics: a 
common purpose and trust 
that the organisation will de- 
liver. Beyond the political elite 
that has so far driven Euro- 
pean integration, evidence 
that citizens recognise either 

: characteristic in the European 
construct, as it exists at the 
moment, is sadly lacking. 
ANDREW BYWATER 

Headless Cross, Worcestershire 


SIR - Mr Straw likes to collect 
constitutions (UN, American, 
future EU) in his pockets, 
where quantity counts: *the 
smaller the better". Indeed, 
the infinitely small British con- 
stitution ranks highest by this 
standard. The nature of British 
constitutional arrangements 
are "settled" according to Mr 
Straw, who adds reassuringly 
that "at the heart of the way 
we run things are the timeless 
national institutions which 
are pretty well understood." 
A foreigner would wonder 
- What that means when, for ex- 
ample, he looks at parliamen- 
tary developments in Britain. 
We see a federal parliament at 
Westminster, and very young 
parliaments in Scotland and 
Wales, but no similar parlia- 
ment in England. So, continen- 
tal Europe, with your written 
constitutional cultures, give a 
. welcome to British proposals 
^. fora European constitution 
. but do not forget the very Brit- 
ish constitutional culture be- 
hind it. 
WILLEM VAN HASSELT 
- The Hague 








© SIR - Mr Straw is disingenu- 

. ous when comparing the bulk 
of the consolidated treaties of 
the EU to the pocket size of the 
American and UN constitu- 
tions. Even if you accept that 
the consolidated treaties have 
a constitutional element (and 
many do not, they represent 
both the EU's constitution and 





B 
f you added America’s basi 


_ Size and clarity of a European 


governing legislation to: 


constitution, it would not fit LE 


into a pocket either. - 
ROBERT SATCHWELL — 
Haarby, Denmark 


SIR - A realistic European con- 
stitution might read some- 
thing like this. We, the peoples 
of Europe, hold these truths 
self evident: 

1] That a complex and over- 
arching supranational politi- 
cal body is fundamentally 
undemocratic, and always 
will be (see Appendix A). 

2] That a core purpose shall be 
to pass money from the poor 
and middle classes of Europe 
to its inefficient farmers. 

3] That a third purpose shall 
be to reward those who cheat 
the system and punish those 
who seek to render it reliable 
and uncorrupt. 

Appendix A: voters will 
only be asked to vote when 
their vote can be relied upon 
to be the correct one. 

IAN DICKINSON 
Gloucester 





No to Turkey 


SIR - Why should the Euro- 
pean Union want Turkey ("Do 
you want us or do you not?", 
October 19th)? What benefit 
would sharing a border with 
the Middle East bring? The 
cultural heterogeneity of the 
EU is attested to by 30m Mus- 
lims already within its bor- 
ders. Rather than adolescent 
mumbling about a common 
foreign and security policy, a 
"grown up" EU should be able 
to say "no thank you, but 
close relations" to Turkey. A 
truly democratic Turkey, were 
it to be so, would be able to ac- 
cept "no" for answer. 

ULF BERGSTROM 

Stockholm 





Near and present danger 


SIR - The facts that you use to 
claim that people in Washing- 
ton, DC, were exaggerating the 
perceived risk of being shot by 
the sniper ignore an important 
point ("The logic of irrational 
fear", October 19th). “Normal” 


| from the same peii. 


The Economist November 2nd 2002 ; 





Most murders are not ran- 
dom-many victims and kill- 


 ersknow each other—and 


most murders happen in poor 
and drug-stricken areas. So the 
random nature of the sniper 
attacks raised the risk for the 
majority of the population 
much more than what would 
be implied if the base murder 
rate were also random. 
DOMINIC MANCINI 

Silver Spring, Maryland 





Leading the way 


SIR - Your survey of the world 
economy contains an error re- 
garding forecasting (Septem- 
ber 28th). In reference to the 
index of leading economic in- 
dicators (LED produced by the 
Conference Board you say that 
"unfortunately, the Lg: failed 
to predict any of the past three 
recessions." The data flatly 
contradict this statement. The 
LEI turned down ahead of 
each of the ten American busi- 
ness-cycle peaks since 1948 
and up ahead of the troughs. 
Its lead time in 2000-01 was 
long—about a year—and its de- 
cline, though mild, was persis- 
tent, thus deserving more 
attention than it got from 
many economists. While the 
index does not include or offer 
any predictions, it provides 
sufficiently early signals of 
most big turning points in the 
economy and serves as one of 
the most useful tools of 
macroeconomic forecasting. 
VICTOR ZARNOWITZ 

The Conference Board 

New York 





Siebel's customer research 


SIR - In your article about 
Tom Siebel (Face value, Octo- 
ber 19th) you imply that Sat- 
metrix Systems skews 
customer-loyalty data for Sie- 
bel Systems because it has a 
minority stake in our com- 
pany. I would like to set the re- 
cord straight. Siebel Systems is 
a minority shareholder in Sat- 
metrix Systems and the com- 
panies share a director. 


However, we take extreme 


measures to ensure the ob- 


jectivity of survey responses 
for all of our clients as a 
founding principle of our 
company. We would be out of 
business if we did otherwise. 
ANDRE SCHWAGER 

President and CEO 


Satmetrix Systems 


Mountain View, California 


SIR - You say that Tom Siebel 
refers to Nucleus Research's 
analysis of a poor return on 
investment from sample Sie- 
bel Systems reference custom- 
ers as "statistically insig- 
nificant" and intimate that the 
research "may even be propa- 
ganda financed by competi- 
tors." The suggestions of a 
conspiracy theory are, at best, 
ridiculous. Nucleus Research 
is an independent research 
firm and the study was com- 
missioned by no one. We 
talked to customers that Siebel 
itself promoted so that we 
could provide our users with 
insight into how to maximise 
returns from Siebel. Given that 
reference customers should 
ostensibly represent the best 
Siebel experience, perhaps Mr 
Siebel should be more con- 
cerned about their satisfaction 
than their insignificance. 

IAN CAMPBELL 

Chief research officer - 

Nucleus Research 

Wellesley, Massachusetts 


Bridge building 


SIR - You assert that the Tyne 
Bridge is a great piece of Vic- 
torian design (“Going up 
north", October 19th). In fact, 
it was built in 1929 during the 
depression to stimulate the 
economy and give employ- 
ment, as well as to provide a 
new road crossing. Similarly, 
the new Gateshead Millen- 
nium Bridge is generating an 
economic renaissance on the 
Gateshead side of the river. 


DAVID ROBERTS 
Newcastle-upon-Tyne m 
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It’s time to take sides. 


Put your ideas and expertise to work. 


At the United Nations Millennium Summit, the world’s leaders pledged to cut 
poverty in half by 2015. To support progress toward that goal, UNDP, the UN's 
global development network, provides development advocacy, policy advice and 
capacity building. We connect countries to our own expertise and resources as well 
as to our wide range of partners, including governments, civil society, the private 
sector and other multilateral organizations. Now we are recruiting to augment our 
own team of expert practitioners — individuals who can seek out, develop and 
promote innovative solutions to long-standing problems. People who can 
communicate across cultures and all strata of society. People who have practical 
experience in one or more of the following areas: 


Democratic Governance 

Poverty Reduction 

Crisis Prevention and Recovery 

Energy and Environment 

Information and Communications Technology 


HIV/AIDS 


In addition, we have career tracks and project opportunities for people with 
outstanding management skills. 


Positions are currently available at various levels in Africa, Asia, Eastern Europe, 

Latin America and the Middle East, as well as in our headquarters in New York. 

For more information and to apply, please visit our Web site at www.undp.org/jobs. 

We especially encourage women to apply and value geographical diversity in our workforce. 








trade requires. the services p a itably 





exciting and highly challenging position as 
ga Officer. 


* Qualifications: 

Entry into the organization's | senior 
professional class requires that the appointee 
hold a superior first degree (that is not below 
a second class lower honours degree) in the 
appointee's field (that is Law in this case) 
from a leading University. The appointee 
must also hold higher degrees (Master or 
Doctorate) and must be fluent in English or 
french with a working knowledge of the other. 
Knowledge of Arabic and/or Portuguese will 
be a definite advantage. 
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* Experience: 


A professional legal qualification (that is call 
to the Bar) as well as skills in drafting a 
variety of agreements covering credit 
transactions in different jurisdictions are 
essential requirements of the position. 
Appropriate post qualification experience of 
no less than 6 years in the financial industry 
is essential. 


* Posting: 


Considering that the Organization has 
African operations and activities elsewhere, 
the appointee should be ready to work in a 
wide range of locations in and outside Africa. 


* Remuneration: 


The position attracts excellent tax-free 
remuneration and other incentives for the 
right candidate. 


€99906090900090€099090900090090009009696000009000909009009000202025209090 


***? Interested candidates should send their 
resumes to the address below not later than 
November 18th, 2002. 


Box 4122 

The Economist 

25 St. James's Street 
London 
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The International Livestock Research Institute, qu i is. : 









the crossroads of livestock and poverty, . and bs bringir : : 3] 
capacity. building, ILRI and its partners work to reduce povert and ake: ‘sustainable 1 
development possible for poor livestock keepers, their families: and th communities in 
which they live. Headquartered in Nairobi, Kenya, it has principal facilities i in ‘Ethiopia, and 
staff and activities. in other African countries, Asia, and Latin America. l 









ILRI is reorganizing itself to have increased) impacts’ on alleviating poverty. through 
research for development. We are strengthening our inter-disciplinary teams, partnerships, 
and collaborations to secure high-quality outputs. and. impacts. ILRI seeks a Deputy 
Director General-Research who. will. take overall responsibility for leading | research 
activities, and five Theme Directors to lead its new research themes. These six positions 
will drive the institutional changes and form the core of ILRI's senior management. 


We seek individuals with vision and research management skills to forge strong teams and 
partnerships, and to mobilise the resources required tó deliver targeted. impacts for the poor, 
We are particularly interested in qualified women and individuals from developing 
countries. All positions require a PhD, excellent scientific track record, demonstrated 
ability to manage and lead research, competence in building partnerships, and skill at 
raising significant levels of research funding. 


Deputy Director General - Research 

The DDG-Research will work with the Director General in determining the vision, goals 
and strategies of ILRI's research for development. S/he is responsible for the general 
planning and coordination of work within and across Research Themes, the practise of the 
high scientific standards for development of ILRI's technologies and knowledge products, 
and ensuring that outputs relate to significant benefits for the poor. This position is key to 
resource mobilization efforts, establishing scientific alliances and partnerships, and 
representing ILRI in scientific and development fora. 


Theme Directors 

The Theme Directors will lead in developing the vision, goals, and strategies for their 
Theme. They will lead and manage Theme science, as well as work in productive 
partnerships.with teams inside and outside of ILRI to ensure the delivery of products and 
impacts that help reduce poverty. Resource mobilization will be a major responsibility. 


Supporting R&D: This theme will support policy-making and priority setting for livestock 
research and development by looking at current and future roles. of livestock in poverty 
reduction. Location: Nairobi, Kenya. 


Enabling Innovation: This theme's goal is to enable access to innovation by adapting and 
delivering technology & information. Location: Addis Ababa, Ethiopia. 


Improving Market Access: 7his theme focuses on improving market access for the poor, 
including. addressing opportunities and threats from globalisation and the Livestock 
Revolution. Location: Nairobi, Addis Ababa, Ibadan, or Manila. 


Bio Technology: This theme targets opportunities for securing assets and better livelihoods 
through the application of biotechnology. Location: Nairobi. 


Sustaining Lands and Livelihoods: This theme will follow an integrated approach to 
natural resource management to improve environmental. and human health through 
livestock related interventions. Location; Addis Ababa, Ethiopia. 


More Information: 

Want to learn: more? ILRI's web page http//www.cgiar.org/ilri contains detailed job 
descriptions, more about the Research Themes, and information about ILRI in general. Or 
contact the address noted below. 


C onditions: 

The employment contracts are for an initial three- -year term with the possibility of 
extension. Salary is paid in US dollars. ILRI provides excellent benefits including 
employer-paid medical, life and disability insurances, and retirement benefits. Generous 
allowances toward relocation, housing, home leave travel, dependents’ education, and 
annual leave are also provided. 


Applications: 

Please send a cover letter, curriculum vitae, and the names, addresses, telephone, fax and 
email of three professional referees to: recruit@adeptsystems.co.ke. Email applications 
preferred. If necessary, hard copy may be sent or faxed to: Natalie Mathenge, Adept 
Systems, P.O. Box 30934, 00100 GPO, Nairobi, Kenya; fax 4254-2-3742938. Please 
clearly state the exact position or positions for which you are applying. Screening of 
applications will begin on 15 November 2002. We expect to hold interviews during the 
period 20 through 31 January 2003. The successful candidates would join as soon as 
possible thereafter. 





ILRI believes that diversity of staff contributes to excellence. 


ILRI is one of 16 research centres supported by the Consultative. Group of Intemational 
Agricultural Research (CGIAR), which comprises over 55 member countries, international 
organisations and foundations. . . 


Visit our Website. at | 





Exert an influence in 


“Whitehall and beyond 





An experienced leader and project manager, you will have a good 
appreciation of the Government regulatory environment, EC/procurement 
law and the management of contractual relationships. You will have good 
knowledge of the supplier market and the commercial and Government 
environment, including IT and construction. 


Make your influence felt across Government. 


Benefits include 32.5 days’ leave, flexible working arrangements, generous 
pension scheme and performance related pay. 


For further information and an application pack, 

please contact OGC Recruitment at recruitment@ogc.gsi.gov.uk 
or on 020 7271 1472. For further information on OGC log on to 
our website at www.ogc.gov.uk 


Closing date: 22nd November 2002. 





You will take strategic responsibility for the delivery of fee earning 

consultancy services focused on high value and high impact projects across OGC values the diversity 
central Government, This will entail integrating and redirecting our current which exists in our society 
consultancy functions, which provide a range of services to our customers and aspires to this being 
in numerous Government departments. reflected in our workforce. Office of Government Commerce 








VTBANKSOVERARCHNGG 
LTY OF LIFE OF PEOPLE 





We seek highly motivated and seasoned professionals with interest in assisting ADB achieve its goal of poverty reduction. Search is ongoing to fill the following 
anticipated vacancies: 


Water Resources Specialist 

The pasition is responsible for performing duties related to the formulation, processing and administration of loans and technical assistance projects in the water 
resources sectors: undertake sector work and address environmental and cross-cutting issues in the broader context of natural resources management. The 
position will be specifically responsible for (i) formulating water resources development projects which advance the principles of equitable access for all 
stakeholders (particularly the poor and other disadvantaged groups) to water resources, while also ensuring adequate economic returns and ecological 
sustainability; and (ii) processing and administering investment and technical assistance projects for integrated water resource development in ADB's 
developing member countries. Candidates should have experience in formulating water resources management strategies for developing countries taking 
account of socio-economic, technical, ecological, and various climatic and other physical factors; and demonstrated innovative approaches to conflict 
resolution in relation to water resources management in Asia, 


Transport Specialist 

The position is responsible for performing the following core functions: (i) loan and technical assistance processing and administration activities for the 
transport sector; (ii) project identification, formulation and preparation, including selection and supervision of consultants, undertaking and reviewing of project 
feasibility studies; (iii) evaluation/appraisal of proposed projects with particular emphasis on institutional development and policy reform to improve sector 
performance; and (iv) supervision of project implementation, including review of designs, costs, prequalification of contractors, bid evaluation reports, project 
monitoring and conduct of review and other related missions. Candidates should have at least five years of relevant professional experience and a thorough 
understanding of transport sector issues. 


Established in 1966 and headquartered in Manila, Philippines, ADB's multicultural staff come from about 50 member countries, ADB offers an internationally 
competitive salary paid in US dollars. Salaries and benefits are generally free of tax except for citizens of some countries, primarily the USA and the 
Philippines, whose incomes are taxed by their respective governments. While the position advertised is for ADB Headquarters in Manila, Philippines, ADB staff 
must be prepared to serve in any location outside the Headquarters at the discretion of Management, Applicants must be nationals of one of ADB's member 
countries. International experience will be taken into consideration. For further information, visit http: //www.adb.org. 
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" Newly. Established Sup anain Fund. 
m New Zealand Based — — 


The New Zealand Government: has established a new Crown Entity called 
Guardians of New Zealand. Superannuation. The prime activity ofthe — 
< Guardians is to manage the investment of the The New Zealand 

_ Superannuation Fund which is intended to provide sufficient resources to 
smooth the future costs of publicly funded New Zealand superannuation. 












The value of The Fund is currently around NZ$1 billion. The Government 
anticipates making regular capital contributions to it and The Fund is 
anticipated to grow to NZ$30 billion within ten years. 








Reporting to the Board of the Guardians of NZ Superannuation, the Chief 
Executive will lead a small, highly capable team who will advise on and 
implement the investment management arrangements with external providers 
and become a centre of excellence for outsourced funds management. 









Candidates must be tertiary qualified with a current understanding of 
international investment markets and the principles of modern portfolio 
management. To complement this, experience is required in overview 
and risk management disciplines of a substantial fund. 








if living the New Zealand dream and having one of the highest profile 
roles in New Zealand is of appeal, confidential enquiries should be 
directed to Gary Dick or Rachael Thomas, telephone (64 9) 377 3013, 
email gary.dick@tmp.com or rachael.thomas@tmp.com 







#% tmp.worldwide 


Executive Search 









The Inter-American Development Bank, the oldest and largest regional 
multilateral development institution with headquarters in Washington, D.C., is 
now reviewing candidates for the following positions: 






Development Economist (Posting No. 02/75) 






The candidate will participate in economic policy dialogue activities and contribute to 
define and develop the Bank's agenda in Argentina, Bolivia, Brazil, Chile, Paraguay and 
Uruguay. Additionally, he/she will provide expert advice on economic development 
policy and carry out economic analysis with emphasis in economic growth issues. PhD 
degree in Economics (required) from an internationally recognized institution. Minimum 
of eight (8) years of relevant professional experience at the national and international 
level. Experience in the design of policy proposals to foster economic and social 
development of Latin America and the Caribbean is desirable. Proficiency in either 
Spanish or Portuguese, and English. 


Private Sector Specialist (Posting No. 02/76) 


The candidate will support the activities of the Bank in Argentina, Bolivia, Brazil, Chile, 
Paraguay and Uruguay pertaining to policy discussion and programming, design, and 
execution of loan operations and technical cooperation projects in the areas of 
competitiveness and enterprise development. Masters degree in Economics (PhD. 
preferred) from an internationally recognized institution in Economics, Business 
Administration, Industrial Organization or related field. Background in Engineering a 
plus. Minimum of eight (8) years of relevant professional experience in economic 
development with specialization in competitiveness and private sector development 
issues. Areas of special attention are: technology and innovation, strategy and planning, 
business development, industrial services. Demonstrated ability to lead high-level policy 
discussions a must. Proficiency in either Spanish or Portuguese, and English. 






















Interested candidates are invited to visit the IDB's Web Site and refer to the 
corresponding postings for further information on the principal 
functions/selection criteria of each position, as well as the application procedures. 


http://www.iadb.org 


As a reflection of its commitment to its borrowing member countries, the Bank may 
require staff to accept assignments in both country offices and headquarters. 








Only applicants selected for an interview will be contacted. 
The [DB encourages gender equality in its hiring practices. 






Seeks. a juin. 
| - CEP pistes in 26 « countries. across eastern and central 
ur i ud the former Soviet Union. Over 300. local and foreign 
scaler participate in CEP fellowship programs. every year and 
there is a large and active alumni network. Headquartered in 
Budapest, Hungary, the President will oversee CEP’s ten regional 
offices as well as offices in Washington, DC and London. 





The Board of Directors is seeking an independent, creative, 
entrepreneurial self-starter. Ideal candidates will have at least 5 years 
executive management experience, proven fund-raising ability, 
postgraduate qualifications, relevant experience in the region of 
CEP's operation, teaching experience at the university level, a strong 
commitment to higher education with pertinent knowledge of higher 
education reform, and fluency i in English. The Board is looking for a 
person with strong vision and. a strategic approach to lead the 
organization as it enters the second decade of regional transition. 


Applicants should submit a letter explaining their interest in and 
suitability for the post, and resume/curriculum vitae; in addition at 
least three letters of reference should be sent by the referees directly to: 


Thomas J. Wood, Director CEP North American Office, 
1717 Massachusetts Avenue NW, Suite 506, 
Washington DC 20036. 


Fax: 202 663 7799, e-mail: twood4@jhu.edu. 


Deadline: December 6, 2002. 
http://www.cep.org.hu 


international Youth Foundation 


President and Chief Executive Officer 
The International Youth Foundation 
Baltimore, MD 


The International Youth Foundation (LYF) seeks a President to lead this dynamic 
organization in the next stage of its world-wide development. IYF was founded 
in 1990 in the fervent belief that the world needed à new kind of catalyst that 
works with business, civil society, and the public sector to help millions of young 
people at risk to succeed, against all odds, and lead healthy and responsible lives. 
IYF has become in just twelve years one of the largest public foundations in the 
world focused exclusively on youth. Operating in nearly 50 countries and 
territories, through 39 official partners, the global network of IYF partner 
foundations employs more than 1,800 staff, with combined endowments 
totalling more than $150 million and annual grants and program investments 
totalling over $135 million. 


IYF has developed a diverse and influential Board of Directors. It has 
successfully cultivated and sustained deep commitment from CEOs of major 
corporations, parliamentary and ministerial leaders, global civic figures and 
NGO leaders on five continents. It also has a dedicated and international 
50-member staff located in its Baltimore headquarters office. 


This is a rare opportunity to assume the leadership of a vibrant institution that is 
a builder of civil society around the world. The ideal candidate will be a person 
of stature with the intellectual vigour and personal magnetism to inspire others 
to join in its mission. S/he will be knowledgeable about global business, and 
come with mission commitments and a track record as a skillful intermediary 
among partners across all sectors. 


Inquiries and applications should be sent in strict confidence to Lisa Savereid, 
VP and Director, Isaacson, Miller, 334 Boylston Street, Suite 500, Boston, 
MA 02116. . 


Emails may be sent to Isavereid@imsearch.com. 
For ds CONUS at applications should be received ae 25 November 2002. 
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UNIVERSITY COLLEGE DUBLIN 


An Coláiste Ollscoile Baile Átha Cliath 





University College Dublin was founded in 1854 and was established as a non-denominational university in 1908. 
With a student population of approximately 20,000 (1,500 from overseas) and ten Faculties, UCD is the largest 
university in Ireland. Some 5,000 students with primary and postgraduate degrees graduate annually. 


APPOINTMENT OF A PRESIDENT/ 
GHIEF OFFICER OF THE UNIVERSITY 


The Governing Authority of the University invites applications for the post of President/ Chief Officer. 


University College Dublin, the largest and culturally most diverse university in Ireland, is seeking to appoint a new President. In 
view of the challenges and development needs of the University over the coming years, the successful candidate must be a person 
of exceptional calibre, someone capable of providing inspirational academic and executive leadership to a university committed 
to the highest international standards of teaching and research. 


The President will be a person with a proven research record. He or she will have been successful at national and international 
level in creating and sustaining collaborative teaching /research relationships and in generating the funds to support these. 


The successful candidate will have a track record of achievement that demonstrates decisive management at a senior level in a 
complex organisation. 


The President will be a convincing advocate for the University in a complex and competitive national and international 
environment. He or she will have the ability to harness the enthusiasm, energy and skills of all members of the University 
community to contribute to the realisation of a shared mission. 


The person appointed will have an educational vision informed by a profound and sensitive understanding of the role and 
responsibility of the university in the modern world. The successful candidate will be aware of the function of a university as a 
centre of excellence in both scholarly enquiry and in teaching and learning. 


Recognising the character of the university as one of the most influential institutions of civil society, the President of University 
College Dublin must be capable of building on the achievements of UCD and maximising its distinctive contribution to Irish 
society. 


Further information, including details of the remuneration package and application procedure, may be obtained from: 


The Secretary to the UCD Search Committee, 
c/o PricewaterhouseCoopers, Wilton Place, Dublin 2. 
Confidential Telephone: +353 (0) 1662 6520; Confidential Fax: +353 (0) 1704 8598 
Email: marcella.senior@ie.pwcglobal.com 


Further information may also be obtained from the UCD website: 
http://www.ucd.ie/presidentsearch 


The closing date for completed applications is: 12.00 noon on Monday, 6 January 2003. 


UCD is an equal opportunities employer. — 


UNIVERSITY COLLEGE DUBLIN 


NATIONAL UNIVERSITY OF IRELAND, DUBLIN 









IRECTOR OF DEVELOPMENT 
K&PLANNING 


The Commonwealth Parliamentary Association (CPA) brings together some 16,000 
Parliamentarians from more than 170 Parliaments and Legislatures in 52 of the 54 
Commonwealth countries. The Secretariat is located in London, U.K. 


Reporting to the Secretary-General, the Director of Development and Planning is 
responsible for initiating and organising seminars, workshops and similar 
programmes on contemporary issues in parliamentary democracy. 


The successful candidate will have a sound knowledge of planning systems, 
experience in developing and implementing strategic plans, and skills in planning 
and implementing projects to contribute to the development of Parliament, its 
Members and officials. A degree in a relevant field, preferably with a post-graduate 
qualification, or equivalent professional qualifications or experience is required. 


Candidates should have knowledge of issues affecting Commonwealth countries 
and their governance, experience in liaising with other international organisations 
including fundraising, and skills in training and research. Knowledge of 
Commonwealth parliamentary practices and procedures would be an asset. First- 
rate communication skills, drive and integrity are important attributes. 


The appointment will be for a five-year contract period from Ist November 2003. 
The salary will be commensurate with qualifications and experience and will be in 
the range of £32,600 to £65,000 p.a. A non-contributory pension plan and health 
care insurance are also provided. 


Further details of this appointment together with information on the CPA can be 
obtained from the CPA website: www.cpahq.org 


Candidates wishing to apply for the post should submit their application. and 
detailed curriculum vitae in writing (e-mail not accepted) to ensure receipt by 31st 
December 2002. Applicants should be marked CONFIDENTIAL aud sent to: 


HON. DENIS MARSHALL, QSO 
SECRETARY-GENERAL 
CPA SECRETARIAT 
SUITE 700, WESTMINSTER HOUSE 
7 MILLBANK 
LONDON SWIP 3JA 
UNITED KINGDOM 
Tel: 44 20 7799 1460 Fax: 44 20 7222 6073 








UNITED NATIONS €49} — NATIONS UNIES 


DIRECTOR of THE UNITED NATIONS 
SYSTEM STAFF COLLEGE, D-2 


Based in Turino, Italy 


The United Nations invites applications for the post of Director, United Nations 
fri Staff College, at the D-2 level. The United Nations System Staff College 
(UNSSC) is the United Nations institution for system-wide knowledge management, 
learning and training for the staff of the United Nations system. The College plays a 
strategic role in the development of individual competencies and corporate cr sla 
required for the renewal of the UN system and the achievement of the Millennium 
Development Goals. It is a centre for continuous learning through the development, 
coordination and provision of cross cutting learning programmes which impact on all 
United Nations agencies and staff. 


The Director, as the chief executive officer of the College, will be expected to provide 
the vision, leadership and strategic direction in pursuit of the College's go of 
becoming a centre of excellence in learning and knowledge management in the UN 
System. Hence commitment to the ideals and values of the United Nations is a sine 
qua non. This position requires a politically astute, results oriented and highly 
experienced and sensitive leader with a demonstrated track record in leading a team 


of professionals to deliver high quality learning programmes. 


Qualifications and Experience Competencies 


* Advanced university degree in relevant — € Proven leadership, managerial, strategic 
field. : . planning and diplomatic skills. Highly 

* At least twenty years of experience in developed communication skills wi 
olicy and programming positions, the ability to inspire confidence and 
eading diverse teams, and managing mobilize support. 

continuous learning, preferably in an œ Unquestionable integrity. Analytical, 

international setting at senior executive creative, advisory, administrative and 


level. leadership skills necessary to develop 


and implement policy respond to 


M | change and manage programmes 

* Excellent spoken and written English, — , Ce = A bn ear 
with a working knowledge of one level. Ability to work effectively in a 
other UN fanguage. multi- cultural environment and a firm 
commitment to promoting gender, 

cultural and other forms of diversity. 


For further information, please visit our website at jobs.un.org. 
Closing date for receipt of applications: 2 December 2002 








INTERNATIONAL FUND FOR 
AGRICULTURAL DEVELOPMENT (IFAD) 
i 


. MANAGER LANGUAGE SERVICES (P-5) 


DUTIES AND RESPONSIBILITIES: Under the direction of the Secretary of [PAD the incumbent 

pertorms the following duties: 

E Plans, Organizes, supervises, monitors and sets priorities for all editing, translation, revision and other 
written-language-related services of the Fund, including related terminology and reference work, 
developing workplans, scheduling resources and adjusting priorities accordingly. Develops and 
implements procedures for such services and for the establishment and maintenance of terminology files 

and other reference sources, ensuring adherence to Fund policies and procedures. Negotiates deadlines 
with requesting units and ensures that those deadlines are met by Language Services. Oversees the 
assignment of text to in-house and external staff according to each editor/translator's. aptitude and 

Capacity. Organizes and supervises language services for meetings of the Fund's governing bodies as well 

| as other high-level meetings. Makes authoritative linguistic determinations in English. 

2, Estabhshes editorial and translation practices and guidelines for the unit and contributes to the 
establishment of Fund-wide policy, 
3, identifies and advises on the appropriate use of new technology. 

| & Guides, trains, and/or supervises training of editors, translators, and revisers, evaluating their 
performance and promoting the best utilization of their skills and experience. 

5. Oversees documents management and contracting of external and temporary on-site staff, verifies that 
work done by external editors and translators is done to a satisfactory standard, and approves editing and 
translation payment orders, Determines whether prospective external editors and translators are qualified 
io be assigned freelance work from the Fund. 

6. Analyses the Language Services workload and staffing levels, and formulates and justifies budgetary and 
personnel proposals. Initiates personnel actions for recruitment of staff, renewal of contracts, etc, Formulates 
instructions and guidelines governing the work of editors, translators, revisers, and other language staff. 

7. Prepares staff. performance evaluations, Organizes recruitment competitions, including setting and 
evaluating examinations, interviewing candidates, and recommending the selection of staff. 

8, Edits highly sensitive English-language documents and translates and/or revises from at least two of 
the Fund's official languages (and occasionally other languages) into English the most urgent, difficult, 
or sensitive documents, and reviews and/or approves translations of such documents into other official 
languages of tlie Fund. Revises edited texts and translations for training and development purposes and 
discusses revisions with the editor translator. 

9. Performs other related duties as required. 


QUALIFICATIONS AND EXPERIENCE: 

Education and experience: 

Advanced University degree attesting knowledge of languages. Minimum of ten years related experience, 
with emphasis on senior translator or reviser duties, Demonstrated leadership ability in a multicultural 
setting. Strong interpersonal communication skills in dealing with persons of diverse cultural 
backgrounds, Good knowledge of IT applications. 

Languages: 

English mother tongue (or equivalent); excellent knowledge of two other languages (Arabic, French or Spanish). 


Please forward your application in duplicate to Personnel Division no later than 25 November 2002. 
Please note that any application received by IFAD after the deadline will not be considered. For more 
details please visit our web-site at www.ifad org. 

Oniy shart-listed candidates will receive an acknowledgement. 


Applications from women candidates are particularly encouraged. 









UNITED NATIONS 
NATIONS UNIES 


FRAMEWORK CONVENTION ON CLIMATE CHANGE - Secretariat 
CONVENTION - CADRE SUR LES CHANGEMENTS CLIMATIQUES - Secrétariat 


The United Nations Framework Convention on Climate Change (UNFCCC) is the focus of the 
political process to address Climate Change. The Convention secretariat is supporting the 
Convention and its Protocol by a range of activities, including substantive and organizational 
support to meetings of the Parties. The secretariat is seeking to fill the following position: 















Main responsibilities 

The Special Assistant advises the Executive Secretary on strategic issues, often of a cross 

cutting nature, aimed at ensuring policy coordination and coherence among the various 

UNFCCC programmes and works in close cooperation with the programme coordinators. 

S/he makes substantive contribution to the management of the Executive Secretary's Office, 

the development/monitoring of the secretariat's work programme including the budget and 

represents the EDM programme in meetings of various secretariat bodies. 

(For more details, please refer to our website unfcec.int) 

Qualifications and experience 

* Advanced university degree in environmental sciences, economics, international relations 
or another discipline relevant ta the UNFCCC secretariat; 

* Atleast eleven years relevant work experience, of which four to five should have been ín 
an international environment, with proven supervisory skills and experience in 
programme planning; 

* Excellent command of English with premium on drafting and presentational skills. 
Proficiency in French and working knowledge of other United Nations languages 
desirable; 

* Proven leadership, planning and organizational skills; judgement and decision- 
making ability. 






















Remuneration 
Depending on professional background, experience and family situation, a competitive 
compensation and benefit package is offered for an initial appointment of one and a half 
years, with possibility of extension. 









To appl 

* Deadline for applications 02 December 2002. Expected date for entry on duty as soon 
as possible. -. 

* Quoting Vacancy Number 02/E030, submit a detailed Curriculum Vitae in English or 
preferably a completed United Nations Personal History Form (PAD, available on our 
website. unfcec.int to: 

- Chief, Human Resources Unit 
United Nations Climate Change Secretariat (LINFCCC), 
P.O.Box 260 124, D-53153 Bonn, Germany 
—.. Fax: 49-228-815-1999, e-mail: vacancies&unfccc.int 
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Cranfield 


NIVERSITY 


School of Management 


The Cranfield MBA - 
developing tomorrow's 
leaders 


For those with a 
determination to lead 
and the focus to succeed. 


Full-time 


an intensive 12 month programme 


Executive Part-time 


a two-year programme involving , 


regular attend 


D For details please contact: 


Maureen Williams l | | l TY 
Cranfield School of Management We wish to thank our founding sponsor Scottish 


Telephone: +44 (0) 1234 754386 | | Development International and our sponsor 


Email: mbaenquiries@cranfield.ac.uk Burson-Marsteller for their support. 


Sie Burson:Marsteller 
www.cranfieldMBA.info 
For more information on this and future events 
world-wide, please contact: 


David Cox, Global Di rector 


Tel: (212) 554 0655 
www.economistconferences.com 
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e world health service 


~ We make a unique 
our members. Wherever you 
live or work, we will ensure you 
get the best possible medical 


attention when you need it most. 


BUPA International - trust us to care. 


Internationa 
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Special report Russia and Chechnya 


The lost cause of the Caucasus 


MOSCOW 


Peace in the breakaway Russian republic of Chechnya has never looked easy, but 
the recent hostage crisis in Moscow has rendered it well-nigh impossible 


66 EGOTIATE?" retorts Zakir, a Musco- 
vite of mixed Russian and Azeri de- 
scent, with an angry look. “Look here: you 
can negotiate with the Dagestanis, with 
the Circassians, with the Ossetians, but 
you can’t negotiate with the Chechens!” 

That is pretty much what the average 
Russian thinks about Chechens now; and 
it is pretty much what he thought about 
them long before last week’s hostage crisis, 
in which Chechen militants held more 
than 700 people in a Moscow theatre for 
two-and-a-half days. The rescue opera- 
tion, in which the gas that knocked out the 
attackers also killed at least 117 hostages, 
sparked local and international protest 
and left many questions unanswered (see 
box on next page). But as the anger dies 
down and the questions start to be swept 
under the rug, trouble is only beginning for 
those who will be the attack’s chief vic- 
tims: the Chechen people themselves. 

The police who idle away the hours on 
Moscow’s streets checking identity papers 
and residence permits have always given 
more hassle to people with the dark hair 
and swarthy skin of the North Caucasus— 
people like Zakir. But now the scrutiny has 
intensified. This week police swooped to 


search the homes of even well-off Che- 
chens and Dagestanis who have lived in 
Moscow for years. A call for tolerance from 
President Vladimir Putin made little differ- 
ence. Old prejudice has hardened. 

Since Chechnya tried to break away in 
1991, Russia has fought two wars to try to 
bring it to heel. The results are a destroyed 
land, tens of thousands dead and hun- 
dreds of thousands made refugees; but 
above all, war has so permeated the fabric 
of Chechnya that it has become self-per- 
petuating. While optimists hope that the 
hostage crisis will shock Mr Putin into ne- 
gotiating and the majority fear that it will 
only make him more implacable, the most 
awful thing is that it hardly matters. No sol- 
ution—all-out assault, full military with- 
drawal or careful peace talks—will be eas- 
ier than any other. 


Born enemies 

The Russians think the Chechens are 
bloodthirsty barbarians. The Chechens 
think the Russians are imperialist tyrants. 
History shows why. Slapped against the 
north face of the Caucasus mountains like 
a huge pancake, Chechnya is just one of 
the mini-nations that Russia began to swal- 





low up in the 18th century as it expanded 
towards the borders of the Ottoman Em- 
pire. The people of the mountains resisted 
invasion even more fiercely than their 
plains brethren: their greatest leader, 
Imam Shamil, waged guerrilla war for a 
quarter of acentury. The Chechens always 
remained the least tamed of Russia’s new 
subjects—perhaps because they had no 
traditional vertical hierarchy, but rather a 
network of communities and teips, land- 
based clans. Strong teip loyalty still exists, 
and is one reason why no truly all-Che- 
chen leader has emerged-in itself, one of 
the biggest obstacles to peace. 

Joseph Stalin made the Chechen-In- 
gush region an autonomous republic 
within Russia in 1936. But at the height of 
the second world war he deported the en- >> 
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> tire population, half a million people, to 
Central Asia, ostensibly as a punishment 
for “mass collaboration” with the Nazis. 
Most probably, as Carlotta Gall and 
Thomas de Waal argue in “Chechnya: A 
small victorious war” (Pan Books, 1997), it 
was because they had resisted Stalinist col- 
lectivisation, and would be the natural 
leaders of the mountain peoples in any fu- 
ture insurgency. Within five years, a quar- 
ter of them had died. Not until 1957 was 
the republic reinstated. 

It declared independence from Russia 
in 1991, after the Soviet Union broke up. 
Russia, itself a new state, tolerated the re- 
bellion at first. But under the Chechen 
president, Jokhar Dudaev, the economy 
collapsed and organised crime became 
rife. In 1994, Moscow supported an oppo- 
sition coup against Dudaev; when that 
failed, Russian forces invaded. 

They left 18 months later, humiliatingly 
defeated. The Chechen chief of staff, Aslan 
Maskhadov, had united rag-tag bands of 
rebel troops into a victorious army, like 
Shamil before him. And yet he was the 
most moderate and pragmatic Chechen 
leader around: he signed the eventual 
peace agreement with Moscow, and those 
Chechens who had not fled during the war 
elected him president in 1997. 

But trying to rebuild a shattered repub- 
lic—only one building in Grozny, the capi- 
tal, was deemed safe enough to hold his in- 
auguration—and unite competing interest 
groups proved too much for him. Chech- 
nya became a bandit state, with the rebel 
commanders and teip leaders fighting for 
control of lucrative shady businesses. 

Moreover, the peace deal left one ques- 
tion open: Chechnya’s independence. 
Talks about it were repeatedly called off, 
often on the pretext of fresh terrorist at- 
tacks. Charles Blandy of the Conflict Stud- 
ies Research Centre, part of the British de- 
fence ministry, argues that Moscow may 
have deliberately prevaricated. “Whilst 
Maskhadov was a person with whom the 
Russian authorities could work,” Mr 
Blandy writes, “they perhaps recognised, 
too, that he was possibly the greatest threat 
to Russian ambitions of keeping Chechnya 
within the Russian Federation.” 

If that was the tactic, it worked. Disillu- 
sioned with a fruitless peace, Mr Mas- 
khadov’s field commanders joined the op- 
position. One of them, Shamil Basaev, 
together with a Saudi Arabian mercenary 
known as Khattab, led a rebel force into 
neighbouring Dagestan in August 1999. A 
month later there was a series of bomb- 
ings in Moscow and elsewhere—blamed 
on Chechens, though there was never any 
proof. Those events gave Russia the sup- 
portit needed for a second invasion. 

The campaign was masterminded by 
the new prime minister, Mr Putin. Its initial 
success helped him win the March 2000 
presidential election. But once again, the 


The hostage ‘rescue’ 


Death in the theatre 
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Vladimir Putin's government pushes the questions away 


AST week's 60-hour stand-off in a 

Moscow theatre, where 50 Chechen 
rebels held over 700 members of the 
cast and audience, ended with what 
seemed a successful rescue. But as time 
has passed, more people have died: 119 
at the last count (or maybe 118, or 120— 
official sources cannot agree), all but one 
(or two, or three) from the effects of the 
gas that Russian special forces used to 
put the terrorists to sleep. And with 
more reports comes more confusion. 

At first, the assault was a response to 
the terrorists beginning to execute hos- 
tages. Then one survivor said that the 
first shots were not an execution, but a 
warning to a hostage who had suddenly 
started running around. One rescuer 
told the press that, despite the gas, some 
of the terrorists stayed awake long 
enough to shoot at them—and yet not a 
single one detonated the explosives that 
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Unnecessarily killed 


mountain region proved much harder to 
capture than the plains, and soon the army 
got bogged down. Although Mr Putin de- 
clared the military operation over earlier 
this year, rebels still control much of the 
southern part, and kill 20 to 30 Russian sol- 
diers each week. Often, they also attack the 
pro-Moscow Chechen officials who are 
nominally in charge of most of Chechnya. 


The wages of sin and death 
Since the hostage affair, Mr Putin has 
vowed to strike against terrorists “no mat- 
ter where they are” and hints at expanding 
the army’s powers. But it is unclear what 
he will do about Chechnya itself. 

Many observers think that he will fa- 
vour some sort of renewed military cam- 
paign. But it is hard to see what else the 





they had set up around the theatre and 
on their own bodies, like the suicide 
bombers they claimed to be. 

Even so, it would not have been a 
high death toll, as hostage crises go. But 
then came the strangest and cruellest 
twist of all: the government not only re- 
fused to name the gas it used, but would 
not tell doctors how to treat the victims. 
The official reason was to keep the in- 
formation from future terrorists. Only 
four days later did the health minister, 
Yuri Shevchenko, say that the gas was an 
unspecified derivative of fentanyl. Some 
forms of fentanyl are heroin substitutes, 
but up to a thousand times more power- 
ful. One form, Alfentanyl, which is used 
as a hospital anesthetic, was tested by 
American researchers in the 1990s as a 
law-enforcement tool but rejected be- 
cause it could be lethal in larger doses. 
Mr Shevchenko insisted that the gas only 
killed people who were ill, tired, hungry 
or stressed. After two days in that the- 
atre, who wasn’t? 

Despite it all, 85% of Russians polled 
this week supported President Vladimir 
Putin’s action. All the same, the govern- 
ment has concentrated on information 
damage-control. The first hostages re- 
leased told the media that the rescue 
was the right thing to do. The state- 
owned channels began sprinkling their 
programming heavily with heroic hijack 
films and war documentaries. And Dan- 
ish police, fulfilling Mr Putin’s promise 
to strike at terrorists wherever they are, 
arrested a Chechen envoy in Copenha- 
gen for possible extradition. All this con- 
veniently deflects attention from the 
debacle in Moscow. 


Russian army could do, since after three 
years and with 80,000 troops it has still 
not brought Chechnya under its thumb. 
More likely, perhaps, is a renewed effort to 
track down warlords like Mr Basaev; but 
the internal security service, the rsB, has 
been hunting him for years without suc- 
cess. And the Moscow attack showed that 
there are always more militants in waiting: 
Movsar Baraev, the 25-year-old chief hos- 
tage-taker, was the nephew of a notorious 
Chechen warlord reportedly killed by the 
Russians last year. 

Moreover, though support for a mili- 
tary campaign has jumped since the hos- 
tage-taking, that may not last. Until then it 
had been falling steadily, from about two- 
thirds of Russians when the war started to 


one-third this summer. Desertions and » 
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> draft-dodging are already chronic pro- 
blems for the Russian army, and a new 
war would make them worse. 

Its consequences for Chechnya would 
be more severe still. Besides the thousands 
of deaths, 300,000-400,000 people have 
fled their homes since the wars began, out 
of a population of a little over a million. 
Rebel forces kill and torture both Russian 
officials and Chechens suspected of 
collaborating with them. As for the Rus- 
sian troops, according to a recent report by 
Amnesty International, their treatment of 
prisoners includes rape of men, women 
and children, electric shocks and cutting 
off ears and fingers. And since the end of 
large-scale military manoeuvres the Rus- 
sian campaign has turned into a series of 
so-called — zachistki or ‘“clean-ups”— 
searches for rebel troops that turn into or- 
gies of murder and looting. 

Which is why a second option—Rus- 
sia’s total withdrawal from Chechnya, as 
the hostage-takers in Moscow de- 
manded-is equally implausible. Russian 
troops make a good deal of money out of 
the war, and not just by stealing. There is a 
steady trickle of press reports about sol- 
diers caught selling weapons to the rebels. 
The trade is impossible to quantify, but Mr 
Basaev, now the most powerful Chechen 
warlord, once boasted that he got 90% of 
his arms from Russian troops. Two years 
ago a Moscow daily quoted an FsB general 
as saying that most of the Chechens' 
weapons were Russian-made. There are 
other forms of corruption, too: last year 
the government's accounting board found 
nearly $45m, most of it soldiers' salaries, 
missing from the war budget. 

Another nice little earner is the illegal 
oil trade. According to a report in Septem- 
ber by the Institute for War and Peace Re- 
porting, a London-based non-profit orga- 
nisation, over half a million tons each year 
of oil extracted in Chechnya are illegally 
turned into low-grade petrol at thousands 
of home-made micro-refineries. The trade 
began after the end of the first Chechen 
war, when the rebel commanders divided 
up the region's oil wells among them- 
selves; but now soldiers and police often 
extort a cut from the refiners in return for 
turning a blind eye, or even helping trans- 
port and sell the petrol. Waste from the re- 
fineries poisons rivers and gives even 
small towns air pollution worthy of an in- 
dustrial city. 

An alternative to home-brewing petrol 
is to become a rebel fighter. There are 
bounties to be had for killing Russian 
troops and blowing up their vehicles. 
Some of the money comes from Islamic 
extremist groups that began to flourish in 
Chechnya during the first war. Press re- 
ports have suggested that up to $30m for 
the invasion of Dagestan in 1999 came 
from Osama bin Laden, and some money 
from Islamic charity organisations that 


collect for Chechnya may have wound up 
in rebel hands. The rebels also keep a tight 
rein on other illegal sources of income, 
such as drug-trafficking and kidnappings. 

In short, the war is profitable for all con- 
cerned. And for the Chechens who wantto 
stay in their ruined country, there is no 
other way to make a living. Jabrail Gakaev, 
a Chechen historian at the Russian Acad- 
emy of Sciences, calls the profit motive 
“the major driving force of the continuing 
violence”. Withdrawing the army sud- 
denly would hurt a great many vested in- 
terests. Moreover, Chechnya is too ruined 
and anarchic simply to be left to fester on 
Russia’s doorstep. 


No voice in the wilderness 

So how about peace? This week the World 
Chechen Congress, meeting in Copenha- 
gen, asked Ruslan Khasbulatov, an ethnic 
Chechen and former speaker of the Duma, 
to try to mediate between Moscow and the 
rebels. Mr Maskhadov has also sent the 
message that he is ready to sit down to un- 
conditional talks. 

But the closest the two sides have ever 
come to negotiating was last year, when 
an envoy from Mr Putin met an envoy 
from Mr Maskhadov at a Moscow airport 
and told him that there could be talks—but 
only if the rebels first laid down their arms. 
Since this was like asking Yasser Arafat to 
shave his beard and don a pink skirt to ne- 
gotiate the final status of Jerusalem, there 
was no further progress. 

Constantly sidelined by Moscow since 
he was elected, and rapidly losing his re- 
maining grip on power, Mr Maskhadov 
over the summer did what many think 
was inevitable: he reunited the rebel fac- 
tions and gave government posts to radical 
commanders who had previously broken 
with him. That step may have put him on 
firmer ground at home, but it lost him all 
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stock with the Russian government—and 
the American one, which publicly dis- 
tanced itself from him. The hostage-takers 
claimed that Mr Maskhadov took part in 
the planning, or at least knew of it. If that is 
true, says one government source, then he 
could be “in line for special-operations re- 
moval". (His envoy, Akhmed Zakaev, was 
arrested this week in Copenhagen at Mos- 
cow's request.) Even if it is not true, no- 
body in Moscow now trusts him. 

Yet no other credible leader exists. Mr 
Basaev, probably the next-most-powerful 
man in Chechnya, was named by the hos- 
tage-takers as their “supreme military 
emir". The smaller-fry commanders are 
just as bloodthirsty. There are shrewd, 
moderate and well-connected Chechen 
businessmen and politicians in Moscow, 
but they are there because they fled the 
conflict. None can really speak for the peo- 
ple, nor seems keen to take on the risks of 
running the place. Akhmad Kadyrov, the 
head of the unpopular, Moscow-imposed 
Chechen administration, is a likely candi- 
date for the next presidential election, due 
in January; but even if he wins as the least- 
bad of the bunch, he will find it at least as 
hard to rule as Mr Maskhadov did. 

And the election may not even take 
place, since legally the Chechens first need 
to hold a referendum adopting a new con- 
stitution. The first article of that constitu- 
tion will be about the status of Chechnya. 
In current drafts, it says that Chechnya re- 
mains part of the Russian Federation. 
What the Chechens in Chechnya (never 
mind those in the diaspora) want right 
now is anybody's guess. It may be that 
after so many years of war, the majority 
would trade independence for peace—at 
least until the country is somewhat re- 
stored. The tragedy is that nobody with the 
power to give them peace wants to; and 
nobody who wants to has the power. m 
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Japan, United States, FU, 
3 China’ and South Korea, 2001 


| ASEAN member 
| countries 


Exports/imports $bn 


*Inciuding Hong Kong | 
Tfigure for total trade within ASEAN | 


1. Brunei 

2. Cambodia 
3, Indonesia 
4, Laos 

5. Malaysia 
5. Myanmar 
7. Philippines 
8, Thailand 

9. Singapore 
10. Vietnam 


Trade in Asia 





Every man for himself 


BANGKOK 


Slow progress on regional trade liberalisation in East Asia is prompting a spate of 


bilateral deals 


RADE in paper and ink, at the very 

least, must be booming in South-East 
Asia, given the number of commercial 
agreements the countries of the Associa- 
tion of South-East Asian Nations (ASEAN) 
are busily signing. On November 4th, at a 
summitin Phnom Penh, they are due to un- 
veil a framework deal to achieve free trade 
with China by 2013. At the same time, they 
will make a declaration about strengthen- 
ing trade with Japan, hold their first sum- 
mit with India (with trade high on the 
agenda) and publish a report about inte- 
grating the economies of "ASEAN*3", 
which ropes in China, Japan and South Ko- 
rea. Last week, America announced a new 
scheme to promote free-trade agreements 
with individual ASEAN members. Singa- 
pore and America hope to conclude the 
first such deal later this year. Singapore al- 
ready has a free-trade agreement with Ja- 
pan, while Thailand and the Philippines 
are negotiating ones of their own. And on 
January 1st next year, the ASEAN Free 
Trade Area (AFTA) will come into full force 
among the six original members of 
ASEAN: Brunei, Indonesia, Malaysia, the 
Philippines, Singapore and Thailand. 

Ironically enough though, this frenzy 
of deal-making may actually signal a loss 
of momentum towards free trade in the re- 
gion. To varying degrees, South-East Asian 
governments all accept the logic of cutting 
. tariffs and promoting trade. As a relatively 


open, stable and low-cost manufacturing 
base, ASEAN used to attract much export- 
oriented investment. But the Asian crash 
of 1997, and the instability that followed, 
reduced the region's appeal, while inves- 
tors stampeded off to ever more welcom- 
ing China. Since then, ASEAN govern- 
ments have accelerated their effort to forge 
a common market among their 500m citi- 
zens, both to lure back foreigners and to 
discipline their domestic industries. AFTA, 
which caps intra-ASEAN tariffs at 596, 
marks the culmination of this effort. De- 
spite their consensus on the benefits of 
free trade, however, AFTA’s members do 
not trust one another enough to stream- 
line the current system, nor to negotiate 
collective deals with outsiders. Hence the 
bewildering array of overlapping proto- 
cols and compacts. 

Take AFTA itself. Trade among its mem- 
bers has doubled over the past ten years, 
thanks in large part to tariff cuts. The main 
logic of cuts and the pact ought to be to 
consolidate the region's industries and 
thus make them more competitive interna- 
tionally. Yet the few exceptions to the ta- 
riff-cap regime are generally used to pro- 
tect the most inefficient businesses. 
Malaysia, for example, refuses to bring ta- 
riffs on imported cars down until 2005 
(and even then, only to 20%), in order to 
shield Proton, alocal car maker. The Philip- 
pines caused a kerfuffle earlier this year by 
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announcing that it would not lower tariffs 
on petrochemicals as scheduled, and 
might even add other products to the list. 
Textile manufacturers in Indonesia are 
now urging their government to do the 
same for them. And despite the fact that 
ASEAN’S poorest citizens spend much of 
their income on rice, and the world's two 
biggest exporters of the crop (Thailand 
and Vietnam) are ASEAN members, rice 
will remain subject to higher-rate tariffs 
until at least 2020. 

What's more, efforts to draw up shared 
procedures and standards for imports lag 
far behind tariff cuts-even though such 
non-tariff barriers constitute the biggest 
drag on trade in the region, according to a 
recent World Bank study. Nor is there is 
any independent agency, akin to the Euro- 
pean Union's commission, to adjudicate 
disputes between members. Indeed, AFTA 
has no enforcement mechanisms whatso- 
ever: when Myanmar closed its border 
with Thailand for five months earlier this 
year, it did not even occur to the Thai gov- 
ernment to invoke AFTA. 

Some countries are growing impatient 
at these shortcomings. Singapore, for one, 
is pursuing multiple bilateral trade agree- 
ments, even with countries with which 
ASEAN is supposedly negotiating collec- 
tively, like Japan. Other ASEAN countries 
are following suit. Indeed, the group im- 
plicitly admitted that it couldn't agree on 
how to liberalise trade further earlier this 
year, when it decided to let individual 
members, or groups of members, press 
ahead without the rest. So Singapore, 
again, is now lobbying for an open-skies 
deal between willing ArFrA members. 

Even the new China pact will entail 
special exemptions and varying timeta- 
bles for the different ASEAN members, al- 
beit under a shared framework. Anyway, »* 
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> the deal comes more at China's initiative 
than ASEAN's. China first floated the idea 
two years ago—and sweetened it by offer- 
ing to lower tariffs on agricultural imports 
from ASEAN within three years as a ges- 
ture of goodwill. 

Of course, the deal is in ASEAN's best 
interests anyway: trade with China has 
grown threefold over the past decade, 
with ASEAN running a healthy surplus. 
This boom is helping to lessen South-East 
Asia's dependence on exports to America, 
Europe and Japan, which are stuck in the 
doldrums. The prospect of duty-free ex- 
ports to China will doubtless persuade 
some of those flighty investors to return to 
ASEAN. The proposed free-trade area, after 
all, would be the world's biggest, with 
some 1.7 billion consumers. 

The hopeisthatthe benefits of even the 
initial “early harvest" of Chinese tariff cuts 
to be announced in Phnom Penh will in- 
Spire ASEAN to redouble the pace of inte- 
gration and trade liberalisation. For much 
the same reason, America is also including 
duty-free privileges for certain imports 
from nearby bits of Indonesia in its 
planned deal with Singapore. But the ef- 
fect, some fear, could be the reverse: such 
deals might deepen the divisions within 
ASEAN, and weaken its ability to bargain 
collectively with outsiders. m 


North Korea 


Just saying no 


And then what? 


NS ONE relishes the prospect of a nu- 
clear-armed North Korea. But no one 
has worked out what to do about the pros- 
pect. On October 30th, Japanese dip- 
lomats emerged from their first proper 
talks with the North Koreans for two years 
to say they had asked them to scrap a nu- 
clear weapons programme they owned up 
to last month in talks with America—but 
were turned down flat. 

After their meeting at an Asia-Pacific 
summit in Mexico at the weekend, Amer- 
ica’s president, George Bush, Japan’s prime 
minister, Junichiro Koizumi, and South Ko- 
rea’s president, Kim Dae-jung, all called on 
North Korea to “dismantle this programme 
in a prompt and verifiable manner". North 
Korea’s counter-demand is that America 
sign a treaty of non-aggression. Only then, 
said North Korea, somewhat vaguely, 
would it “be ready to clear the United 
States of its security concerns.” 

North Korea knows that the weekend’s 
publicly united front between America, Ja- 
pan and South Korea barely conceals real 





When you're in a hole, stop digging 


tensions. South Korea's Mr Kim, with only 
a few months left in office, is desperate to 
pursue his "sunshine" policy with the 
lately less recalcitrant North Korea. Some 
of his officials have even cast doubt on 
America's version of what the North Kore- 
ans said in admitting to a previously hid- 
den uranium-enrichment programme. 
The Japanese, for their part, want to press 
North Korea on the fate of some of the Jap- 
anese it now admits to kidnapping over 
the years, and to let the survivors and their 
children settle in Japan. However, Mr Koi- 
zumi has been firmer than Mr Kim in say- 
ing that relations with North Korea cannot 
be normalised and aid cannot flow until 
the nuclear issue is cleared up. 

But a more pressing problem is what to 
do about a1994 deal that until now has fro- 
zen North Korea’s production of pluto- 
nium, from which bombs can also be 
made. After inspectors from the Interna- 
tional Atomic Energy Agency (IAEA) had 
accused North Korea of illicit plutonium 
dabbling, America got no help from South 
Korea and Japan in confronting the regime. 
Instead America was left to negotiate a 
“framework agreement” that in return for 
the plutonium freeze offered North Korea 
two western-designed, less proliferation- 
prone power reactors (mostly paid for by 
South Korea and Japan) and interim sup- 
plies of oil (mostly paid for by America). 
The two reactors are now under construc- 
tion. But for how much longer? 

By secretly enriching uranium, North 
Korea has broken a denuclearisation 
agreement with South Korea and offended 
against the Nuclear Non-Proliferation 
Treaty and the rAEA's safeguards, and in 
doing all these things has breached the 
1994 agreement too. While some oppo- 
nents of the deal have long argued that it 
should be torn up, the Bush administra- 
tion is still allowing the oil to flow. Sensi- 
ble enough, while it consults its allies 
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about how best to wean North Korea from 
its nuclear ambitions. But Congress is un- 
likely to vote more oil money without 
some nuclear give from North Korea. 

Yet if America walks away from the 
1994 deal by halting oil supplies, North Ko- 
rea not only gets to keep its uranium, it also 
gets its hands on its “frozen” plutonium 
too. It thinks it has America over a barrel— 
and no doubt hopes it can still pick up aid 
from South Korea, if not Japan. Mr Bush 
has said he wants a negotiated outcome. 
But it is going to be tough keeping on 
speaking terms with everyone. m 





Kashmir 


A new broom 


DELHI 
But can the government bring peace? 


HE coalition government that was be- 

ing formed this week in the north In- 
dian state of Jammu and Kashmir is proba- 
bly the best result that could have come 
out of the state's recent elections. Led by 
the People's Democratic Party (ppp), the 
government has a real chance of improv- 
ing the lot of the Kashmiris, who have en- 
dured 13 years of insurgency and terro- 
rism. Mufti Mohammad Sayeed, a 
66-year-old veteran politician who is due 
to be sworn in as chief minister on Novem- 
ber 2nd, calls it a “golden opportunity” for 
change. But delivering it will not be easy. 

In the elections, which ended in early 
October, the ppp won only 16 of 87 assem- 
bly seats, so it will govern in coalition with 
Congress, India’s main national opposi- 
tion party, which won 20 seats, and other 
smaller groups including the intriguing >» 
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1 Abdullahs ousted 


Seats in the Jammu and Kashmir government 








Panthers Communist Party 
Party of India (Marxist) 
Ls aes CREEK GM | 2 
PDP i National 
16 l Conference 
28 

Congress 

20 

87 seats Independent 
and others 
17 


Source: Indian Electoral Commission 


Panthers Party. A Congress nominee will 
replace Mr Sayeed as chief minister half 
way through the assembly’s six-year 
term-if the coalition lasts that long. 

There are several reasons for optimism. 
First, there was a high turnout of about 
44% in the polls, despite terrorist killings 
and opposition from neighbouring Pak- 
istan; and there was little evidence of the 
voterigging and coercion that marred elec- 
tions in the late 1980s and 1990s. Second, 
the ineffectual National Conference, 
which has dominated Kashmir politics, 
mostly for the worse, for 50 years under 
theleadership of the Abdullah family, was 
decisively removed from power. That has 
cleared the way for a new approach with 
the ppp, supported by the clout of Con- 
gress, which has seized this chance to im- 
prove its image nationally, and especially 
with Muslims. 

The PD»P's strength stems from its sup- 
port among Muslims in the Kashmir Val- 
ley, which lies at the centre of the troubles. 
It sympathises with the separatist groups 
which comprise the All Party Hurriyat 
Conference, though it does not call for in- 
dependence from India. But Mr Sayeed 
will inevitably be accused of being soft on 
militants and there will be tensions both 
with coalition partners and with India's 
national government in Delhi. 

Together with his daughter, Meh- 
booba, who is the PDP's most popular fig- 
ure, Mr Sayeed recognises that his first task 
is to restore some semblance of good gov- 
ernance. In an attempt to sap support for 
militancy, he says he will not apply India's 
controversial Prevention of Terrorism Act, 
and will merge a hated Special Operations 
Group into Kashmir's regular police force. 
He will also look into releasing prisoners 
detained on minor charges—or on no 
charge at all-and will take action against 
security forces accused of atrocities. 

The next step will be talks on repatriat- 
ing constitutional powers from Delhi to 
Kashmir, which senior Indian government 
officials say they are ready to start. But pro- 
gress will depend on the reaction of Pak- 
istan, which has encouraged cross-border 
terrorism and keeps the Hurriyat on a tight 
leash—and so has the power to wreck Mr 
Sayeed's “golden opportunity". m 


Australia 


When you're 64 


MELBOURNE 
Peter Costello eyesJohn Howard's job 


OHN HOWARD, Australia's prime min- 

ister, must regret suggesting two years 
ago that he would consider his political fu- 
ture when he turned 64. With Australia un- 
ited by grief after the terrorist bombings in 
Bali on October 12th that killed many 
young Australians, Mr Howard is behav- 
ing with an assurance that suggests the job 
is his for life. But after this mood passes, 
speculation will inevitably return about 
when Mr Howard, 64 next July, plans to 
step aside as leader of the Liberal Party to 
make way for Peter Costello, his most 
likely successor. 

As Australia's treasurer (finance minis- 
ter) and deputy leader of the Liberals, the 
senior partner in the conservative co- 
alition, Mr Costello has presided over an 
economy that has grown strongly over the 
past five years, unaffected by slumps 
among its trading partners in America and 
Asia. A review in November is expected to 
show a slower growth rate for the 2002-03 
financial year than the 3.75% forecast, but 
Australia still boasts the highest growth 
among rich countries. 

Mr Costello signalled his thoughts on 
his future when he said in 1999 that he had 
"only one or two budgets left in me". Last 
May's was the third, making a total of 
seven, more than most treasurers any- 
where have been called upon to produce. 
Now, he says, "I don't find it getting any 
easier, I must say." He is referring to his 
need to make bigger allowances for spend- 
ing on defence and security, blowing away 
his surpluses—but there is also a sense of 
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frustration in his remarks. 

At 45, Mr Costello has had a dream run 
to the heights of political power accompa- 
nied by none of the setbacks that plagued 
Mr Howard over his 28-year political ca- 
reer. From his days as a law student in Mel- 
bourne in the 1970s, Mr Costello is remem- 
bered as one of the most politically 
ambitious figures of his generation. He is 
at one with Mr Howard as an economic 
dry, and has extended reforms begun un- 
der the former Labor government by mod- 
ernising Australia's tax system. But on so- 
cial issues, Mr Howard has pushed the 
Liberals and Australia further to the right; 
and it is here that cracks have appeared in 
Mr Costello's relations with his leader. 

Mr Costello has declared his support 
for an Australian republic while Mr How- 
ard has ensured that it stays constitu- 
tionally tied to the British monarchy. 
When thousands of people marched 
through Sydney two years ago in a sym- 
bolic walk for reconciliation with indige- 
nous Australians, Mr Howard instructed 
Mr Costello not to take part. Mr Costello, 
whose Baptist upbringing still drives 
much of his outlook, was furious. When a 
similar event happened later in his home 
town of Melbourne, he joined it. On Octo- 
ber 16th, in the wake of the Bali bombings, 
Mr Costello declared that Australia was 
part of Asia, a stand with which the Anglo- 
phile Mr Howard has never felt comfort- 
able. Mr Costello says that “we must 
heighten our engagement with the re- 
gion". That sounds like more than a fi- 
nance minister talking. 

Mr Howard will seek to avoid being 
pushed out in one of the leadership battles 
for which the Liberals are famous. But the 
media focus on the dynamics between the 
two men is likely to grow more intense. As 
Mr Costello says: "People think that be- 
cause you've been treasurer for seven 
years you're only interested in economics. 
That's notthe case with me." m 
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Japanese politics 
A winning 
woman 


TOKYO 
The main opposition party finds one 
new voice—but needs many more 


IROKO MIZUSHIMA broke into na- 

tional politics two years ago after the 
opposition Democrat Party held a contest 
to find promising parliamentary candi- 
dates. Ms Mizushima, who was then a psy- 
chiatrist at Keio University hospital, wrote 
an essay about the need for change in Ja- 
pan, with an emphasis on making life bet- 
ter for women. After impressing party 
members in face-to-face interviews, Ms 
Mizushima was chosen to stand for a seat 
in the Diet (parliament), and won. Lately, 
34-year-old Ms Mizushima has been vet- 
ting candidates herself, seeking those who 
might improve the Democrats’ sorry 
standing at the polls. 

She has something that appears to be 
lacking among her fellow Democrats: a 
will to win. Her determination helped to 
give the Democrats their only victory on 
October 27th, when seven by-elections 
were held. The party’s most promising 
candidate for a seat in Yamagata prefec- 
ture, Jun Saito, was under pressure from 
his family not to run. Ms Mizushima had a 
chat with Mr Saito’s wife, who was preg- 
nant, and persuaded her to back her hus- 
band. The Democrats were spared a hu- 
miliating shut-out at the polls. The ruling 
Liberal Democrat Party (LDP) won five 
seats, in a much-needed fillip for the prime 
minister, Junichiro Koizumi; an indepen- 
dent took the other. 

Heartfelt appeals to spouses, however, 
are hardly Ms Mizushima’s main or only 
strength. The success of her campaign two 
years ago was due to her strategy of woo- 
ing a wide range of voters, not only 
women. A young female candidate, she 
reckoned, risked alienating older male vot- 
ers in her rural district with a direct ap- 





Street-fighting woman 


China 


Business under fire 


BEIJING 


The Economist November 2nd 2002 


A spate of arrests may be all about political jockeying 


HESE are unnerving times for 
China’s super-rich. In the past few 
weeks, the authorities have accused sev- 

eral prominent businessmen of econ- 
omic crimes. With the Communist Party 
preparing to convene its five-yearly con- 
gress next week, politics has much to do 
with their troubles. 

Several of the businessmen had close 
connections with leading political fig- 
ures. The most prominent is the former 
head of China’s State Power Corp, Gao 
Yan, who disappeared at the end of Au- 
gust. Mr Gao was a protégé of the head 
of China’s parliament, Li Peng. Then, on 
October 10th, a court in Beijing sen- 
tenced another well-connected busi- 
nessman, Zhu Xiaohua, to 15 years in 
prison for taking bribes worth $500,000. 
Formerly head of Everbright Group, a 
state-run firm that controls the country’s 
sixth-largest commercial bank, Mr Zhu 
had been close to China’s prime minis- 
ter, Zhu Rongji, a rival of Li Peng. 

Yang Bin, a Chinese-born Dutch citi- 
zen who was once one of China's richest 
men, was taken into custody in October 
on suspicion of land-use irregularities 
and tax evasion. He, too, had cultivated 
close ties with politicians, including Bo 
Xilai, the governor of Liaoning Province. 
An arrest warrant has been issued for 
Yang Rong, former head of Brilliance 
China Automotive Holdings, in connec- 
tion with economic offences. He is be- 


proach. Instead, she took her campaign to 
the leaders of unions and other social 
groups. In the end, she won equal support 
from male and female voters. 

The notion that candidates should seek 
votes beyond the party's core supporters is 
rare in Democratic circles. When Ms Mi- 
zushima interviews potential male candi- 
dates, she gets them to talk about the good 
things they plan to do for Japanese 
women. Her favourite question for female 
candidates is more blunt: How will you get 
middle-aged men to vote for you? 

Ms Mizushima is trying to persuade the 
party's leaders that they need to do more 
to publicise the Democrats' policies, many 
of which favour women. The Democrats 
want a single, standard tax exemption for 
married couples, to replace an existing re- 
gime that dissuades many women from 
working full-time. The party also wants to 
reform pensions, to give women a greater 
sense of independence. Despite all this, 
polls by Yomiuri Shimbun, Japan's biggest 
daily, show that only half as many 


lieved to have fled to America. This 
week the Chinese media reported fur- 
ther on the fall of two more business- 
men: Li Jingwei, the former chairman of 
Guangdong Jianlibao Corporation, a 
large state-controlled drinks company, 
and Sang Yuechun, former president of 
Changchun Jigang Group, a private prop- 
erty firm. Mr Li is accused of embezzling 
more than $400,000 from public funds, 
Mr Sang of involvement in racketeering. 
Both are said to have been stripped of 
their seats in the national legislature. 

Part of the businessmen's troubles re- 
lates to a crackdown on tax evasion by 
the rich ordered by Zhu Rongji this sum- 
mer, though cynics suggest that Mr Zhu 
was merely burnishing his legacy before 
his expected retirement next March. 
Anyway, almost any businessman in 
China is vulnerable on tax grounds, 
thanks to the labyrinthine complexity of 
the system. This is where politics comes 
in. Next week's congress will involve 
sweeping leadership changes. As the 
battle has intensified in recent months, 
protégés of those involved have been 
caught in the crossfire. Accusing an asso- 
ciate has often been used in Chinese pol- 
itics to strike at an enemy. Perhaps not 
surprisingly, nobody closely linked to 
the party leader, Jiang Zemin—likely to 
remain a powerful figure even if he gives 
up all his party posts at the congress— 
has yet been targeted. 


women as men back the Democrats. 

One problem, says Katsuya Okada, 
who until recently headed the Democrats' 
policy committee, is that policies which 
appeal to career women tend to alienate 
those who stay at home. But Ms Mizush- 
ima argues that Japanese women do not fit 
into a simple dichotomy between serious 
professionals and traditional housewives. 
Women in rural districts such as hers have 
far more varied concerns than the party's 
leaders seem to grasp. Internal party polls 
taken earlier this year, which show that 
women of many backgrounds are unen- 
thusiastic about the Democrats, seem to 
back her up. 

So what should the Democrats do to 
win more seats? Ms Mizushima concedes 
that the party has to offer a compelling 
economic platform that will appeal to vot- 
ers in general. But she is also urging her 
party to devote more energy to issues that 
appeal to specific groups of women. In 
pushing her ideas, Ms Mizushima has a big 
advantage. She knows how to win. m 
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Curb your enthusiasm 


WASHINGTON DC 


In thelast week of a becalmed campaign, a puff of wind behind the Democrats 


T IS often called the "Seinfeld" elec- 

tion-a patternless, meandering cam- 
paign about nothing. A better term might 
be the “Curb Your Enthusiasm” election, 
after another television comedy also 
about nothing, but with a blacker tone and 
a title more in keeping with a poll in which 
only one in three voters will show up. 

That is how it has been for weeks. 
America’s mid-term elections have not 
been a national campaign with any over- 
arching theme. Rather, this has been a se- 
ries of local races about local personalities. 
Only 16 seats in the House of Represen- 
tatives are really competitive, thanks to a 
process of gerrymandering (sorry, re- 
districting) which has made most seats 
safe for incumbents. The Senate is per- 
fectly balanced, with each side defending 
three toss-up states (see map). 

This has made Republicans cock-a- 
hoop. The party that holds the White 
House has lost seats in 32 of the past 34 
mid-term elections. The biggest losses oc- 
curred in 1982 and 1994 when (as now) the 
economy and stockmarket were weak. 
Ken Mehiman, the White House political 
director, has argued Republicans could 
defy history this year by retaining control 
of the House and even retaking the Senate. 

Even if that forecast turns out to be op- 
timistic, the fact remains that the biggest 
single feature of the election so far has 
been Democratic weakness. Unable to de- 





cide whether to call for repeal of tax cuts, 
running the gamut on Iraq from strong 
support for war to virtual appeasement, 
divided on the issue of tighter gun laws 
(pushed into the spotlight by the Washing- 
ton sniper), the Democrats’ performance 
has been dismal. 

Yet in the past week, a nationwide shift 
has begun that could impose a pattern of 
sorts on this formless campaign: it is be- 
coming more like the traditional referen- 
dum on the economic performance of a 
president. And that changes the dynamic 
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of the race in the Democrats’ favour. 

In the most recent Gallup poll of voting 
intentions in House races, 49% of likely 
voters said they would back Democrats, 
against 46% for Republicans. Among regis- 
tered voters, the Democratic advantage 
was greater, 50% to 41%. Polls by CNN/ 
Time and Ipsos/Reid also put Democrats 
ahead by four to six points. 

This marks a change. Since August, just 
before debate began on Iraq, the Demo- 
crats had seen their polling lead fall each 
month; Republicans had been ahead on 
some recent measures. That trend has now 
been reversed. But it does not look like 
enough to alter the balance of power on 
Capitol Hill. 

According to Charlie Cook, one of the 
capital’s most trusted political analysts, 
Democrats can be confident of 202 seats in 
the House of Representatives. Since they 
need 218 for a majority, they would have 
to win all of the 16 toss-up races. This is the- 
oretically possible if a last-minute shift tilts 
all the marginal seats their way. But it is 
highly unlikely because only two of these 
races are in the five biggest states. The rest 
are in small or empty states, most of which | 
President Bush carried in 2000. 

The Democrats’ chances of holding the 
Senate look better (see table). Tom Mann 
of the Brookings Institution argues that 
they could pick up two of the three most 
vulnerable Republican seats (New Hamp- 
shire, Colorado and Arkansas). If their po- 
sition continues to improve, they might 
even pick up one of the next tier of Repub- 
lican vulnerabilities (Texas, North Caro- 
lina and just possibly Tennessee). 

On the other hand, Democrats are still 
likely to lose one or two of their most mar- 
ginal seats. Missouri and South Dakota are 
most vulnerable, while Minnesota is a spe- 


cial case: after Paul Wellstone's death (see » 

















* Lexington), no one knows what will hap- 
pen, though the chances are that sympa- 
thy for the senator may drive up Demo- 
cratic turnout. Democrats are also likely to 
pick up anywhere between three and 
seven governorships. 

The net result of these bottom-up cal- 
culations is that both parties could keep 
their existing tiny majorities in Congress— 
producing more gridlock. But because the 
power is so finely balanced, any result is 
still possible. The best way to think about 
the Democrats' modest gains in the past 
week or sois that they have twisted the ka- 
leidoscope slightly—not enough to create a 
new Democratic majority, but enough to 
create a pattern out of what had looked 
random. That pattern is the same as in the 
2000 election—a 50:50 nation. 

Until this week, conventional wisdom 
had held that the economy would not 
trump war in voters' minds; that even if 
national security did not dominate it 
would nevertheless prevent the election 
from being about any one thing; and that 
neither party would gain a decisive advan- 
tage from "their" issues. National security 
would not help Republicans (because 
some Democrats had supported the Iraq 
resolution); and economic issues would 
not help Democrats (because voters 
would not blame President Bush). These 
conclusions now look dubious. 


It’s the economy again 

The Pew Research Centre found that the 
economy is much more important than ei- 
ther the war on terror or Iraq: 55% want to 
hear candidates’ views about the econ- 
omy, only 7*6 their views about Iraq. Most 
other polls confirm that the economy has 
risen to the top of voters' concerns. 

Republicans respond that there is still 
nothing like the anger among the elector- 
ate that existed in, say, 1994. The economy 
is in better shape than the Democrats say it 
is. Even after Enron, corporate abuses have 
had little impact. And the Democrats have 
no convincing alternative. 

Much of that is true. But two things are 
changing. Voters seem increasingly to trust 
Democrats on the economy more than Re- 
publicans. And economic anxiety is rising. 
This week, the Conference Board reported 
that consumer confidence plunged 14 
points in October, and now stands at its 
lowest since 1993. Voters may not be an- 
gry, says Karlyn Bowman of the American 
Enterprise Institute, but they may be get- 
ting anxious enough to vote for change— 
regardless of whom they blame for the 
economy and regardless of whether they 
prefer the other side's policies. 

For much of the past few weeks, these 
trends have been masked by the presi- 
dent's personal popularity amid talk of 
war on Iraq. It is still possible that a United 
Nations resolution could give his party a 
fillip at thelast minute. But at the moment, 


renewed emphasis on the economy and 
the diplomatic dance at the UN have been 
pushing his job approval down. 

In January, over 80% of Americans ap- 
proved of the way Mr Bush was doing his 
job. That number is now in the low 60s— 
not bad compared with Bill Clinton in1994 
(44%), but still a big fall. Worse, the drop 
has been accompanied by a decline in his 
reputation for good economic manage- 
ment (only 49% approval on that front) and 
a decline in support for a possible invasion 
of Iraq. Mr Bush's performance as com- 
mander-in-chief in the war on terrorists 
clearly rallied support behind his party. A 
possible war against Iraq is not having the 
same impact. 

Mr Bush, of course, is not on the ticket, 
but he has some cause to worry about 
these numbers. He has campaigned vigor- 





ously for his party and, where he can, has 
marshalled the power of the federal gov- 
ernment behind his party's efforts. Yet lit- 
tle more than a year after the terrorist at- 
tacks of September 11th, 2001, and with 
Iraq and national security still in people's 
minds, he has failed to make any impact 
on the even division of America. 

That may not be surprising. The two 
parties have gone out of their way to fudge 
their differences. The election has mostly 
been about winning over whatever tiny 
demographic sliver of the electorate is 
fashionable this week. And big shifts in a 
divided nation are hard to achieve at the 
best of times. But Mr Bush does not seem 
to have attracted many Democrats to his 
party's ranks. In so far as these mid-term 
elections have presidential implications, 
they point to continued stasis in 2004. Œ 





Getting people to vote 


Come on, do what you say 


WASHINGTON, DC 


The parties fight to shove their supporters to the polling stations 


N THE end, it's turnout that counts. The 

Democrats and the Republicans are both 
spending the last few days before the No- 
vember 5th elections trying to make sure 
their supporters go to the polls. The last- 
minute blitz may not push turnout up to 
40%: this is, after all, not a presidential- 
vote year. But it could make all the differ- 
ence in a dozen close races across the coun- 
try: enough to decide who controls the 
Senate in Washington and some impor- 
tant governorships, such as Florida’s. 

The Republicans go into the turnout 
war with two big advantages. One is 
money. In the current election cycle the Re- 
publicans have spent $303m compared 
with the Democrats’ $170m. The second is 
relative enthusiasm. A Gallup/CNN/USA 
Today poll says that 65% of Republicans 
are either “extremely” or “very” willing to 
vote, compared with 55% of Democrats. 
This is not particularly surprising: Republi- 
cans are, on the whole, richer, better-edu- 
cated and more “solid” than Democrats. 

Yet neither advantage is a clincher. Four 
years ago, the Republicans had an even 
bigger lead among likely voters, and still 
ended up losing seats. The Democrats are 
making up for their (relative) lack of 
money by aiming it mostly at tight Senate 
races. And people on both sides of the po- 
litical divide admit there is more to politics 
than money. The biggest item on the bud- 
get of most campaigns is television ad- 
vertising. But the impact of this is being di- 
luted by the multiplication of television 
channels, growing hostility to negative ad- 
vertising—and the remote-control zapper. 
The AFL-CIO trade-union group has given 
up buying television advertising. 

For some years, the Democrats have 
been better at taking voters by the elbow to 
the voting station: enough to add a couple 
of points to their polling numbers, accord- 
ing to Larry Sabato, of the University of 
Virginia. They have a large number of 
well-manned and highly-motivated orga- 
nisations to aid them: the AFL-CIO, the 
teachers’ unions, black churches and va- 
rious liberal pressure groups—environ- 
mentalist, feminist, gay and the rest of it. 

Both the Democratic National Commit- 
tee (DNC) and the AFL-CIO have dramati- 
cally improved their get-out-the-vote oper- 
ation in the past few years. Union 
households, which account for about 19% 
of the country’s population, increased 
their share of votes cast from 23% in 1996 to 
26% in 2000. With today's technology, 


Democratic vote-ralliers now wander 
from door to door collecting relevant mate- 
rial on Palm Pilots and downloading it into 
centralised databases. The DNC has also 
set up a voting-rights institute that stands 
ready to litigate at the drop of a hat. 

The Republicans have little of this hu- 
man infrastructure. The 4m-strong Na- 
tional Rifle Association remains the best 
source of Republican manpower. Charl- 
ton Heston has been stomping through 
states challenging the forces of illiberalism 
to pry his guns from his “cold dead hands”. 
But Mr Sabato says the NRA does not pack 
the punch of a single big union. 

The Christian Coalition, which played 
a vital role in the Republican victories of 
the 1990s, is a shadow of its former self. 
The organisation lost much of its lustre 
with Ralph Reed's retirement in 1997, and 
some of its financial clout with the loss of 
its tax-exempt status in 1999. But its decline 
also reflects deeper forces. Many Chris- 
tians are disillusioned with the world of 
Caesar. This year's meeting of the Chris- 
tian Coalition was a sparsely attended af- 
fair, which came to life only to roar its sup- 
port for Israel's Ariel Sharon. 

In the past the Republicans have tried 
to make up for their shortage of foot sol- 
diers by buying help off the shelf: so many 
consultants, so many paid advertisements, 
so many telemarketers and envelope-stuff- 
ers. This approach comes naturally to 
many Republicans, happier signing 
cheques than marching arm-in-arm with 
their comrades. It also has powerful de- 
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fenders among the thousands of consul- 
tants who make a handsome living from it. 
But the 2000 election persuaded the party 
that it must do better. The Republicans had 
a rough five-point advantage in the week 
before that election. The Democrats oblit- 
erated that in the last three days. In virtu- 
ally every state with reliable data, Mr Bush 
did worse in the actual election than he 
had done in the last opinion poll before it. 

The Republican National Committee 
set up a taskforce to learn from the Demo- 
crats’ success in those vital three days, and 
has spent the past two years test-market- 
ing and fine-tuning its ideas in races 
around the country. It found a 2-4% in- 
crease in turnout when precinct workers 
“flushed” Republicans to the polls just be- 
fore election day, and a 5% increase in turn- 
out when volunteers, rather than hired 
callers, manned the telephones. 

The business world is also trying to im- 
prove its performance. Companies have 
two obvious advantages when it comes to 
talking to their employees: open lines of 
communication (often through company 
intranets) and a reservoir of trust. They can 
also use the fact that many employees are 
also shareholders to push the boundaries 
of what they can say to their employees 
without raising any legal problems. But 
companies are still neophytes in this busi- 
ness compared with the trade unions. 

All this may bring some old-fashioned 
enthusiasm back into politics. But both 
parties have a secret weapon to stop peo- 
ple getting too enthusiastic: lawyers. The 
Democratic National Committee claims 
that the party will have some 10,000 law- 
yers posted in "sensitive areas" to make 
sure that voters are not turned away at the 
polls. The Republicans are busy discover- 
ing dirty tricks by Democrats to register 
dead people to vote. The attorney-general 
of South Dakota is already investigating 
charges of voter fraud on Indian reserva- 
tions, usually Democratic strongholds. m 






Even an armed Moses is no match for a big trade union 






r a um 
i e, ES d Aun o 
T. 2 7 ‘ee «e. ^. "m WA D 
Teil Ie a M T DUNS AA IS PES 


Iraq i ihe United Nations m 
Slouching towards 
a resolution 


WASHINGTON, DC 
A wobbly compromise, maybe? 


MOKE signals from the United Nations 

were at mid-week suggesting that the 
United States and France might just possi- 
bly be feeling their way towards a compro- 
mise on Iraq. The Americans would agree 
to consult the Security Council before em- 
barking on military action against Saddam 
Hussein. But in the last resort they would 
reserve the right to act alone. 

France and America have been arguing 
for the past six weeks about exactly what 
mechanisms might produce a uN-backed 
military strike against Iraq. The main stick- 
ing-point has been the clause in the Ameri- 
can resolution which says that any failure 
by Iraq to comply with the uN resolution 
“shall constitute a further material breach” 
of its obligations—a phrase previously in- 
voked by Washington to justify military 
action. The French say this would consti- 
tute a “hidden trigger” because it presumes 
to know what the Security Council will de- 
cide without giving it yet another chance 
to examine Iraq’s behaviour. 

The possible compromise would allow 
both sides to save face. America would 
agree to take part in a Security Council de- 
bate if Iraq fails to comply with UN de- 
mands for the elimination of its weapons 
of mass destruction. This means that the 
Americans would not be able to use a mi- 
nor problem with the inspection regime as 
an excuse for invasion. But they would re- 
serve the right to lead a military strike 
against Iraq, without having to go through 
the UN mincing machine again, if Iraq con- 
tinues seriously to block inspections. 

Smoke signals may prove nothing. But 
the Bush administration has made it clear 
that it expects the Security Council to vote 
on a resolution in the next few days. And 
both sides have an interest in producing a 
compromise. The French do not want to 
see the UN (and with it the last vestiges of 
their own fading power) sidelined by the 
United States. And George Bush wants to 
build a broad coalition against Iraq. 

The last point is worth emphasising. 
Over the summer the administration was 
sharply divided between the hawks in the 
Pentagon and the vice-president's office, 
who wanted America to build an ad hoc 
coalition, and the doves in the State De- 
partment who wanted to go through the 
United Nations. The doves eventually 
won that argument. But the hawks have 
made it clear that they would seize on any 
disaster in the UN as a reason for again 
wheeling out their coalition plan. 


Rumsfeld, his defence secretary, and Dick 
Cheney, his vice-president. But in the end 
helistened to Colin Powell, his secretary of 
state, and his father, a veteran multilateral- 
ist. Mr Bush has had no shortage of oppor- 
tunities to pull the plug on the UN. Multi- 
lateralism, he seems to have decided, will 
make it easier to sell a war to both the 
American people and Arab states. 

The hawks are not convinced. They fear 
Mr Bush may fall into an "inspections 
trap”, in which Saddam Hussein will go on 
buying time by owning up to a mere frac- 
tion of his stockpile of weapons, frustrat- 
ing, yet again, the UN's inspectors and hid- 
ing his weapons of mass destruction until 
the arrival of hotter weather makes mili- 
tary action much harder. James Woolsey, a 
former head of the c1a, wonders how 80 
inspectors in a country the size of France, 
with a terrorised population, will have 
any hope of getting at the truth. 

The curious thing about the adminis- 
tration's mood at the moment, given the 
UN's ponderousness and the hawks’ scep- 
ticism, is how little anger there is. The ex- 
planation? Both the hawks and the doves 
suspect that Saddam Hussein will fairly 
soon do something foolish enough to pro- 
vide his would-be disarmers with a cast- 
iron excuse to enforce their will. m 





Voting 
Early birds catch 
worms 


WASHINGTON, DC 
Is American democracy improved by 
early voting? Not necessarily 


AUS election day, November 5th, 
might more accurately be called its 
election deadline. To coax more Ameri- 
cans into performing their civic duties, 
many states now allow voters to cast bal- 
lots, either by mail or in person, about a 
month before polling day. In 2000, 14% of 
all votes were cast early, and in states such 
as Arizona, Colorado and Tennessee the 
figure was closer to 30%. This year, the 
numbers should be even higher. 

A few states have been voting early for 
more than a decade: Texas started in 1987. 
But until the early 1990s most states let 
people vote by post only if they had a good 
excuse, such as disability or illness. The big 
nudge forward was a set of 1993 laws that 
required states to ease the registration pro- 
cess. Now people can demand postal bal- 
lots for simpler reasons, such as business 
travel or going to college. More than 20 


states require no reason at all. Since 1998, 
Oregon has had an entirely mail-in elec- 
tion system. Other states offer booths— 
usually in government buildings but 
sometimes in shopping malls—where peo- 
ple can vote in person before election day. 

Both parties are mounting strong drives 
to get their people to vote early. Since most 
non-voters are thought to lean Demo- 
cratic, the Republicans have resisted looser 
voting rules. But Thomas Patterson of Har- 
vard University reckons that early voting is 
a toss-up between the parties: for every 
new working-class Democratic voter who 
casts a convenient early vote, a wealthier 
Republican votes as well. 

All this presumes that early voting is a 
good thing. It certainly allows more time to 
consider the decisions, which is often nec- 
essary. In New Mexico, the ballot this year 
is an 83-item monster that may create 
queues on election day. Florida, omi- 
nously, also has a long ballot, filled with 
amendments about where to keep preg- 
nant pigs and indoor smoking, which may 
be more easily studied at the kitchen table. 

Since people often say they don’t vote 
because they are too busy, you might ex- 
pect early voting to raise the turnout—es- 
pecially this year, since officials in western 
states claim a huge number of ballots are 
being properly returned. But Curtis Gans, a 
voting expert based in Washington, pc, 
points out that, historically, the picture is 
more muddled. States that allow early vot- 
ing and absentee ballots have not per- 
formed well: in years of high turnout they 
show the smallest increases, while in bad 
years they show the biggest decreases. 

Nor does early voting broaden the elec- 
torate. Such voters tend to be party loyal- 
ists, not independents. Early voting may 
even encourage apathy. In order to catch 
the early birds, candidates now start their 
advertising sooner, much of it nasty. That 
gets out the faithful, but scares off normal 
types. And early voters can also miss big 
news at the end of a campaign. In Minne- 
sota absentee votes already placed for Paul 
Wellstone will not count for his Demo- 
cratic replacement, Walter Mondale. m 





The deep South 
True-grits 
Republicans 


ATLANTA, COLUMBIA, LITTLE ROCK AND RALEIGH 
The Democrats are still some way from 
reclaiming their ancestral heartland 


ACK in 1954, when Strom Thurmond 

was first elected as a write-in senator 
for South Carolina, the South was a Demo- 
cratic fief. Now he is retiring—having, in 
the meantime, become a Republican sena- 
tor. The deep South has changed sides. 
Have the Democrats any hope of luring 
back southern white conservatives? 

George Bush has criss-crossed the 
South in the past couple of weeks, and the 
odds are that his fortress is not yet at the 
point of collapse. To be sure, the Republi- 
cans have problems in Arkansas. Senator 
Tim Hutchinson, who won his seat in 1996 
as a clean-cut Christian and then ran off 
with a member of his staff, may lose to the 
Democrats’ Mark Pryor. And the race be- 
tween Mike Huckabee, the Republican 
governor, and Jimmie Lou Fisher has nar- 
rowed dramatically, with Bill Clinton cam- 
paigning hard for Ms Fisher. But elsewhere 
in the deep South the Republicans look 
likely to retain their Senate seats and per- 
haps pick up a few governorships. 

In the race for Mr Thurmond's seat in 
South Carolina, a rather mechanical con- 
servative Republican, Lindsey Graham, 
looks set to hold off the challenge of an en- 
tertaining liberal maverick, Alex Sanders. 
One poll this week put the circus-per- 
former-turned-college-president — within 
three points of Mr Graham; but he would 
need a record turnout of blacks to win. In 
Tennessee Lamar Alexander, a plaid- 
shirted one-time presidential candidate, 
seems likely to hold Fred Thompson's seat 
for the Republicans-although some na- 
tional strategists are still worried. 

The dirtiest race is appropriately the 
one to succeed Jesse Helms in North Caro- 
lina, where both sides are spending a for- 
tune on attack ads. The Democrat running 
for the Senate, Erskine Bowles, an invest- 
ment banker who served as Mr Clinton's 
chief of staff, chose to “go negative”, and to 
some extent it worked; Elizabeth Dole's 
once huge lead is now in single digits. Still, 
the ever-smiling Republican should win. 

The Republicans dream of picking up 
Louisiana (see box); and they have hopes 
that their Saxby Chambliss will oust Max 
Cleland in Georgia (a state that Mr Bush 
easily carried in 2000). Senator Cleland, a 
Vietnam veteran who goes down well 
with local military people, "unpatrioti- 
cally" voted against the creation of the De- 
partment of Homeland Security. But he 
enjoys strong support from Roy Barnes, 
the popular Democratic governor, and 


from Zell Miller, Georgia's patriarch. 

The South's particularly wobbly econ- 
omy could destroy two Democratic gover- 
nors. In South Carolina, Jim Hodges had 
hoped to announce that he was bringing a 
big DaimlerChrysler factory to the state; 
instead, the car giant has plumped for 
Georgia. Mr Hodges' Republican oppo- 
nent, Mark Sanford, has a reputation for 
frugality that may match the times: while 
Congress was in session, the congressman 
slept on a futon in his Washington office. 

In Alabama, another free-spending 
Democratic governor, Don Siegelman, is 
even more vulnerable. In 1999 Alabama 
voted down the lottery he hoped would 
provide money for education, and he has 
few accomplishments to counter charges 


from Bob Riley, his Republican opponent, 
that he has given no-bid contracts to 
friends. Still, remember that Alabama has 
had only two Republican governors since 
1874 (which is two more than Georgia). 
Yet, even if the Republicans are still do- 
ing pretty well, the Democrats are pulling 
back some white conservatives. One straw 
in the wind: Governors Barnes of Georgia 
and Siegelman of Alabama have both re- 
ceived the National Rifle Association's en- 
dorsement. Mr Barnes's Republican oppo- 
nent was so cross that he challenged him 
to a skeet-shooting contest. Is the prag- 
matic Mr Barnes a possible vice-presiden- 
tial candidate for 2004? As Bill Clinton 
showed, a moderate southern Democratic 
governor can go a very long way. @ 
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Lexington 


A death thatimpoverishes the Senate 





T was fulsome praise from fellow senators, of course, 
but something more. Tom Harkin, from neighbouring Iowa 
and one of America's vanishing breed of prairie populists, broke 
down in tears before he started a eulogy to his “best friend in the 
Senate”. From the other end of the political spectrum and the 
country, Pete Domenici, a conservative from New Mexico, could 
not, at first, deliver his tribute either. Paul Wellstone's death over- 
whelmed them both. 

The Senate prides itself on stateliness. When grief disrupts its 
calm, you know something out of the ordinary has occurred. Mr 
Wellstone's death—in an aircraft crash in Minnesota, where he 
was desperately fighting to hang on to his Senate seat—was a par- 
ticularly unexpected, gruesome affair: his wife and daughter 
also died. But the reaction showed something more. His death 
was a shock to the frail politics of conviction. 

Mr Wellstone was the last of the 1960s generation of peace, 
love and anti-Vietnam-war activism in the Senate. The scion of a 
left-wing Russian Jewish family, he started teaching political sci- 
ence (rather suitably, in 1969) at a liberal-arts college, Carleton, in 
Minnesota. He was a typical rock-the-boat professor, organising 
sit-ins, leading a protest march on a local slaughterhouse and 
getting arrested for picketing a bank. After he won his first race in 
1990, he offended against Senate protocol by talking about Min- 
nesota's poor at every opportunity, abusing arcane voting proce- 
dures and leaving his battered campaign bus in other senators’ 
parking spots. "The first time I saw him,” said Bob Kerrey, then 
representing Nebraska, “I thought he was a pain in the ass.” 

Over time, he gained command of Senate procedures, won 
some friends among Republicans, but lost none of the stubborn- 
ness that made him vote his conscience, take risks and damn the 
consequences. He voted against missile defence, normalising 
trade with China, welfare reform, education reform and his own 
party’s changes to the estate tax. Most of his work as a senator, 
he admitted, was “playing defence...rather than moving for- 
ward on a progressive agenda”. That may be one reason why Mr 
Wellstone was only a symbol for America’s struggling leftists, 
never their leader. He was not a party man. He considered a 
presidential bid in 2000, but gave it up for health reasons. 

It would be too much to say that Mr Wellstone’s quixotic lib- 













eralism was unique. Russ Feingold of Wisconsin used to vie with 
him for the title of loneliest dissident, as measured by the num- 
ber of times they voted against the majority in divisions of 99 to 
one. Nor did Mr Wellstone’s politics strand him all alone in left- 
field. Although he probably had the Senate’s most liberal voting 
record, Mr Harkin, Edward Kennedy, Barbara Boxer and Dianne 
Feinstein ran him pretty close. But nobody was so out-of-step 
with the increasing professionalisation of contemporary Ameri- 
can politics. 

That trend is taking two lurches forward in this year’s mid- 
term elections. First, each party has taken enormous pains to dis- 
guise itself as the other. To insulate themselves against Demo- 
cratic attacks, Republicans now want to subsidise the cost of 
prescription drugs, disavow plans to privatise Social Security 
and-it seems—lock up half of America’s top managers for fraud. 
Democrats do not want to roll back tax cuts, and half of them are 
standing to attention behind President Bush's preparations for 
possible war in Iraq. Mr Wellstone had nothing to do with this. 
Alone among candidates in close Senate races, he voted against 
the congressional resolution on Iraq—an action expected to be 
politically suicidal, but which actually seemed to increase his 
popularity. He proved that voters will respect a politician who 
votes his conscience, even when they disagree with him. 


Lost: the Democrats' soul 

The second dubious form of professionalisation is the increasing 
power of the party managers. The national committees have 
been descending on states with close races, buying reams of po- 
litical advertising, interfering in campaign tactics and helping to 
spin the candidates' positions. The White House has been par- 
ticularly blatant, rejecting local favourites and imposing candi- 
dates more to its liking (as happened in Minnesota). But the 
Democratic hierarchy has also wielded its cheque-book. Mr 
Wellstone did not like this. He sponsored a law—admittedly of 
dubious constitutionality-limiting "independent" political 
spending within 60 days of an election. “The Democratic Party", 
he complained in 1997, *has lost some of its soul." 

It is true that the interfering, moderating party machines do 
sometimes get things right. By persuading the ethically chal- 
lenged Bob Torricelli to remove himself from the ballot in New 
Jersey (and then replacing him with the popular Frank Lauten- 
berg), the Democrats probably saved one seat. In Minnesota, 
where Mr Wellstone was running neck-and-neck with Norm 
Coleman, a moderate White-House-approved Republican, the 
Democrats have plumped for another elder statesman. Walter 
Mondale will gain from a high Democratic turn-out in the wake 
of Mr Wellstone's death. He shares some of Mr Wellstone's left- 
wing politics, but little of his quixotic idealism. Jimmy Carter's 
vice-president is far more the party insider. 

So the politics of conviction are frail; but they are not hope- 
less, particularly if they have a human face. On one of his last 
days in the race, with Mr Coleman on the hustings every mo- 
ment and the Iraq vote just around the corner, Mr Wellstone at- 
tended the opening of a centre to treat anorexic girls. He had met 
the family of a young woman who had died from the condition. 
His speech at the ceremony, shorn of any hint of campaigning, 
talked about the dangers of mental illness and of a bill before 
Congress to improve the way diseases of the mind are treated. 
“WI pass at some point,” he said. “We just need to make one 
more effort." But now Mr Wellstone isn't there to help. & 


The Americas 


Brazil's presidential election 





From pauper to president: now Lula's 
struggle really begins 


SAO PAULO 


Lula and his Workers' Party have learned to win power. Now they must learn to 


govern, and quickly 


FTER his sweeping victory in October 
27th's run-off vote, there are plans to 
make a film about the life of Luiz Inacio 
Lula da Silva, Brazil's president-elect. It will 
be quite a tear-jerker: Lula (as Brazilians 
know him) was born in the dirt-poor 
north-eastern backlands, one of 22 chil- 
dren of an illiterate farm worker, who beat 
them and sent them to work instead of to 
school. Aged seven, he made a gruelling, 
13-day journey on the back of a truck with 
his mother and seven siblings, to join his 
father and his mistress and their children 
in a coastal town near Sao Paulo. He rose 
from shoe-shine boy to mechanic to leader 
of the Sao Paulo car workers' union, orga- 
nising strikes that, in the late 1970s, under- 
mined Brazil's military dictatorship. 

Out of those strikes emerged the Work- 
ers’ Party (PT), now Latin America's biggest 
left-wing party. After three failed presiden- 
tial bids, last Sunday, his 57th birthday, 
Lula finally became the first working-class 
leader of the world's fourth-biggest de- 
mocracy (and its ninth-largest economy), 
pledging to overcome, as he put it, Brazil's 
"historical legacy of inequality and social 
exclusion". 

A great story, so far. But how willit end? 
Lula’s victory comes with Brazil’s finances 
teetering on the brink of disaster. Fears 
that Brazil might follow Argentina’s debt 


default, plus the uncertainty as to who 
would succeed President Fernando 
Henrique Cardoso, and mistrust of Lula 
himself, have all combined to trigger an in- 
vestor panic that threatens to become self- 
fulfilling. The real, Brazil’s currency, has 
lost 40% of its value this year, sending the 
public debt—much of which is linked to 
the exchange rate—spiralling (see chart 1). 
Since most of the public debt is held by lo- 
cal banks and pension funds, a default 
risks wrecking Brazil’s financial system. 

So the first question for Lula is whether 
he can restore financial confidence, and 
quickly establish trust in himself and his 


i Lula's bumpy road 
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ability to govern. The signs are mixed. On 
the one hand, in this year’s campaign, he 
put on a suit and tie, abandoned his old so- 
cialist rhetoric and presented himself as 
"Lula: Love and Peace". He pledged to con- 
trol the government's finances and honour 
its heavy debts-instead of reneging on 
them as he once proposed. In August, 
when the IMF stepped in with a $30 billion 
loan package, he backed it. On the other 
hand, he continued making big spending 
promises: an end to hunger and homeless- 
ness; better pay for state workers; more aid 
to industry and to farmers big and small; 
more education and health care. He has 
aroused enormous expectations, and will 
struggle to meet them. 

Still, in finally reaching the presidency, 
Lula has defied many forecasts of failure: 
many pundits argued that a former metal- 
worker, lacking secondary schooling let 
alone a university degree, was unelectable 
in a basically conservative country. Al- 
though the economy has been weak for 
much of Mr Cardoso's second term, the >> 
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president remained popular, for having 
tamed Brazil's chronic inflation and for 
bringing stability to its democracy. But in 
the event, Mr da Silva beat Jose Serra, Mr 
Cardoso's capable health minister, by an 
ample margin, of 53m to 33m votes. (Lula's 
total was just shy of Ronald Reagan's 1984 
total of 54.5m, the largest-ever vote for a 
presidential candidate). 

Like other left-wing parties elsewhere 
(in Britain, Germany and Spain, for exam- 
ple), the PT set out on the road to electabil- 
ity when its moderate leaders plucked up 
the courage to curb its radicals. In March 
last year, Mr da Silva and his allies pushed 
through a change in the party's rules, so 
that the executive committee would be 
chosen by all members rather than by ac- 
tivists. The moderates duly strengthened 
their grip on the party machine, with Jose 
Dirceu, Lula's closest lieutenant, easily re- 
elected as party president. 

His base secured, to the chagrin of the 
radicals, in June Mr da Silva struck an elec- 
toral alliance with the small, centre-right 
Liberal Party; one of its congressmen, Jose 
Alencar, a textiles tycoon (also born in 
poverty, like Mr da Silva) became his vice- 
presidential running mate. The more Lula 
incensed the PT's hard left, the more he re- 
assured the voters. But their socialist pedi- 
gree gives Mr da Silva and his aides un- 
challenged authority over the party: 
during the dictatorship, Mr Dirceu was 
training in a Cuban guerrilla camp; in gov- 
ernment, he is likely to be at Lula's side, 
perhaps as chief of staff. Another ex-guer- 
rilla turned moderate, Jose Genoino, lost 
the election for governor of Sao Paulo state 
butis tipped for defence minister. 

But Lula's only immediate appoint- 
ment was to put Antonio Palocci in charge 
of his transition team. Mr Palocci was the 
campaign's rising star: he wrote the mani- 
festo, and along with Mr Dirceu, acted as 
emergency spin-doctor whenever Mr da 
Silva, whose tongue sometimes has a life 
of its own, went “off message". As mayor 
of Ribeirao Preto, a city of 500,000 in Sao 
Paulo state, Mr Palocci privatised some 
municipal services and brought business- 
men into his administration. He is being 
tipped to control the federal budget as 
head of a beefed-up planning ministry. 


Fiscal realism 

This week, Lula was quick to strike a note 
of economic realism. Warning that “there 
is no miraculous solution for such a huge 
social debt", he said Brazil's dire straits de- 
mand “austerity in the use of public 
money”. As candidate, he assented to a 
tightening of Brazil's fiscal policy, as a con- 
dition of the 1mr’s loan. At present, this in- 
volves a primary fiscal surplus (ie, before 
interest payments) of 3%4% of GDP next 
year. In June, Mr da Silva said his govern- 
ment would be prepared to tighten further 
if necessary. This week Mr Palocci re- 








peated that pledge. 

To convince the markets of his deter- 
mination to stabilise the public debt and 
avoid a default, Mr da Silva may have to 
deliver on this promise as soon as this 
month, when Brazil and the rwr hold their 
first review of the fiscal target. Raising it to 
5% or even 6% of GDP may be the only way 
to inspire confidence. Then there is infla- 
tion: next year’s target of 6.5% already 
looks hard, given the real’s plunge. Guido 
Mantega, Mr da Silva’s economic adviser, 
has proposed raising it by one or two per- 
centage points. But this week, Mr Palocci 
insisted there were no plans to do so. 

Besides economic targets, investors are 
anxious for names-those of the new 
economic team. Lula’s failure to provide 
them caused markets to stutter again this 
week. But it may be several weeks before 
Mr da Silva, who does not take over the 
presidency until January ist, announces 


' Divided and unruly 
Brazil: Chamber of Deputies election results 
seats by party, 2002 (1998) 
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his cabinet. That is because he must also 
try to puttogether a governing alliance. 

Here, the omens are not promising. The 
election increased the fragmentation of 
Brazil's Congress (see chart 2). In his vic- 
tory speech on Sunday, Lula admitted he 
and his party would need help to govern 
Brazil and promised to build a broad alli- 
ance of "all the good men and women of 
this country". His best option would be to 
clinch a centrist coalition with his main ad- 
versaries in the election, Mr Cardoso's So- 
cial Democrats (PSDB) and their partners, 
the catch-all Brazilian Democratic Move- 
ment (PMDB). This is not unthinkable: 
both parties, like the PT, had their roots in 
the opposition to the dictatorship. 

But the PSDB and PMD8 have both said 
that they are preparing for opposition, not 
government. They promised not to be 
reckless opponents, however. For much of 
the past eight years, the PT irresponsibly 
attacked Mr Cardoso's efforts at fiscal re- 
forms, demanding more spending, regard- 
less of affordability. Lula must hope the ta- 
bles will not now be turned. 

Despite the defeat of its presidential 
candidate, Mr Cardoso's alliance held on 
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to many seats in Congress, and won most 
of the important state governorships. The 
PSDB alone will run seven states (out of 
27), containing almost half of Brazil’s 175m 
people, including the two largest, Sao 
Paulo and Minas Gerais. The PMDP's five 
states include Rio Grande do Sul, the 
fourth in importance, wrested from the PT 
after a governor from the party's radical 
wing ran a mediocre administration. The 
PT itself ended up with only three small 
states. Notonly are governors powerful fig- 
ures in their own right, but they often have 
sway over their states' congressmen. 


Mongrel coalition 

In the absence of a formal coalition with 
Mr Cardoso's support base, Mr da Silva 
has two options, neither especially palat- 
able. One would be to seek a mongrel co- 
alition spanning the left, assorted popu- 
lists and bits of the conservative Liberal 
Front Party. The other, and most probable, 
would be to seek a looser "governability 
pact" between governors and president, 
an idea floated by Aecio Neves, the PSDB 
governor-elect of Minas Gerais. 

Mr da Silva said this week that he 
would seek a consensus of this kind to 
press the outgoing Congress to approve 
much-needed tax reforms, plus a measure 
paving the way for central-bank indepen- 
dence. Congress is crucial, too, for efforts to 
stabilise the public finances. This requires 
spending cuts, especially in over-generous 
civil-service pensions. Mr Cardoso, de- 
spite a much stronger coalition, failed to 
gain approval for these (or at least, not 
enough of them). 

Such cuts are all the more necessary 
since Mr da Silva says that he will start 
straightaway to fulfil his promises to fight 
poverty. He will seek to trim 6 billion reais 
($1.6 billion) from existing spending pro- 
grammes next year, in order to launch 
“Zero Hunger”, an American-style food- 
stamps programme. But even if he 
achieves this, other promises, such as big 
rises in the minimum wage and in public 
servants’ pay, will go unkept. Mr Dirceu 
admitted that the new government ex- 
pects to face strikes and protests as a result. 

To contain frustration at his inability to 
fulfil his promises in the short term, while 
pushing through difficult reforms to make 
them affordable in the future, Mr da Silva 
will need to show the great negotiating 
powers he boasted of in his campaign. At 
least, says Gaudencio Torquato, a political 
scientist at Sao Paulo University, he starts 
with the moral authority that his 53m 
votes bring: in his first few months, few 
politicians, from the pT radicals on his left 
to conservative parties on his right, will 
risk public censure by obstructing him. If 
he uses this opportunity well, the final reel 
of “Lula, the Movie” may yet have a happy 
ending. Otherwise, a horror film lies 
ahead for Brazil. m 








Trade in the Americas 


Clouds over Quito 


WASHINGTON, DC AND SAO PAULO 


Prospects for the Free-Trade Area of the Americas do not look good. Brazil's new 


president is only part of the reason why 


FFICIALLY, the cause of free trade in 

the Americas will take a firm step for- 
ward this week. At a meeting in Quito, Ec- 
uador's capital, on November 1st, the Un- 
ited States and Brazil-along with Canada, 
the region's economic giants-jointly take 
over the chairmanship of the negotiations 
for the proposed Free-Trade Area of the 
Americas (FTAA). The 34 FTAA member 
countries (all those in the hemisphere ex- 
cept Cuba) will also agree on a raft of 
seemingly big decisions, such as clear 
timetables that aim to complete the talks 
by January 2005. 

Unofficially, however, it is hard to find 
many people who are optimistic that the 
talks are going anywhere. Quito "creates 
the theoretical momentum, but the practi- 
cal momentum is not there,” says a Brazil- 
ian official. Though the Bush administra- 
tion trots out upbeat rhetoric, the mood 
among most trade experts is pessimistic. 
Few believe there is enough political will 
in the White House to push for a hemi- 
spherictrade agreement. As Brink Lindsey, 
of the free-market Cato Institute, puts it, 
the FTAA talks are "likely to be in perma- 
nent vegetative state”. 

One reason for the pessimism is Brazil's 
new president. Luiz Inacio Lula da Silva 
and his Workers' Party (PT) have long been 
sceptical of the whole enterprise. The 
party manifesto says that the FTAA, as cur- 
rently being discussed, is not a free-trade 
agreement but a process of “economic an- 
nexation" of Latin America by the United 
States, Only a couple of weeks ago, a very 
public spat erupted between Lula and 


Robert Zoellick, Mr Bush'stop trade negoti- 
ator. Asked about Lula's concerns on the 
FTAA, Mr Zoellick pointed out that "no 
one is compelling Latin America to do any- 
thing", adding that if the region wanted to 
trade with Antarctica, then Washington 
would pursue free trade elsewhere. Lula 
huffily responded that he would talk only 
to Mr Bush and not with some "sub-sub- 
sub-secretary" he had never heard of. 

Diplomats on both sides have rushed 
to smooth ruffled feathers. In fact, the shift 
in trade policy that Lula represents can eas- 
ily be exaggerated. Brazilians have long 
been dubious about the FTAA. And Lula 
has pledged not to take an "ideological 
stance" on the subject. Despite his con- 
tempt for Mr Zoellick's post, he has prom- 
ised to create a similar one in Brazil (where 
trade talks have traditionally been han- 
dled by the foreign ministry). And he has 
sent an extremely moderate PT represen- 
tative to observe the Quito meeting. There 
will be a "more assertive stance" on the 
FTAA under aLula presidency, but no radi- 
cal change, says Rubens Barbosa, Brazil’s 
ambassador to the United States. 

While Lula's victory makes the negotia- 
tions slightly tougher, it is far from the only 
problem. The other big one is the United 
States itself. So far, the Bush administra- 
tion has taken a harsh line in the talks, and 
especially with Brazil. The phasing-in of 
trade concessions is an example. The 
Americans have insisted, and the Quito 
meeting is likely to agree, that tariff reduc- 
tions during the transition period towards 
full free trade should vary country by 


country. In global trade negotiations, in 
contrast, the “most favoured nation” prin- 
ciple normally applies, meaning that mar- 
ket access offered to one country must be 
offered to all. Mr Zoellick’s argument is 
that small and poorer economies should 
receive preferential treatment. That princi- 
ple is broadly accepted. Brazil complains, 
rightly enough, that it will be penalised. 


On the other hand, countries that already — : 


get preferential access to America’s mar- 


kets, especially those from the Caribbean | 


and the Andes, naturally like the idea. 

The biggest sticking point is agriculture. 
On this, the United States will talk only 
about greater market access, and even that 
reluctantly. The issue of trade-distorting 
farm subsidies, argues the Bush team, 


must be left for the global trade talks. The . Vu 


Americans have a point: it is hard for the- 


United States to forswear export subsidies. 
in a regional agreement if the European — 


Union, a much bigger abuser, is still using 
them. But that still leaves plenty of waysin 
which the United States could make a big- 
ger effort for its FTAA partners, for many of 
whom agricultural exports are vital. One 
example is soyabeans, which are not pro- 
duced in Europe. America's subsidies to its 
soya farmers hurt Brazil and Argentina. 

As with soya, many other Latin Ameri- 
can farm exports, such as sugar, cotton or 
orange juice, are politically sensitive in the 
United States, and the Bush team shows lit- 
tle sign of being willing to take on the 
vested interests involved. Negotiating 
lower trade barriers on sensitive farm pro- 
ducts has been made harder by hurdles at- 
tached by Congress to its recent approval 
of the fast-track legislation required to 
clinch trade agreements. Worse, the Un- 
ited States is already trying to wriggle out 
of an agreement made with Mexico under 
the North American Free-Trade Agreement 
that allows unrestricted sugar imports by 
2008. Nor does the political calendar bode 
well for completing the FTAA agricultural 
chapter by the January 2005 deadline. Al- 
most 100,000 jobs in Florida, for instance, 
depend on the citrus industry. Is a real 
commitment to opening up that sector 
likely in a presidential election year? k 

Mr Bush’s team is keen to cast the FTAA ` 
as a route towards hemispheric develop- 
ment and prosperity. The Quito meetingis | 
supposed to set up a “Hemispheric Co-op- 
eration Programme", where richer coun- 
tries promise to help poorer ones deal with 
the talks and the adjustment they require. 
Most of the money is due to come from the 
Inter-American Development Bank. But 
Mr Zoellick will announce America’s 
small financial contribution, no doubt 
with much fanfare. At the same time, the 
Bush team is pushing to hold next year's 
ministerial meeting in Miami. The rhetoric 
is all about how much America cares 
about the FTAA. American politics makes 
it hard to take that talk seriously. @ 




















Politics in Venezuela 


Desperate causes 


CARACAS 


Theunbearable slightness of dialogue 


A IMAGE of St Jude, patron of desper- 
ate and hopeless causes, gazes down 
on the crowd that since October 22nd has 
occupied a square in Caracas, Venezuela's 
capital, in support of a dozen dissident 
generals and admirals. The saint's help 
may be needed: the officers have sworn to 
stay put until President Hugo Chavez re- 
signs and elections are called. Butthe presi- 
dent has so far declined to oblige. He re- 
jects the dissidents' claim to be acting 
under a constitutional provision that en- 
shrines the right to disobey a government 
thatsubverts democracy, arguing that they 
are engaged in a coup similar to one which 
briefly overthrew him last April. 

Another who could use a miracle is Ce- 
sar Gaviria, secretary-general of the Orga- 
nisation of American States (OAs). On Oc- 
tober 27th, he arrived in Caracas for his 
third visit this year. His brief: to "facilitate" 
a dialogue between the government and 
the Democratic Co-ordinator, an opposi- 
tion umbrella group. But the main agenda 
point that interests the opposition is set- 
ting a date either for early elections or fora 
referendum on Mr Chavez's presidency. 
Mr Chavez rejects both options. Even so, 
Mr Gaviria seemed optimistic that an 
agreement involving an early vote was 
possible. 

After 45 months in office, Mr Chavez 
professes to be “consolidating” his “Boli- 
varian revolution". He does seem to have 
arrived at what he always expected would 
be a final break with Venezuela's ancien ré- 
gime. But it is the "revolution" that looks 
the more threatened. What Mr Chavez 
calls “the rotten elites", the leaders of the 
traditional parties, trade unions, church 
and media, have banded together in a het- 
erogeneous, sometimes quarrelling, but 
increasingly powerful coalition. And his 
bid to turn the armed forces into a political 
tool has merely imported Venezuela's po- 
litical conflict to the barracks. 

The dissident officers do not command 
troops. Nor do the scores of others who 
have joined their protest. If it were not for 
the crowd of civilians that surrounds the 
officers, which waxes and wanes but re- 
fuses to disappear, Mr Chavez might have 
tried to arrest the dissidents days ago. But 
that would be risky. A statement from 
anonymous middle-ranking officers gave 
warning that violence against the rebels 
would be met with violence. 

Despite, or because of, the apparent 
success of the officers’ protest, the Demo- 








cratic Co-ordinator faces some hard deci- 
sions. So far, it has backed the rebel offi- 
cers' cause, without itself demanding the 
president's resignation. Unless the Co-or- 
dinator extracts government agreement to 
an early vote, it risks losing the initiative to 
the dissidents, whom the crowd treats like 
rock stars. But the officers, too, are taking a 
risk: if their protest fizzles, they will simply 
have aided Mr Chavez's purge of the 
armed forces. 

By continuing to stonewall, Mr Chavez 
may buy some time. But he has lost the 
support of the majority of his country. 
From now on, it seems clear that his “revo- 
lution” can be imposed, if at all, only by 
force. That is something neither Venezue- 
lans nor outsiders are likely to accept. am 


Pollution in Canada 
Contortions on 
Kyoto 


OTTAWA 
A country divided about greenery 


T MOST Canadians, the signs of cli- 
mate change are all too obvious. Two 
decades of above-average temperatures 
have left prairie farmers counting crop 
losses from droughts. In the Arctic region, 
melting sea-ice and permafrost portend an 
altered life for northerners—and bring new 
anxieties over national security as new 
sea-lanes open up. A rise in summertime 
smog has brought an increase of asthma 
among children. This summer, when fam- 
ilies escaped to their cabins beside lakes 
and rivers, they again found water levels 
far below childhood memories. 

So Canada, it might seem, has every 
reason to back measures to halt global 
warming. Yet the Liberal government of 
Jean Chrétien, the prime minister, is strug- 
gling to win agreement among provincial 
premiers and even its own MPs to ratify 





We're clean, says Quebec 


the Kyoto Protocol on climate change by 








MUS ERAN RRS AACA OAS mus SAEC 





the end of the year, as he pledged to do at 
theJohannesburg summit in September. 

Canada's decision is being closely 
watched. Although it produces only 2% of 
world emissions of carbon dioxide, its pre- 
vious scepticism about Kyoto has pro- 
vided some cover for the Bush administra- 
tion's opposition to the protocol. But the 
issue splits Canadian politicians. 

For more than two years, the federal en- 
ergy and environment ministers have 
been talking with provincial counterparts 
abouthow to reduce emissions to meet the 
Kyoto target (of 6% below 1990 levels). 
Since little concerted action has resulted, 
Canada now faces the task of achieving a 
20% reduction by 2012. On October 24th 
the federal government finally produced a 
draft plan for how to do so. It leans heavily 
on industry, but also challenges every con- 
sumer (of transport, heating and much 
else) to save one tonne in five. 

The plan was widely criticised for be- 
ingunclear about the costs of emissions re- 
duction. This week it was shot down when 
federal and provincial ministers held a 
special meeting on the issue, in Halifax, 
Nova Scotia's capital. 

The opposition is led by Ralph Klein, 
the conservative premier of Alberta, Can- 
ada's main oil producer. He argues that 
Kyoto is a costly fiasco, and that the federal 
plan will land disproportionately on Al- 
berta. Complying with it would jeopardise 
investment in the province's huge oil- 
sands, at a cost of thousands of jobs. 

Other provinces, such as Manitoba and 
Quebec, disapprove of Mr Klein's rollick- 
ing campaign. Manitoba uses much etha- 
nol. Quebec relies on hydro power and, 
says Bernard Landry, its premier, has 
cleaned up its pulp and aluminium indus- 
tries. Both provinces are in compliance 
with the Kyoto targets, and argue that they 
should not face further cuts. 

But in Halifax these "green" provinces 
lined up with the oil producers to demand 
a revision of the federal plan—and a meet- 
ing of provincial premiers with Mr Chré- 
tien-before Parliament debates the ac- 
cord. Constitutionally, the provinces 
control natural resources and will have to 
implement most of the regulations. 

Time-wasting "paralysis by analysis" 
complained David Anderson, the federal 
environment minister. But he said he will 
consult with the provinces, and come up 
with a revised plan at another meeting on 
November 21st. Mr Chrétien ruled out a 
premiers' meeting. Even so, this leaves 
only three weeks for parliamentary debate 
before the Christmas recess. Neither side 
has played its hand adroitly. Opponents of 
Kyoto have woken up late. On the other 
hand, the federal cabinet, hampered by di- 
vided views, has failed to mobilise ordin- 
ary Canadians, many of whom are natural 
greens, on the issue. m 


Israeli politics 


An end to unity 
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A gloomy Binyamin Ben-Eliezer leads his party out of Israel's government 


66 E SHALL continue to lead the na- 
tion, responsibly and wisely,” Ar- 
iel Sharon assured the Knesset on October 
30th, after his Labour Party partners had 
walked out of his 20-month-old govern- 
ment of national unity. Mr Sharon 
promptly sent his aides to sound out the 
ultra-nationalist National Union-Yisrael 
Beitenu block, whose seven seats would 
nudge his Labourless rump of 55 back into 
a majority in the 120-seat parliament. 
Curious as it may seem to outsiders, in 
a narrow-based government of rightist 
and religious parties, members of Mr 
Sharon’s Likud would play the role of the 
doves, with the prime minister himself as 
the leading moderate. But some of the 
hawks may balk. Avigdor Lieberman, the 
leader of Yisrael Beitenu (and a friend of 
Mr Sharon’s foe, Binyamin Netanyahu), 
has said he will not join. Mr Sharon has al- 
ready appointed Shaul Mofaz, the recently 
retired army chief of staff, as his defence 
minister in the place of the Labour leader, 
Binyamin Ben-Eliezer. General Mofaz was 
memorably recorded by an open media 
microphone last April urging Mr Sharon to 
deport Yasser Arafat in defiance of Amer- 
ica’s insistence that the Palestinian leader 
remain untouched. 
If Labour’s men had not jumped, Mr 
Sharon would have pushed them. He had 


given express warning that any party vot- 
ing against the budget would be sacked. 
Constitutional convention was on his side. 
Nevertheless, on October 27th Labour's 
Central Committee ordered its ministers 
and members of the Knesset to vote 
against the budget on the 30th—unless the 
prime minister agreed to shift some $150m 
from the West Bank settlements to pen- 
sioners, students and single-parent fam- 
ilies. Three days and nights of haggling 
failed to produce a deal. 

Mr Sharon’s men claimed that Mr Ben- 
Eliezer did not want one. They were proba- 
bly right. The defence minister, a former 
comrade-in-arms of Mr Sharon, had been 
rattled by weekend polls showing him lag- 
ging behind his two more liberal rivals for 
the Labour Party leadership primary, 
scheduled for November 19th. The main 
plank in their campaigns was Labour's se- 
cession from the coalition government, 
where, they both contended, the party 
functioned in effect as Mr Sharon’s lap- 
dog. They argued that Shimon Peres, the 
foreign minister, provided Mr Sharon’s 
anti-peace policies with a patina of 
respectability abroad, but at the expense 
both of the party’s principles and the La- 
bour elder statesman’s own credibility. 

By quitting, Mr Ben-Eliezer has made 
that plank his own, at least in theory. The 
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dispute, over money for the settlements or 
for the poor, conveniently appeals both to 
the party’s compromised ideological in- 
tegrity and to its social conscience. But the 
beleaguered leader may have left it too 
late. His glum and deflated face on the 
Knesset podium hardly radiated convic- 
tion. Yet Mr Ben-Eliezer, and Mr Peres too, 
believe their presence alongside the prime 
minister in the inner policy-making sanc- 
tums has been a constant restraint on Mr 
Sharon’s adventuristic streak, and gener- 
ally on the militarism of the right. 

Mr Sharon, by contrast, sounded vigor- 
ous and vindictive, lambasting Mr Ben- 
Eliezer for leaving on the day after two 
young girls and their woman teacher had 
been gunned down by a terrorist in a West 
Bank settlement. He, too, is gearing up to 
defend his leadership of his party against a 
challenge from Mr Netanyahu. Their tussle 
will take place ahead of the election, 
which will be held in November 2003 if 
Mr Sharon can keep going till then. If he 
can't, which is much more likely, an elec- 
tion can be called at 90 days' notice. 

Mr Sharon will want to depict himself 
to his party's 300,000 registered voters as 
the unwavering defender of the settle- 
ments—even at the expense of the unity 
government, at whose head he has en- 
joyed high national popularity. Ideally, Mr 
Sharon would like to be able to put off the 
contest until after an American attack on 
Iraq, which, he vaguely feels, will improve 
Israel’s situation and therefore his own. 
Strangely, Mr Sharon and Mr Ben-Eliezer 
both promise that if they win their respec- 
tive primaries, and then lead their parties 
against each other in an election, which- 
ever wins will invite the other into a gov- 
ernment of national unity. W 


West Bank settlements 


Swallowing all 
before them 


EAST JERUSALEM 
Despite the intifada, Israel intensifies 
colonisation of the West Bank 


NOWING that it will take more than a 
cut in subsidies to reverse what they 
see as the gravest threat to their dream of a 
viable state, Palestinians were under- 
whelmed by the Labour Party's decision to 
leave Ariel Sharon's coalition over the 
money that the Israeli government pro- 
poses to spend on settlements. There are 
now 123 Jewish settlements in the West 
Bank, and 12 in occupied East Jerusalem, 
housing some 380,000 settlers who share 
the territory with 2.4m Palestinians. They 
do not share it equally. 

According to a recent study by B'Tse- 
lem, an Israeli human-rights group, the 
West Bank settler population doubled in 
size during the seven-year Oslo peace pro- 
cess, and the settlements' territorial reach 
has now been extended to cover nearly 
42% of the West Bank. This huge expansion 
has been achieved largely through the con- 
struction of settler-only bypass roads and 
military zones which serve to integrate the 
settlements with Israel proper. 

What was interim during Oslo has be- 


4 Suggestions at Taba Jan 2001 
for a Palestinian state on 94% 
af the West Bank 

3 Areas under full or partial Palestinian ! 
control prior to Israeli reoccupation 
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come formalised during the intifada, says 
Yehezkel Lein, a B'Tselem researcher. Un- 
der the fire of conflict, settlements, roads 
and zones have in effect become Israel's 
new military borders in the West Bank, en- 
abling the army to isolate Palestinian vil- 
lages one from the other, and to reoccupy 
six of the eight main Palestinian towns. 

The changes are most noticeable along 
Israel's northern border with the West 
Bank and around East Jerusalem, two ar- 
eas Israel seeks to annex in any final settle- 
ment with the Palestinians. This is where 
most of Israel's settlement expenditure is 
being concentrated, says Mussi Raz, a 
member of the Knesset from the left-wing 
Meretz Party. Chunks of the northern West 
Bank have been cut off by the “security 
fence"—actually a grid of barriers, roads, 
trenches and sensors-that it is now being 
created along the pre-1967 border. 

Around East Jerusalem, the fence is 
mapped to go even deeper into the West 
Bank. Palestinians fear that it will eventu- 
ally envelop not only the East Jerusalem 
settlements (which the Israelis do not 
count as settlements as they long ago uni- 
laterally annexed the city) but also vast ur- 
ban blocks, such as Maale Adumim, in the 
West Bank. The result, they say, will be to 
cut off the 276,000 Palestinians in East Je- 
rusalem and its environs from their West 
Bank hinterland. Moreover, the implanta- 
tion of Jewish enclaves within the densely 
populated Palestinian areas in and around 
the Old City is being encouraged with gov- 
ernment money. 

This mixing of populations is presum- 
ably intended to prevent any return to the 
"understandings" on Jerusalem reached 
by Israeli and Palestinian negotiators, es- 
pecially at the Taba talks in January 2001. It 
is, says Menachem Klein, an adviser to the 
Israeli delegation at the talks, Mr Sharon's 
answer to Bill Clinton's “parameter” that 
what is Jewish should be Israeli, and what 
is Arab should be Palestinian. 

A similar logic appears to be behind the 
100 or so settler outposts that now pepper 
the West Bank, and whose "illegal" estab- 
lishment Binyamin Ben-Eliezer, the La- 
bour leader and departing defence minis- 
ter, had atlast decided to reverse. Begun as 
caravans on tops of hills, the outposts of- 
ten develop into "legal" settlements. 

Take Itamar, a settlement near Nablus. 
Home to fewer than 500 settlers, it has es- 
tablished seven outposts, some ten kilo- 
metres (six miles) beyond its built-up area. 
Earlier this month, the last families from 
the neighbouring Palestinian village of Ya- 
nun were forced to leave their homes after 
years of armed harassment from Itamar's 
settlers. It was the first full evacuation of a 
Palestinian village since the 1967 war. 

The Palestinians ask for a full freeze on 
settlement construction as a first step to 
their evacuation or dismantlement. They 
presented this demand to William Burns, 
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the State Department's special envoy, 
when he was in Jericho last week. Mr 
Burns is touring the region with the draft 
of a "roadmap" to resolve the Palestinian- 
Israeli conflict within three years. Among a 
slew of other demands, the roadmap calls 
for dismantling the outposts by December, 
and a freeze “on all settlement activity" by 
next May. But Palestinians believe that 
only a handful of the outposts will be re- 
moved, and Mr Sharon has consistently 
ruled out a freeze. & 


Jordan and America 


Murder, and its 
consequence 


AMMAN 


How safe an anti-Iraqi ally is Jordan? 


Fe decades Jordan has prided itself on 
being the eye in the region’s turbulent 
storm, immune to the political violence 
that marred its neighbours. No longer. On 
October 28th a masked gunman slipped 
into plush West Amman and killed Law- 
rence Foley, a 60-year-old employee on his 
last assignment with the American aid 
programme to Jordan. He was the first 
American diplomat to die by political vio- 
lence since al-Qaeda bombed two Ameri- 
can embassies in East Africa in 1988. 

Mr Foley's assassination was also the 
first ever of a western official in Jordan. 
Nervous expatriates asked whether their 
planned evacuation in the event of an 
American strike on Iraq should now be 
brought forward. They take little assurance 
from the beefy patrols deployed to guard 
embassies. "The more protection given the 
big guys, the softer the targets will get," 
said an American, worried whether his 
children should still use the school bus. 

The American embassy vowsit will not 
be swayed from its mission to develop Jor- 
dan into a regional showpiece of globalisa- 
tion. Wedged between Israel and Iraq, the 
kingdom is seen as a vital link in any future 
pro-American Middle East. This year, » 
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THE REPUBLIC OF LEBANON 
THE HIGHER COUNCIL FOR PRIVATISATION 


ELECTRICITY SECTOR PRIVATISATION 
REQUEST FOR EXPRESSIONS OF INTEREST 








Electricité du Liban ("EdL") owns and operates installed capacity of about 2000 MW, representing 95% of the Lebanese generation. In 2001, EdL produced about 
9,100 Gwh of electricity and supplied it, through its own transmission and distribution network of 23,050 km, to about one million consumers countrywide. 


The Government of the Republic of Lebanon, acting through the Higher Council for Privatisation and the Ministry of Energy and Water, intends to privatise 
Edl's generation and distribution activities. For this purpose, a new law regulating the electricity sector (the "Electricity Law”) has been passed and a regulatory 
framework based on international practice 1s being put in place. In accordance with the terms of the new law, the Government of Lebanon intends, pursuant to an 
international tender to be launched in 2003, to select: 

* One or more experienced operator(s) in the energy sector, each acting either singly or in a consortium with other investors, to acquire initially up to 40% 
together with management control, of one or more newly-formed company (ies) to which all or part of EdL’s generation and distribution assets and 
activities will be transferred. 

* An experienced operator to manage the transmission grid, which will remain fully state-owned. 

At this stage, the Government of the Republic of Lebanon wishes to receive expressions of interest in this privatisation from potential operators and other 
investors. Potential operators and other investors may express interest either singly or as a consortium (which may not include more than one operator). The 
closing date for receipt of preliminary expressions of interest is close of business on Friday November 227, 2002. 


Expressions of interest, with appropriate supporting documentation including relevant qualifications, experience and financial resources to pursue such 4 project, 
should be addressed to: 
THE HIGHER COUNCIL FOR PRIVATIZATION 
Grand Serail - Beirut Central District 
Attn. General Secretariat 
Tel: 961 1 987500; Fax: 961 1 983061; e-mail. hep-gs@pem.gov.lb 


With a copy to: 


BNP PARIBAS 
Corporate Finance, 3, rue d'Antin, 75078 Paris Cedex 02 France, 
Attention: Michele POSITANO, Christian ROCH and Kanm NOUJAIM, 
Tel: + 33 1 42 98 61 48, Fax: + 33 1 42 98 10 78, 


mE 


The Govemment of the Republic of Lebanon reserve the right to take into consideration at its sole discretion, any Expression of Interest received pursuant to this announcement. 
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> America is pumping $450m into Jordan’s 
army and economy, making the country 
of 5m people America’s fourth-largest re- 
cipient of aid. To drive home that it was 
business as usual, the ambassador, Ed- 
ward Gnehm, kept his appointment the 
next day to launch a Deutsche Bank equity 
fund for Jordan. But, unhappily, the killing 
came hours before the completion of Jor- 
dan’s first big stockmarket privatisation, 
Jordan Telecom, prompting some inves- 
tors to withdraw their offers. 

An unconfirmed claim of responsibil- 
ity came from a group calling itself the 
Honourable Men of Jordan. The group 
drew on along list of anti-American griev- 
ances common on the streets of Amman, 
mostly to do with America’s policies to- 
wards Iraq, Afghanistan and Israel. 

King Abdullah constantly tells his peo- 
ple that they must think of their own coun- 
try first. But Jordanians have many loyal- 
ties: more than half of them are 
Palestinian; and most of the rest have tri- 
bal ties to Iraq or Saudi Arabia. Three 
weeks ago, an American marine was killed 
in Kuwait, another Iraqi neighbour be- 
lieved to be America’s reliable ally. 

There is unease in Jordan at who bene- 
fits from current policy. American largesse 
has been unsuccessful in sowing the 
promised dream of democracy. In the past 
five years, Jordan’s exports to America 
have soared from $7m to an expected 
$400m this year. But, in the same period, 
parliament has been suspended, elections 
postponed and dissenting voices increas- 
ingly silenced. “Deprive people of their 
right to popular participation, and they 
will find other ways to make themselves 
heard,” said a leader of the still-legal Mus- 
lim Brotherhood, adding ominously that 
“violent struggle is a last resort.” m 


Rebellion in Central Africa 


No pay, no peace 


Yet another attempted coup in the 
Central African Republic 


HE people of Bangui stockpile cassava 

in case of coups. This week, their fore- 
sight came in handy. Rebels occupied a 
northern chunk of the Central African Re- 
public’s capital on October 25th, and held 
it for five days before apparently being 
forced to retreat by the army and Libyan 
bombs. Wise folk are staying indoors and 
chewing their stockpiles. 

The government is hanging on by its 
fingertips. This is the seventh bloody bid to 
remove President Ange-Félix Patassé from 
power since he was first elected in 1993. 
Without the help of Libya’s Muammar 





Qaddafi, he is unlikely to have survived. 
Libya has backed his regime since last year, 
in return for a 99-year monopoly on ex- 
tracting the republic's vast reserves of dia- 
monds, gold and other minerals. 

Reports suggest that the rebels are sup- 
porters of a popular sacked army chief, 
Francois Bozizé, a former Patassé loyalist 
with a grudge and presidential ambitions. 
Some witnesses say the rebels are rein- 
forced by soldiers from Chad, a hostile 
neighbour. But reliable information is 
scarce: the presidential spokesman has 
been kidnapped, and the state radio is 
broadcasting little besides religious music. 

The republic used to be much quieter. 
After the cannibalistic Emperor Jean-Bedel 
Bokassa was deposed in 1979, and before 
the recent troubles, it was quite a pleasant 
place to live. Though there were coups, 
they were efficient, French-run affairs with 
few casualties. But then France lost interest 
in all but the richest of its former colonies. 

In the mid-1990s, France suddenly 
stopped paying public servants' salaries in 
the Central African Republic. This has had 
two effects. First, the bureaucracy is para- 
lysed. To survive, many civil servants 
started growing their own food, which left 
little time for their official jobs. Ask an offi- 
cial to do something, and he may ponder, 
before getting up and fetching the relevant 
form, whether it is worth expending the 
necessary calories. Teachers and health 
workers, when not on strike, often de- 
mand bribes to carry out their duties. 


Beware of hungry soldiers 

The second effect is even more worrying. 
Military wages are a year or so in arrears. 
This makes soldiers jumpy: unpaid wages 
were a factor in the coup attempts of 1996, 
1997 and 2001. The success or failure of the 
current insurrection may depend on how 
many of the government's men desert or 
join the rebels. 

Other donors might have helped Mr Pa- 
tassé with his wage bill, if only he were not 
such a tricky customer. After a previous re- 
bellion, he sanctioned summary execu- 
tions because, he said, God told him to. His 
friendship with Mr Qaddafi annoys the 
West, and his autocratic style annoys his 
parliament, which he did not bother to 
consult before signing away the country's 
mineral wealth to Libya. The regime still re- 
ceives some aid, but donors complain that 
much of itis stolen. 

With its fertile soil and abundant natu- 
ral resources, the country should be 
prosperous. But investors are deterred by 
high taxes, opaque laws and chronic in- 
security. It attracts freebooters and dia- 
mond smugglers, but not many reputable 
businesses. The Bangui Chamber of Com- 
merce does not even have a telephone. 
Without much formal commerce, the state 
cannotlevy much tax, and soldiers go hun- 
gry. Hence, in part, the current mess. W 
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Libya and the Arab League 


Humbug 


CAIRO 


An Arab gift to Africa 


HEN Muammar Qaddafi an- 

nounced this week that he was 
pulling Libya out of the Arab League, he 
probably expected howls of protest at 
yet another blow to dreams of Arab un- 
ity. The move did send the league’s 
secretary-general, Amr Moussa, scut- 
tling to Tripoli to coax the Libyans back. 
But such is the current depth of pan- 
Arab gloom that the wider response 
was shrugs and nods of approval. 

“It makes no difference because zero 
minus zero equals zero,” quipped Ah- 
med Ragab, an Egyptian humourist. 
The league is nothing but a club of im- 
potents anyway, added a Saudi colum- 
nist. A toothless creature, said another, 
noting that the 57-year-old institution 
has proved incapable of stopping inter- 
Arab conflicts, let alone Israel's treat- 
ment of Palestinians, or American 
threats against Iraq. 

Besides, Mr Qaddafi’s criticism of 
his fellow Arabs is nothing new. Cha- 
grined by their lack of support when 
Libya was placed under sanctions, he 
has increasingly shunned Arabs in fa- 
vour of Africans. He helped to replace 
the old Organisation of African Unity 
with a new, ostensibly invigorated Afri- 
can Union. His foreign minister is now 
called the secretary for African unity af- 
fairs, and Libyan aid props up regimes 
such as Robert Mugabe's in Zimbabwe. 

Much as ordinary Arabs fervently 
agree that their governments should act 
more forcefully and more concertedly, 
they are also weary of Mr Qaddafi's 
histrionics. His demand for an Arab 
army to liberate Jerusalem, for instance, 
might be taken more seriously if Libya 
had not itself neglected to pay some 
$80m it has pledged to the Arab League 
fund that supports the Palestinians. 
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The Economist Intelligence Unit has the data and 
forecasts to answer these questions and more... 
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The longest journey 





Freeing migration could enrich humanity even more than freeing 
trade. But only if the social and political costs are contained, says 
Frances Cairncross 


& & ITH two friends I started a jour- 

ney to Greece, the most horren- 
dous of all journeys. It had all the details of 
a nightmare: barefoot walking in rough 
roads, risking death in the dark, police dogs 
hunting us, drinking water from the rain 
pools in the road and a rude awakening at 
gunpoint from the police under a bridge. 
My parents were terrified and decided that 
it would be better to pay someone to hide 
me in the back of a car." 

This 16-year-old Albanian high-school 
drop-out, desperate to leave his impover- 
ished country for the nirvana of clearing 
tables in an Athens restaurant, might 
equally well have been a Mexican heading 
for Texas or an Algerian youngster sneak- 
ing into France. He had the misfortune to 
be born on the wrong side of a line that 
now divides the world: the line between 
those whose passports allow them to 
move and settle reasonably freely across 
the richer world's borders, and those who 
can do so only hidden in the back of a 
truck, and with forged papers. 

Tearing down that divide would be one 
of the fastest ways to boost global econ- 
omic growth. The gap between labour's re- 
wards in the poor world and the rich, even 
for something as menial as clearing tables, 
dwarfs the gap between the prices of 
traded goods from different parts of the 
world. The potential gains from liberalis- 
ing migration therefore dwarf those from 
removing barriers to world trade. But 


those gains can be made only at great po- 
litical cost. Countries rarely welcome 
strangers into their midst. 

Everywhere, international migration 
has shot up the list of political concerns. 
The horror of September 11th has tough- 
ened America's approach to immigrants, 
especially students from Muslim coun- 
tries, and blocked the agreement being ne- 
gotiated with Mexico. In Europe, the far 
right has flourished in elections in Austria, 
Denmark and the Netherlands. In Austra- 
lia, the plight of the Tampa and its human 
cargo made asylum a top issue last year. 

Although many more immigrants ar- 
rive legally than hidden in trucks or boats, 
voters fret that governments have lost con- 
trol of who enters their country. The result 
has been a string of measures to try to 
tighten and enforce immigration rules. But 
however much governments clamp 
down, both immigration and immigrants 
are here to stay. Powerful economic forces 
are at work. It is impossible to separate the 
globalisation of trade and capital from the 
global movement of people. Borders will 
leak; companies will want to be able to 
move staff; and liberal democracies will 
balk at introducing the draconian mea- 
sures required to make controls truly wa- 
tertight. If the European Union admits ten 
new members, it will eventually need to 
accept not just their goods but their work- 
ers too. 


Technology also aids migration. The >> 











fall in transport costs has made it cheaper 

to risk a trip, and cheap international tele- 
phone calls allow Bulgarians in Spain to 
tip off their cousins back home that there 
are fruit-picking jobs available. The United 
States shares along border with a develop- 
ing country; Europe is a bus-ride from the 
former Soviet block and a boat-ride across 
the Mediterranean from the world's poor- 
est continent. The rich economies create 
millions of jobs that the underemployed 
- young in the poor world willingly fill. So 
. demand and supply will constantly con- 
spire to undermine even the most deter- 
mined restrictions on immigration. 

For would-be immigrants, the prize is 
huge. It may include a life free of danger 
and an escape from ubiquitous corrup- 
tion, or the hope of a chance for their chil- 
dren. But mainly it comes in the form of an 
immense boost to earnings potential. 
James Smith of Rand, a Californian think- 
tank, is undertaking a longitudinal survey 
of recent immigrants to America. Those 
who get the famous green card, allowing 
them to work and stay indefinitely, are be- 
ing asked what they earned before and 
after. "They gain on average $20,000 a 
year, or $300,000 over a lifetime in net- 
present-value terms," he reports. "Not 
many things you do in your life have such 
an effect." 

Such a prize explains not only why the 
potential gains from liberalising immigra- 
tion are so great. It explains, too, why so 
many people try so hard to come-and 
why immigration is so difficult to control. 
The rewards to the successful immigrant 
are often so large, and the penalties for fail- 
ure so devastating, that they create a huge 
temptation to take risks, to bend the rules 
and to lie. That, inevitably, adds to the hos- 
tility felt by many rich-world voters. 

This hostility is milder in the four coun- 
tries—the United States, Canada, Australia 
and New Zealand-that are built on immi- 
gration. On the whole, their people accept 
. that a well-managed flow of eager new- 
comers adds to economic strength and cul- 
tural interest. When your ancestors ar- 
rived penniless to better themselves, it is 
hard to object when others want to follow. 
In Europe and Japan, immigration is new, 
ot feels new, and societies are older and 
less receptive to change. 

Even so, a growing number of Euro- 
pean governments now accept that there is 
an economic case for immigration. This 
striking change is apparent even in Ger- 
many, which has recently been receiving 
more foreigners, relative to the size of its 
population, than has America. Last year, a 


% of labour force 2: 


commission headed by a leading politi- 
cian, Rita Süssmuth, began its report with 
therevolutionary words: "Germany needs 
immigrants." Recent legislation based on 
the report (and hotly attacked by the oppo- 
sition) streamlines entry procedures. 

But there is a gulf between merely ac- 
cepting the economic case and delighting 
in the social transformation that immi- 
grants create. Immigrants bring new cus- 
toms, new foods, new ideas, new ways of 
doing things. Does that make towns more 
interesting or more threatening? They en- 
hance baseball and football teams, give a 








new twang to popular music and open 
new businesses. Some immigrants trans- 


form drifting institutions, as Mexicans 


have done with American Catholicism, ac- 
cording to Gregory Rodriguez, a Latino 
journalist in Los Angeles. And some com- 
mit disproportionate numbers of crimes. 
They also profoundly test a country's 
sense of itself, forcing people to define 
what they value. That is especially true in 
Europe, where many incomers are Mus- 
lims. America's 1.2m-1.5m or so Muslim 
immigrants tend to be better educated and 
wealthier than Americans in general. 
Many are Iranians, who fled extremist Is- 
lam. By contrast, some of the children of 
Germany's Turks, Britain's Pakistanis and 
France's North Africans seem more at- 
tracted to fundamentalism than their par- 
ents are. If Muslims take their austere reli- 
gion seriously, is that deplorable or 
admirable? If Islam constrains women 
and attacks homosexuality, what are the 
boundaries to freedom of speech and reli- 
gion? Even societies that feel at ease with 
change will find such questions hard. 


No but, maybe yes 

Immigration poses two main challenges 
for the rich world’s governments. One is 
how to manage the inflow of migrants; the 
other, how to integrate those who are al- 
ready there. 

Whom, for example, to allow in? Al- 
ready, many governments have realised 
that the market for top talent is global and 
competitive. Led by Canada and Australia, 
they are redesigning migration policies not 
just to admit, but actively to attract highly 
skilled immigrants. Germany, for instance, 
tentatively introduced a green card of its 
own two years ago for information-tech- 
nology staff-only to find that a mere 
12,000 of the available 20,000 visas were 
taken up. “Given the higher wages and 
warmer welcome, no Indians in their right 
minds would rather go to Germany than to 
the United States,” scoffs Susan Martin, an 
immigration expert at Georgetown Uni- 
versity in Washington, DC. 

Whereas the case for attracting the 
highly skilled is fast becoming conven- 
tional wisdom, a thornier issue is what to 
do about the unskilled. Because the differ- 
ence in earnings is greatest in this sector, 
migration of the unskilled delivers the 
largest global economic gains. Moreover, 
wealthy, well-educated, ageing economies 
create lots of jobs for which their own 
workers have little appetite. 

So immigrants tend to cluster at the up- 


per and lower ends of the skill spectrum. » | 








* Immigrants either have university degrees 
or no high-school education. Mr Smith's 
survey makes the point among immi- 
grants to America, the proportion with a 
postgraduate education, at 21%, is almost 
three times as high as in the native popula- 
tion; equally, the proportion with less than 
nine years of schooling, at 20%, is more 
than three times as high as that of the na- 
tive-born (and probably higher still among 
illegal Mexican immigrants). 

All this means that some immigrants 
do far better than others. The unskilled are 
the problem. Research by George Borjas, a 
Harvard University professor whose par- 
ents were unskilled Cuban immigrants, 
has drawn attention to the fact that the un- 
skilled account for a growing proportion 
of America’s foreign-born. (The same is 
probably true of Europe’s.) Newcomers 
without high-school education not only 
drag down the wages of the poorest Amer- 


icans (some of whom are themselves re- 
cent immigrants); their children are also 
disproportionately likely to fail at school. 

These youngsters are there to stay. “The 
toothpaste is out of the tube,” says Mark 
Krikorian, executive director of the Centre 
for Immigration Studies, a think-tank in 
Washington, pc. And their numbers will 
grow. Because the rich world’s women 
spurn motherhood, immigrants give birth 
to many of the rich world’s babies. Foreign 
mothers account for one birth in five in 
Switzerland and one in eight in Germany 
and Britain. If these children grow up un- 
derprivileged and undereducated, they 
will create anew underclass that may take 
many years to emerge from poverty. 

For Europe, immigration creates par- 
ticular problems. Europe needs it even 
more than the United States because the 
continent is ageing faster than any other 
region. Immigration is not a permanent 


cure (immigrants grow old too), but it will 
buy time. And migration can “grease the 
wheels” of Europe’s sclerotic labour mar- 
kets, argues Tito Boeri in a report for the 
Fondazione Rodolfo Debenedetti, pub- 


lished in July. However, thanks to the gen- 


erosity of Europe's welfare states, migra- | 
tion is also a sort of tax on immobile 
labour. And the more immobile Europe- 
ans are—the older, the less educated—the - 
more xenophobic they are too. : 
The barriers need to be dismantled — 
with honesty and care. It is no accident 
that they began to go up when universal . 
suffrage was introduced. Poor voters know 
that immigration threatens their living 
standards. And as long as voters believe 
that immigration is out of control, they 
will oppose it. Governments must per- 
suade them that it is being managed in 
their interests. This survey will suggest 
some ways in which that might be done. 8 








EAVING one's home to settle in a foreign 
land requires courage or desperation. 
No wonder only a tiny fraction of human- 
ity does so. Most migration takes place 
within countries, not between them, part 
of the great procession of people from 
country to town and from agriculture to in- 
dustry. International migrants, defined as 
people who have lived outside their 
homeland for a year or more, account for 
under 3% of the world's population: a total, 
in 2000, of maybe 150m people, or rather 
less than the population of Brazil. Many 
more people-a much faster-growing 
group—move temporarily: to study, as 
tourists, or to work abroad under some 
special scheme for a while. However, the 
1990s saw rapid growth in immigration al- 
most everywhere, and because popula- 
tion growth is slowing sharply in many 
countries, immigrants and their children 
account for a rising share of it. 

Counting migrants is horrendously dif- 
ficult, even when they are legal. Defini- 
tions vary. Some countries keep popula- 
tion registers, others do not. The visitor 
who comes for a holiday may stay (legally 
or illegally) to work. Counting those who 
come is hard, and only Australia and New 
Zealand rigorously try to count those who 
. leave. So nobody knows whether the re- 


jected asylum-seekeror the illegal who has 
been told to leave has gone or stayed. But 
the overall picture is one of continuing 
growth in the late 1990s. 

Between 1989 and 1998, gross flows of 
immigrants into America and into Europe 
(from outside the EU) were similar, relative 
to population size. About 1m people a year 
enter America legally, and some 500,000 
illegally; about 1.2m a year enter the Eu le- 
gally, and perhaps 500,000 illegally. In 
both America and Europe, immigration 
has become the main driver of population 
growth. In some places, the effects are dra- 
matic. Some 36% of New York's present 
population is foreign-born, says Andrew 
Beveridge, a sociology professor at 
Queens College, New York: “It hasn't been 
that high since 1910,” the last peak. 

America at least thinks of itself as an 
immigrant land. But for many European 
countries the surge of arrivals in the 1990s 
came as a shock. For example, the Greek 
census of 2001 found that, of the 1m risein 
the population in the previous decade (to 
11m), only 40,000 was due to natural in- 
crease. "In a decade, Greece has jumped 
from being one of the world's least immi- 
grant-dense countries to being nearly as 
immigrant-dense as the United States," 
notes Demetrios Papademetriou, co-direc- 


tor of the newly created Migration Policy 
Institute in Washington, DC. 

Asia too saw a burst of immigration in 
the 1990s, propelled initially by the re- 
gion's economic boom. Foreign workers 
accounted for an increasing share of the 
growth in the labour supply in the decade 
to the mid-1990s. Chris Manning, anecon- . 
omist at the Australian National Univer- ` 
sity in Canberra, reckons that foreign. 
workers made up more than half the 
growth in the less-skilled labour force in. 
Malaysia, perhaps one-third of the growth 
in Thailand and 15-20% of the growth in] 
pan, South Korea and Taiwan. 

What makes all these people move? In 
the past, governments often imported 
them. In Europe, migration in the 1950s 
and 1960s was by invitation: Britain's West - 
Indians and Asians, for example, first. 
came at the government's request. Brit- 
ain's worst racial problems descend from 
the planned import of textile and indus- - 
trial workers to northern England. Now 
the market lures the incomers, which may 
produce less disastrous results. 

Three forces often combine to drive 
people abroad. The most powerful is the 
hope of economic gain. Alone, though, 
that may not be enough: a failing state, as 
in Somalia, Sri Lanka, Iraq or Afghanistan, >> 














* also creates a powerful incentive to leave. 
Lastly, a network of friends and relatives 
lowers the barriers to migrating. Britain 
has many Bangladeshi immigrants, but 
most come from the single rural district of 
Sylhet. Many host countries "specialise" in 
importing people from particular areas: in 
Portugal, Brazilians account for 11% of for- 
eigners settling there; in France, Moroc- 
cans and Algerians together make up 30% 
of incomers; and in Canada, the Chinese 
share of immigrants is more than 15%. 

Most very poor countries send few 
people abroad. Immigration seems to start 
in earnest with the onset of industrialisa- 
tion. It costs money to travel, and factory 
jobs provide it. That pattern emerges strik- 
ingly from a study by Frank Pieke of Ox- 
ford University of emigration from China’s 
Fujian province. He describes how inter- 
nal and overseas migration are inter- 
twined. Typically, a woman from a family 
will go to work in a factory in a nearby 
province, supporting a man who then goes 
abroad and probably needs a few months 
to find himself a job. 


Incentives to go, incentives to stay 

Net immigration flows continue as long as 
there is a wide gap in income per head be- 
tween sending and receiving countries. 
Calculations by the oEcp for 1997 looked 
at GDP per head, adjusted for purchasing 
power, in the countries that sent immi- 
grants to its rich members, and compared 
that figure with Gpp per head in the host 
country. In all but one of its seven largest 
members, average annual income per per- 
son in the sending countries was less than 
half that of the host country. 

Migrant flows peter out as incomes in 
sending and host country converge. Philip 
Martin, an economist from the University 
of California at Davis, talks of a *migration 
hump”: emigration first rises in line with 
GDP per head and then begins to fall. Mi- 
gration patterns in southern Europe in the 
1980s suggested that the turning point at 
that time came at just under $4,000 a head. 
In a study for the European Commission 
last year of the prospective labour-market 
effect of EU enlargement, Herbert Briicker, 
of Berlin’s German Institute for Economic 
Research (Drw), estimated that initially 
335,000 people from the new members 
might move west each year, but that after 
ten years the flow would drop below 
150,000 as incomes converged and the 
most footloose had gone. Net labour mi- 
gration usually ends long before wages 
equalise in sending and host countries. 

Migrants do not necessarily come to 


gummi m 
ky ^t ^ "A y à 
d is 


AS 


Innumerable 


stay. They may wantto work or study for a 
few months or years and then go home. 
But perversely, they are more likely to re- 
main if they think that it will be hard to get 
back once they have left. “If you are very 
strict, you have more illegals," observes 
Germany's Ms Süssmuth. 

There has always been a return flow of 
migrants, even when going home meant a 
perilous return crossing of the Atlantic. Ac- 
cording to Dan Griswold of the Cato Insti- 
tute, a right-of-centre American think- 
tank, even in the first decade of the 2oth 
century 25-30% of migrants eventually 
went home. And where migrants are free 
to come and go, many do not come in the 
first place. There is nosignificant net migra- 
tion between the United States and Puerto 
Rico, despite free movement of labour. 
“It's expensive to be underemployed in 
America,” explains Mr Griswold. But in 
Europe, with its safety net of welfare bene- 
fits, the incentives to have a go are greater. 

Tougher border controls deter immi- 
grants from returning home. A book co-au- 
thored by Douglas Massey of the Univer- 
sity of Pennsylvania, “Beyond Smoke and 
Mirrors”, describes how in the early 1960s 
the end of a programme to allow Mexicans 
to work temporarily in America led to a 


5 The going rate 





sharp rise in illegal immigrants. Another 
recent study, published in Population and 
Development Review, also links tighter en- 
forcement to a switch from temporary to 
permanent migration. Its author, Wayne 
Cornelius, says the fees paid to coyotes, 
people who smuggle migrants, have risen 
sharply. He found that, when the median 
cost of a coyote’s services was $237, 50% of 
male Mexican migrants went home after 
two years in the United States; but when it 
had risen to $711, only 38% went back. And, 
whereas the cost of getting in has risen(as 
have the numbers who die in the attempt), 
the cost of staying put has declined, be- 
cause workplace inspections to catch ille- 
gals have almost ceased. The chance of be- 
ing caught once in the country is a mere 
1-2% a year, Mr Cornelius reckons. So “The 
current strategy of border enforcement is 
keeping more unauthorised migrants in 
the us than itis keeping out.” 

Tighter controls in Europe are probably 
creating similar incentives to stay rather 
than to commute or return. A complex, bu- 
reaucratic system designed to keep many 
willing workers away from eager employ- 
ers is bound to breed corruption and dis- 
tortion. And the way that rich countries se- 
lectimmigrants makes matters worse. 8 


Payments to traffickers for selected migration routes, $ per person 
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Source: "Migrant Trafficking and Human Smuggling in Europe", International Organisation for Migration, 2000 








NE of the many oddities of migration 

policy is that immigrants coming in to 
work permanently are usually a minority 
of those who arrive legally. Most host 
countries admit migrants mainly on 
grounds that have nothing to do with 
work. They also admit two large groups on 
grounds that have nothing to do with their 
skills or education, even though these 
characteristics may determine how rap- 
idly they integrate. 

Almost everywhere, the biggest group 
consists of relatives of those who have al- 
ready arrived. In the United States they ac- 
count for three-quarters of all legal perma- 
nent migrants. America even gives a few 
visas to migrants’ adult siblings. In parts of 
Europe, family reunification has become 
family formation, and sometimes delays 
integration: for instance, it allows third- 
generation Pakistanis to seek spouses from 
among their cousins back in rural Mirpur. 
The policy also reinforces the characteris- 
tics of earlier arrivals. Unskilled migrants 
are likely to have less educated relatives 
than are skilled migrants. 

In Europe, and especially northern Eu- 
rope, the other main route of legal entry is 
to claim asylum. The number of claims has 
fallen by half since the early 1990s, partly 
because peace has returned to former 
Yugoslavia, and partly because of tougher 
rules, but still seems to be higher than in 
the United States. America cut the num- 
bers sharply after the first attack on the 
World Trade Centre in 1993, mainly by re- 
fusing to allow asylum-seekers to work or 
draw any welfare benefits for the first six 
months of their stay, and by speeding the 
claims process. Many European countries 
are now moving that way. 

Both marriage and asylum-seeking are 
clearly open to abuse by the desperate or 
the unscrupulous. Many asylum-seekers 
are fleeing poverty and disorder rather 
than persecution. It is usually impossible 
to establish whether or not they have 
really suffered the traumas they claim. Cer- 
tainly there are some odd things going on. 
Near Calais, a large group of Iranians and 
Afghans have long been encamped, refus- 
ing to claim asylum until they have 
reached Britain. 

When it comes to student visas, there 


are incentives to cheat not only for 
would-be immigrants but for educational 
institutions too. Harvard University’s Mr 
Borjas explains in a recent article in the Na- 
tional Review that 13% of foreign students 
stay on legally, making a place atan Amer- 
ican educational establishment a safer bet 
for an entry ticket than the 0.5% chance of 
winning the annual American visa lottery. 
The incentive for educational bodies of all 
sorts is that foreign students provide wel- 
come tuition fees and, for universities, cut- 
price teaching help. 

One reason why would-be immigrants 
choose these roundabout routes to the rich 
world is that there are few straightforward 
ones available. Migrating for a permanent 
job is difficult everywhere. Canada has a 
system, copied by Australia, for admitting 
a few thousand would-be immigrants 
each year on the basis of points awarded 
for a variety of characteristics. Increas- 
ingly, says Meyer Burstein, a Canadian ex- 
pert, these reward skills, education, lan- 
guage and youth. Germany and Britain 
both want to copy Canada’s system, 
whereas Americans think that the job mar- 
ket is the best judge of what is needed. But 
even in America, says John Salt of Univer- 
sity College London, a top expert on migra- 
tion, “Highly skilled permanent employ- 
ment-based immigrants account for about 
3% of the total number of immigrants.” 

Temporary work permits, which sev- 
eral countries increasingly issue, help a bit 
to fill the gap, but most involve a process of 
labyrinthine complexity. Often there is a 
test of some sort to ensure that the worker 





is not taking a job that a native might fill- 
usually a meaningless formality, but one 
of several that allow endless opportuni 
ties for bureaucratic delay. That seem 
even more true for the United States than 
for Europe. Leon Wildes, the New York im 
migration lawyer who got John Lennon a 
work permit in the heyday of the Beatles, 
taps a vast blue file on his desk. “This isone 
of my most well-heeled clients. He wants. 
to bring in his household cook. It's taken us 
four-and-a-half years to get to this point.” 


The back door | 
Because work permits are rarely issued to... 
the unskilled, such people generally have 
no legal way of migrating to find work. So 
they come illegally. Immigration controls 
keep many people out, but not everyone. 
Vast numbers of travellers enter and leave 
most countries each year. For instance, al- 
though 20m foreigners arrive in Britain 
each year, Professor Salt's best guess is that 
Britain's foreign population rose by a mere 
134,000 between 1999 and 2000. But even 


islands will never catch all those with no 


right to be there: most illegals are visitors 
who overstay their tourist or student visas. 

If a country has a long land border, like: 
the United States, or coasts temptingly 
near poorer countries, like Italy, its best 
hope is internal enforcement. That is eas- 
ier in countries such as Germany, where: 
people have to carry identification and 
register with the local authorities when 
they move. But even Germany has asy 
lum-seekers who vanish when their claim 
is turned down: “We call them u-boats, 
says Rainer Münz, a demographer at Ber- 
lin's Humboldt University. 

Either way, the illegals keep on coming. 
More than a quarter of America's immi- 
grants, or about 9m people, are probably 
undocumented: about 60% of them en- 
tered illegally and 40% overstayed their vi- 
sas. Their number grows by at least 
500,000 a year, reckons Jeffrey Passel of 
the Urban Institute. Mexicans are more 
likely to be undocumented than any other 
group: the Immigration and Naturalisation 
Department thinks that 88% of male Mexi- 
cans and 73% of female ones entering 
America have no papers. That compares - 


with 53% of men and 34% of women from »- 








Where can we send them now? 


> the rest of the western hemisphere. 

Numbers for Europe are vaguer. Jean- 
Claude Chenais, a leading French demog- 
rapher, guesses that Germany has 1m and 
France up to 500,000 illegals. Jonas Wid- 
gren, head of the International Centre for 
Migration Policy Development in Vienna, 
thinks that 500,000 illegal migrants enter 
the EU each year. Most cross land or sea 
borders illegally, he says, but150,000 over- 
stay their visas. That implies that the in- 
flow into Europe and the United States is 
much the same, relative to population: 
about 0.15% of population a year. 

Visit the American-Mexican border pa- 
trol at El Paso, and the problem is plain. No 
border crossing in the world has more so- 
phisticated detection equipment. Cameras 
monitor remote stretches; a chain-link 
fence spans miles of scrubland; sensors 
buried in roads draw attention to suspi- 
cious traffic; patrols on horseback and 
quad bikes sweep the desert, dragging car 
tyres to smooth the sand and make it eas- 
ier to spot fresh footprints. For all this ex- 
pense and the consequent human misery, 
the patrol reckons it catches six or seven of 
every ten illegal entrants. A large propor- 
tion of the 400 people apprehended each 
day—and usually released—have crossed, 
or tried to cross, before. 

Thousands continue to climb into the 
backs of the trucks that carry the world's 
trade across borders, to the fury of the In- 
ternational Road Transport Union, whose 
members pay fines or even go to jail when 
their unwanted cargo is discovered. Many 
would-be immigrants use the services of a 
professional smuggler. The rich world's 
politicians tend to talk of migrants being 
“exploited” or “victimised” by smugglers, 
wilfully confusing them with the traffick- 
ers who buy and sell women and children 


a s 


in the sex trade. Some smugglers are un- 
doubtedly ruthless, and becoming more 
so as smuggling fees rise. But many 
would-be migrants, having decided to go, 
seek out the services of a smuggler on a 
friend's recommendation, rather as holi- 
daymakers turn to a travel agent. 

After border checks, the only backstop 
is internal enforcement. Illegals thrive on 
vigorous, open labour markets in societies 
with few internal checks. In a remarkable 
study of undocumented immigrant work- 
ers in London for a conference run by the 
Institute of Public Policy Research in 
March, Bill Jordan and Frank Düvell re- 
ported an interview with a Pole who had 
been in London for seven years, during 
which time he worked (illegally) continu- 
ously and trebled his hourly earnings: 

I have been to Germany three or four times 

... You earn better money there but there is 

no freedom: you have to be able to produce 

your documents at any time, whereas here 

...Dobody ever asked to see my passport. I 

would never have been able to live illegally 

in Germany for so many years. 


Internal enforcement inevitably means 
making employers responsible for ensur- 
ing that their staff have a legal right to 
work. That is possible in Germany, where 
employers are used to bureaucratic de- 
mands. In the United States, Doris 
Meissner, formerly head of the Immigra- 
tion and Naturalisation Service, recalls 
with frustration the impossibility of en- 
forcing effective controls on employers. 
When the INs inspectors harried them, 
bosses simply told politicians that without 
illegals the harvest would rot in the fields. 
Stephen Castles, director of the Refugee 
Studies Centre at Oxford University, puts 
his finger on the problem: *You'd actually 
have to imprison employers. Would the 





courts do it?" At present, even fines are 
rare. 

Even if employers could be disciplined, 
countries would then need to be able to re- 
move those who arrive illegally. This is dif- 
ficult every where. In the spick-and-span El 
Paso detention centre, America's largest, 
officials sigh if the courts hand down a de- 
portation order for illegals from Cuba, Iran 
or Iraq. Releasing the immigrant is far sim- 
pler than trying to send him home. 

Even if countries could be cajoled or 
bullied into taking back their strays, no 
imaginable repatriation policy is likely to 
evict all illegals, so their reluctant hosts 
need to find ways to deal with them. The 
alternative is to put up with an under- 
world population of non-persons, who 
may be unable to get car insurance or 
health care and who may pay no income 
tax or social-security contributions. 

Having become increasingly wary 
about links between immigration and se- 
curity, countries understandably feel un- 
comfortable about the presence of mil- 
lions of undocumented foreigners. But 
offer them an amnesty, as America, in ef- 
fect, did to 3m people in 1986 and Malaysia 
did in May this year, and you give others 
an incentive to try their luck. The wiser 
compromise is to allow those who have 
found work, paid taxes and avoided trou- 
ble to earn the right to stay, rather than 
force them home to change their status. In 
general, the benefits of being able to regu- 
late those who have become legal will out- 
weigh the costs of appearing to cave in. 
"The attitude of the public will depend on 
how you package it," says Esther Olavar- 
ria, counsel to Senator Edward Kennedy, 
whois keen to help the undocumented. “If 
you say it's an amnesty, they'll say no. But 
if you say, these are hard-working individ- 
uals whose position needs to be regular- 
ised, they'll support it." 

And rightly. Illegal migrants are the 
most employment-hungry, market-sensi- 
tive arrivals of all. In the United States, 
points out Roberto Suro, director of the 
Pew Hispanic Centre, they provide just-in- 
time labour: “A meat packing plant in 
Iowa can say to the foreman, next month 
we need 5% more workers for three 
months. On the day they are needed, 
they'll be there. It's extremely efficient." 

To convince their voters that migration 
is under control, governments have to curb 
the illegal sort. But they would be foolish, 
in doing so, to lose the flexibility and 
employability that illegals contribute. Bet- 
ter to find ways to allow more to come le- 
gally—but not necessarily to stay. m 





Feeling at home 


OTH immigrants and host country of- 

ten feel ambivalent about the way they 
live together. Immigrants want to feel at 
home-but they also want, to varying de- 
grees, to keep their original values and cul- 
ture. Host countries want immigrants to in- 
tegrate—but some also harbour a sneaking 
hope that the newcomers will eventually 
go home. Pull up too many cultural roots, 
lose the ancestral language, and that be- 
comes hard. 

Such ambivalence is greater in Europe 
than in the United States. Not only does 
America have an unusually clear idea of 
what it stands for as a country; it has had 
enough experience of accommodating dif- 
ferent cultures to have created a template 
for cultural co-existence. Europe lacks both 
advantages. Europeans often mistrust na- 
tional pride and lack moral self-confi- 
dence; they are also new to the business of 
living in a multicultural society, and are 
not helped by the sheer size of the Muslim 
population in some of their countries. 

For instance, what moral values and 
rules of behaviour should modern soci- 
eties insist that people share? In the name 
of protecting freedom of speech and reli- 
gion, should they tolerate incitement to vi- 
olence by imams? Pim Fortuyn, a maverick 
homosexual Dutch politician, raised such 
questions before he was murdered earlier 
this year. He opposed immigration pre- 
cisely because of the clash of values it 
brought. “Christianity and Judaism have 
gone through the laundromat of human- 
ism and enlightenment, but that is not the 
case with Islam," he said. 

Optimists argue that Europe will even- 
tually learn from America. Aristide Zol- 
berg, of the New School University in New 
York, recalls that the first big crisis in Amer- 
ican immigration came in the 1830s when 
the Catholic Irish began to arrive. Their re- 
ligious loyalties were assumed to be to a 
foreign potentate who deplored the liber- 
alism and republican values for which the 
United States stood: "Everything now said 
in Europe about the unsuitability of Mus- 
lims for life in a liberal democracy was 
then said about the Irish." But America's 
schools and other institutions consciously 
turn immigrants into Americans. 

As long as migrants think they will 


How to make Americans 


eventually go home, integration is bound 
to come slowly. Germany's Turkish guest- 
workers and their families believed, right 
up into the 1980s, that one day they would 
leave. That caused problems: many first- 
generation Turks sent their children 
“home” to school, thus ensuring that the 
second generation was badly prepared for 
work in Germany. And the Turkish com- 
munity made fewer demands on its host 
country than it might otherwise have 
done. “Only when Turkish Muslims real- 
ised that they would stay in Germany did 
they begin to build proper mosques and 
demand religious education for their chil- 
dren,” says Peter Heine, an expert on Islam 
atthe Humboldt University. 

In fact, the nature of migration has al- 
tered in ways that encourage ambivalence. 
In the 19th century, the migrant and his 
family would board a ship for a new land 
knowing that they might never return 
home. Now, migration is rarely a single de- 
cision, but more often involves a series of 
steps: a succession of short visits that grow 
longer; or marriage and the arrival of a 
child; or a study course that leads to a job 
that turns out to be permanent. 

That should help immigrants to span 
two cultures. Doing so is easier thanks to 


Why some immigrants settle in 
faster than others 





modern communications, and works well 
if immigrants feel welcome and accepted 
by their hosts. "My conceptis of a hyphen- 
ated identity," says Cem Ozdemir, a for- 
mer member of Germany's Parliament. “I 
can criticise this country because it's my 
country—but I’m not a Christian, I was 
born into a Muslim family, and my 
mother-tongue is Turkish. I want both 
sides to accept that.” The hyphen comes 
more readily to non-observant Muslims 
like Mr Ozdemir than to young Turks who 
are captivated by Islam. Germany’s Turk- 
ish-language press is far more outspoken 
than anything published in Ankara. 

If the second generation cannot define 
its place in a society that accepts and incor- 
porates cultural diversity, it may become 
hostile and alienated instead. Immigrants’ 
children, unlike their parents, do not see 
the new country as the promised land. 
Moreover, they may well have grown up 
in poverty. Their parents are dispropor- 
tionately likely to be in low-wage jobs or, 
in continental Europe, to be out of work. 
Migrants are twice as likely as natives to be 
unemployed in Denmark, three times as 
likely in Finland and four times in the 
Netherlands. There is nothing inevitable 


about such vast gaps: they scarcely exist in >> 





America or Australia. But they matter, be- 
: cause of the power of the job market itself 
-to promote integration. 

Immigrants’ children are also likely to 
have parents with a poor command of the 
-host country's language. Yet countries 
have only gradually woken up to the im- 
portance of learning the local language for 
economic and social integration. In Cali- 
` fornia, Ronald Unz, a wealthy supporter of 


- integration, championed a vote against 


:. Spanish-language education. Evidence 
— from Britain shows that fluent English 
- boosts a migrant's earnings by around 17% 
an hour. In Denmark and Britain, legisla- 
= tion will now compel some immigrants to 
«. take compulsory language lessons. In Ger- 
many, politicians from the opposition 
Christian Democrats such as Thomas 
Strobl go further: they wantno more immi- 
gration until integration is under way. 
"The key to integration is the German lan- 
guage," he argues. "Some families have 
been living in Germany for 30 years, but 
the children don't speak a word of Ger- 
man when they start school." 


Clusters and children 

The young find integration harder when 
— they grow up in segregated communities. 
= Immigrants always converge initially on a 
handful of cities. William Frey, an expert 
on social geography at the Milken Insti- 
tute, talks of "demographic Balkanisa- 
tion", with two-thirds of the immigrants 
who arrived in America in 1985-96 concen- 
. trated in ten "gateway" cities from which 
native whites and blacks move out. The 
rest of the country, he fears, will look de- 
. mographically quite different, and be less 
tolerant of ethnic diversity. In New York's 
.. metropolitan area, argues Professor Bever- 
idge, newcomers are far more diverse than 
at the height of the first great immigration 
wave, in 1910. Five nationalities then ac- 
counted for 80% of immigrants, whereas 
now 22 nationalities account for only 66%. 
But they are also more segregated, with 
Washington Heights dominated by Do- 
minicans, Flatbush by West Indians, Iron 
Bound by Portuguese and Union City by 
Cubans. “Will they all be incorporated into 
the wider society?", he wonders. “Or will 
we become a plural society, where each 
group retains its own identity?" 

School is where the melting-pot suc- 
ceeds or fails. There, a disturbing ethnic di- 
vide emerges in several countries: some 
immigrants' children (usually those of the 
smaller groups) do far better than others. 
In the United States, concludes a recent 
study of more than 5,200 second-genera- 


tion children in Miami and San Diego, the 
children of Chinese, Korean, Vietnamese, 
Laotian and Cambodian immigrants had 
grade-point scores averaging at least twice 
those of Mexican and Cuban children— 
even after adjusting for family and school 
characteristics. In Germany, it is the chil- 
dren of the Turks who cause concern: only 
8% of Turkish children pass the Abitur, the 
tough German high-school-leaving exam, 
compared with 12% of the children of all 


foreigners and 30% of Germans. In Britain, 


the children of East African Asians thrive 
at school; Bangladeshi kids struggle. 

Why these differences? Much of the an- 
swer is parental background. Britain's East 
African Asians were mainly urban profes- 
sional Gujarati Hindus and Punjabi Sikhs, 
fleeing Uganda's Idi Amin. Most of them 
were English-speaking. All this seems to 
benefit their children educationally. 

By contrast, an immigrant child such as 





Mr Ozdemir had some of the same handi- 
caps as America's young Mexicans or 
France's Maghrebis. He had to repeat first 
grade because his German let him down, 
and his Turkish-speaking parents could 
not help. "The hardest kind of immigra- 
tion you can have", he says, "isfrom a rural 
area to a complex modern society." It is 
even tougher when the low wages that 
make unskilled immigrants so attractive to 
employers condemn their children to pov- 
erty and struggling inner-city schools. 

In Los Angeles, Joy Chen, a second-gen- 
eration immigrant, the daughter of an 
MiT-educated Chinese father, is deputy 
mayor. She waves a sheaf of charts show- 
ing that the Latino population of the city 
has outstripped the white; that the new 
jobs for which demand will grow fastest 
will require a college degree; and that only 
one in ten Latino youngsters completes 
college. That is half the rate for the city's 
blacks. 

Still more alarming is the performance 


of the immigrants' grandchildren. Of for- 
eign-born Latinos, 35% have no more than 
a sixth-grade education, and another 27% 
do not finish high school. The comparable 
percentages for second-generation Latinos 
born in America are 1% and 17%. But for the 
third generation, they are still 1% and 19%. 
"By this time," says Ms Chen, incon- 
gruously, "they're us." 

Not surprisingly, then, the children of 
the educated and skilled rise more easily 
through the educational system of their 
new country than the children of the rural 
unskilled, and the second group has pro- 
blems in the job market. The children of 
the unskilled, unlike their parents, are not 
keen to work for low pay in jobs that na- 
tives shun. After all, they are natives too. 
And two-thirds of them had hoped for a 
college degree and a professional job. In- 
stead, a disproportionate number of sec- 
ond-generation youngsters are out of 
work. Add in discrimination by employers 
and competition from new waves of im- 
migrants, and their job prospects are often 
even bleaker than those of the unskilled 
children of natives. With aspirations far 
outstripping their qualifications, many im- 
migrant children feel alienated. "Petty 
crime is linked to immigration," admits 
Claude Bertrand, deputy mayor of Mar- 
seilles. "The reason is that the young do 
not feel part of society—or, when they do, 
it's at the lowest level." 

Some Americans wonder whether the 
United States may be treading the same 
unfortunate road as Europe did in the 
1960s, importing low-wage migrants to do 
industrial jobs. Now those jobs have gone, 
but the migrants are still there, trapped, 
with difficult consequences for their chil- 
dren. Because one-third of America's Lati- 
nos are under 18 years old, the future of the 
next generation is a social issue of crucial 
importance. For them, there is no simple 
route back. As Mr Suro from the Pew His- 
panic Institute observes, "They will grow 
up just about the time the baby-boomers 
retire. So we have four to five years left to 
deliver the workforce we want by late this 
decade. If we have only a 60-70% success 
rate, we will double the poverty class." 

Such fears raise the most difficult ques- 
tion of future immigration policy. Easily 
the biggest economic gains from migration 
arise from allowing the unskilled to move 
from poor countries to rich. But easily the 
biggest challenges of integration, and the 
highest costs, arise if the unskilled settle 
down and have children. If society fails to 
integrate the next generations, those costs 
may stretch far into the future. si 











| HEN, in 1990, Mary Robinson be- 

came president of Ireland, she gave 
an inaugural address in which she de- 
scribed herself as a leader of the Irish 
throughout the world. “Beyond our state, 
there is a vast community of Irish emi- 
grants,” she said. “I will be proud to repre- 
sent them.” 

More and more countries lose people to 
migration, as Ireland has done for so long, 
and therefore have a large diaspora living 
beyond their borders. They may play a 
part in their former country’s politics, be- 
cause many emigration countries allow 
dual citizenship. They may also be an 
economic force. Although migration is of- 
ten disruptive and harmful for the sending 
country, the creation of new, trans-na- 
tional communities may also bring oppor- 
tunities for gain. 

The losses are obvious. Those who 
leave are often the best-educated and most 
enterprising. Remzi Lani, director of Alba- 
nia’s Media Institute, bemoans the brain 
drain that has stripped his country in the 
past decade. “All three arps experts have 
gone to Canada,” he says. “The best brains 
go and don’t come back. We have lost one 
in six of the population—almost one per- 
son per family. There are 8,000 Albanians 
studying in Italian universities-more than 
in Tirana University. How many will re- 
turn? Not more than 5%.” 

Not only does emigration deplete a 
country’s intellectual capital and energy, it 
undermines the tax base too. A recent 
study of the fiscal impact of India’s brain 
drain to America, by Mihir Desai of Har- 
vard University and two colleagues, found 
that the very best people were most likely 
to leave. There were 1m Indians living in 
the United States in 2001, and more than 
three-quarters of those of working age had 
a bachelor’s degree or better. The earnings 
in the United States of a group that adds up 
to 0.1% of India’s population are equiva- 
lent to an astonishing 10% of India’s na- 
tional income. The net fiscal cost to India 
of losing these prime taxpayers, say the au- 
thors, was 0.24-0.58% of GDP in 2002. 

If poor countries had a glut of over- 
educated, underemployed workers, then 
the loss of human capital might not matter 
. much. “Most people who leave say that 


their skills aren't properly used," says 
Georgetown's Ms Martin, who argues that 
such countries might do better to train 
more people to carry out primary care 
than to produce expensive doctors. But 
others argue that seeing highly trained 
people getting lucrative jobs abroad may 
persuade youngsters to train too, thus rais- 
ing a developing country's skill levels. 

As rich countries compete for skilled 
immigrants, development experts worry 
about the implications. Britain's Depart- 
ment for international Development 
teamed up with the International Labour 
Office in Geneva last year to produce a re- 
port which found that some developing 
countries had lost around 30% of their 
highly educated workforce. However, it ar- 
gued, international migration generally 
benefits developing countries, as long as 
host countries take steps to reduce 
harm- by, for instance, encouraging mi- 
grants to return. And some developing 
countries are actually keen to have more 
skilled emigration, argues Allan Findlay of 
Dundee University, one of the authors of 
the report. Indeed, India, which produces 
more highly qualified people than it can 
employ, is campaigning for migration to 
be covered by the General Agreement on 
Trade in Services, part of the current round 
of international trade talks. 

How does migration benefit the send- 
ing countries? The most obvious way is 
through remittances. In Albania, receipts 





from remittances amount to 75% of its ex- 
ports of goods and services (with the un- 
welcome result that its currency is one of - 
Europe's strongest). All told, rMr figures. 
suggest that developing countries receive . 
more than $60 billion a year in remit- 
tances. That is $6 billion more than net off- - 
cial aid from OECD countries. 

The sheer scale of these flows has. 
prompted interest in the way they are 
transmitted and deployed. Even such a 
simple thing as sending money is difficult 
when an undocumented immigrant can- 
not open a bank account. Many migrants' 
families live in countries where the finan- 
cial system is untrustworthy. Sending 
them cash became harder after the purge 
on unofficial channels of money transmis- 
sion after September 11th. 

All this has been a bonanza for the few 
companies, such as Western Union and 
Moneygram, that offer reliable money > 
transmission, although at a high cost. It is. 
not unusual for 25% of an immigrant's re- 
mittances to be eaten up by fees and poor. 
exchange rates. Now there is a drive in 
America to start credit unions to do the job 
more cheaply. And a few banks are com- 
peting. For instance, Wells Fargo offers a re- 
mittance account in the United States that. 
allows an immigrants family to draw 
money from a matching account offered. 
by Bancomer in Mexico. Jane Hennessy,. 
who runs the bank's remittance services, 
says that Wells Fargo is now piloting a way - 
for immigrants to pay cash into a branch in 
the United States that can be withdrawn 
immediately as cash in Mexico. One attrac- 
tion for undocumented workers is that the 
bank will accept Mexican identity papers 
and does not require a passport or Ameri- 
can driving licence. | 

The families that get these remittances 
often spend them on housing, durable 
goods and health care. The economy gains 
if such goods and services are locally pro- 
duced: on one estimate, each dollar sent 
home generates three to four dollars of 
economic growth. Sometimes immigrants 
from a particular village team up to pay for 
a septic tank or a school. To channel remit- 
tance money into government-approved 
development projects, some countries try 
to lure immigrant cash into special bonds. » 





+ Much of the money flowing back to Cen- 
tral America has gone to rebuild countries 
shattered by civil war or natural disasters. 
Remittances tend to decline over time. 
But there are other, more subtle ways that 
emigrants may help the folk back home. 
For one thing, their departure will change 
relative wages. If the proportion of skilled 
- people declines, the pay of those who re- 
main may rise. Ioan Mihailescu, rector of 
Bucharest University and co-author of a 
| UNESCO study on the impact of the brain 
> drain on the academic labour market in 
+> south-east Europe, points out that in 
1995-97 half his newly graduated physics 
-. dass left the country, mainly for the Un- 
ited States, whereas last year fewer than 
10% of physics graduates went. He thinks 
this is because jobs for the highly skilled 
have expanded as the economy has pros- 
pered, and pay rates in Romanian compa- 
nies for people with scientific and techno- 
logical skills have doubled or trebled over 
the past eight years. 


Don't emigrate, circulate 
If immigrants return, they bring back new 
ideas and skills. A study by Alan Barrett of 
Dublin's Economic and Social Research In- 
stitute looked at returning immigrants to 
Ireland. It found that male graduates who 
lived abroad for at least six months after 
getting their degrees, and who went 
abroad for work rather than fun, earned 
1596 more on average than other Irish men 
with similar qualifications when they 
came home. Sadly, those who went 
~ merely for adventure earned no such pre- 
mium, and neither did women. 

A recent survey by AnnaLee Saxenian 






667 ET me tell you the problem,” says Vic- 
tor Trevino, Mexico's deputy consul 
-in the border town of El Paso. “The mini- 
mum wage in the United States is $5.15 an 
hour. In Mexico, many people earn $5 a 
day. In a supermarket here, a gallon of 
milk costs $3. Across the border, in Juarez, it 
Often costs 10 or 15 cents more." No won- 
der they come. But what do the people in 
the host country gain? 

For most people, this question revolves 
around tax and welfare benefits. Do immi- 
grants come to scrounge? Or will they be 


for the Public Policy Institute of California 
of more than 1,500 first-generation Indian 
and Chinese migrants found that "brain 
circulation" is a more appropriate way to 
describe what is happening to these 
groups in Silicon Valley than “brain drain”. 
Of those surveyed, 50% go back at least 
once a year to their home country on busi- 
ness, and 5% return at least five times a 
year. Even more telling, 74% of Indian re- 
spondents and 53% of Chinese ones said 
they hoped to start a business back home. 
Such findings suggest that industrialis- 
ing countries should try harder to entice 
back the intellectual and financial capital 
of their departed migrants. Some already 
do. Pam Yatsko, author of “New Shanghai: 
the Rocky Rebirth of China’s Legendary 
City”, reports a succession of job fairs in 
Silicon Valley, often sponsored by China 
and aiming to woo back high-tech mi- 
grants to start companies in Shanghai’s Pu- 
dong district. America’s technology slump 
has helped. “People will take the jobs be- 
cause they know that the cost of living is 
less in Shanghai, and they can get good do- 
mestic help,” she says. “Also, those who 
stayed in China made oodles of money.” 
Even if migrants do not return for good, 
there are still ways to harness their skills. 
One that is gathering favour involves using 
the Internet to create networks of expertise 
and business contacts. Mercy Brown of 
South Africa’s University of Cape Town 
has tracked down 41 diaspora networks, 
tied to 30 different countries (disappoint- 
ingly few of which are in Africa). Some, 
such as the South African Network of 
Skills Abroad, embrace people who are 
not from South Africa but simply inter- 


the salvation of rich countries that have 
promised their citizens pensions that the 
public purse cannot afford? There are 
wider questions too. Do immigrants de- 
press the pay of native workers? Do they 
retard the growth of productivity? Or do 
they bolster global economic growth? To 
such questions, the answer is mostly an 
unsatisfying "it all depends". 

Take tax and welfare first. Asked 
whether he thought that the United States 
should open its borders to all comers, Mil- 
ton Friedman, the grand old man of liberal 











































ested in the country's development. Most 
are strictly for the brainy, and especially 
those with scientific and technological 
know-how. All aim to offer a way for ex- 
patriates to help with development. 

Other immigrants may travel back and 
forth between sending and host countries, 
creating trade and business opportunities 
as they go. Aissa Goumidi in Marseilles is 
typical. His textile emporium is an Alad- 
din's cave of glowing brocades, sultry vel- 
vets, sequins and lace. Every metre is sold 
to merchants in his home country of Alge- 
ria. Two of his sons work in Algeria, help- 
ing to run his bottling plant and hardware 
factory there. Only his youngest son, still 
in Marseilles, is a worry: “He would rather 
learn English than Arabic,” he complains. 

In the same city, Mohamed Laghila, an 
accountant and second-generation mi- 
grant, wants to build on these relation- 
ships. He has been bringing people from 
accounting institutions in the Maghreb 
countries to discuss investment opportu- 
nities in their region with his contempo- 
raries in France. He wants to see a progres- 
sion, from the first generation that sends 
back remittances, through the second that 
sells the family home and brings the cash 
back to France, to the third that should start 
to put something more permanent back 
into the development process. 

From all this, acommon point emerges. 
It is in the interests of the sending country 
to keep in close touch with its émigrés, and 
to retrieve them if possible. That may not 
always suit the immigrants or their em- 
ployers, but it may also be in the interests 
of host-country governments. Here, 
surely, is scope fora common policy. @ 





economics, replied: “Unfortunately not. 
You cannot simultaneously have free im- 
migration and a welfare state.” 

At a given moment, migrants are gener- 
ally net contributors to the public purse: 
they are disproportionately of working 
age, and the receiving country has not had 
to pay for their education. A study by Brit- 
ain’s Home Office estimated that the for- 
eign-born population paid about 10% 
more to the government than it received in 
expenditure. However, a magisterial study . 
in 1997 of the economic impacts of immi- »  . 

















> gration, by America's National Research 
Council, found that the picture changes if 
one looks across time instead of taking a 
snapshot. In that case, the NRC found, first- 
generation migrants imposed an average 
net fiscal cost of $3,000 at present dis- 
counted value; but the second generation 
yielded a $80,000 fiscal gain. 

Some immigrants contribute more 
than others. Those who come as students 
or relatives or asylum-seekers (as most do) 
may not work at all-or may not be al- 
lowed to work. In addition, immigrants 
tend to have larger families, to be poorer 
andto be more often unemployed than the 
native-born. The report for the Fondazione 
Rodolfo Debenedetti found that, in some 
European countries, such as Denmark and 
the Netherlands, welfare benefits were so 
generous that they probably distorted the 
inflow of immigrants and encouraged 
them to draw welfare. 

As with so many other aspects of immi- 
gration, skill levels affect costs. Migrants 
from poor countries are much more likely 
to claim benefits than migrants from rich 
ones; unskilled migrants are much more 
likely than natives or skilled migrants to 
lose their jobs in a recession. And coun- 
tries treat different classes of immigrants in 
different ways for welfare-benefit pur- 
poses. Asylum-seekers in the United States 
cannot claim welfare during the six 
months in which their claim is normally 
determined. In Germany, by contrast, asy- 
lum-seekers can claim welfare benefits 
while their asylum claim is processed. 
That can easily take years, during which 
time they may not be allowed to work if 
they have been sent to live in an area of 
high unemployment. | 

Even if immigrants pay more tax than 
they get back in public spending, they may 


create some imbalances on the way. The 
tax they pay may go to the national gov- 
ernment but the spending may burden a 
city or state, which houses and educates 
them and their children. The nrc study 
noted that the fiscal gain from immigrants 
was spread fairly evenly across the United 
States, but that the burden on states varied, 
depending on the type of immigrants they 
attracted. In 1989-90, in New Jersey, where 
almost half of new immigrants are from 
Europe or Canada, native households paid 
a net $232 a year more because of immigra- 
tion; in California, where more than half 
of all immigrants come from Latin Amer- 
ica, they paid $1,178 a year more. 

Immigrants are on average younger 
than the native-born, and they have more 
children—partly because of their ages, but 
also because they usually come from 
countries with higher fertility rates. Fertil- 
ity in most rich countries, and especially in 
Europe, is below replacement level, so 
their populations will age and shrink over 
the next half-century. For instance, the me- 
dian age in Italy may rise from 41 today to 
53 in 2050. By mid-century, the population 
of Spain may be 22% smaller than itis now, 
and that of the Netherlands 10% smaller. 
All told, by 2050 no fewer than 34 coun- 
tries will face a decline in population. 


Buying youth 
Two years ago, the United Nations Popula- 
tion Division tried to establish what levels 
of immigration might be needed to pre- 
vent such a population decline, and what 
might be required to maintain the existing 
ratio of workers to those needing support. 
Its findings produced international uproar. 
“Quite alot of my colleagues had to cancel 
their holidays when the report came out,” 
says Joseph Chamie, head of the division. 
Not only did the levels of migration 
needed to stabilise the working-age popu- 
lation turn out to be large, but the flows 
needed to stabilise the present support ra- 
tio proved to be immense, at least in Eu- 
rope. The gu would require an annual in- 
flow of nearly 3m migrants a year, or 
roughly twice the present legal and illegal 
flow from outside the EU, to prevent the fu- 
ture support ratio (of those aged 15-64 to 
those aged 65 and over) dropping from 
about four at presentto below three. In the 
United States, where the support level is 
currently above five, it would take just un- 
der 1m immigrants a year (or about two- 
thirds the present inflow) to stabilise at 
three. 

Would it help to increase the propor- 
tion of the working-age population who 


actually work? Yes, said the report, but 
only up to a point: even if everyone of 
working age were in work, support ratios - 
in 2050 would still drop below three even 
in the United States. Only by raising the re- 
tirement age to 75 could current supporti ra- 
tios be maintained. 

For Europe, these calculations offer an 
uncomfortable reminder that its popula- 
tion may have peaked around 1997 and - 
may now be declining. America's popula- 
tion, by contrast, will grow over the next- 
half-century, perhaps by 409;-and four.  . 
fifths of that growth will be due to today's 
immigrants and their descendants. Num- 
bers count, and Europe's resistance to ime 
migration may count againstit. E 

Certainly, ageing countries will attract 
immigrants. Demand from older people - 
for labour-intensive services will drive up. 
the wages of the unskilled. The choice for. 
Europe's old may be between being cared 
for by legal migrants or illegal ones. How- — 
ever, immigration is not a solution to the 
strains that ageing will bring. For one. 
thing, by 2050 fertility rates will have 
dropped below replacementlevels even in 
many traditional emigration countries, in- 
cluding Mexico, Egypt, Brazil, the Philip- 
pines and Indonesia. If young peoplecon- > . 
tinue to leave these countries in large 
numbers, supporting the elderly there will 
one day become an even bigger problem 
than in the rich world. : 

Besides, young and fertile migrants  . 
grow old and their fertility rates rapidly de- 
cline. "There are no feasible migration so- 
lutions to the age-structure change and its: 
effects on social security," insists David 
Coleman, a demographer at Oxford Unk 
versity, who argues that integrating the ex- 
isting foreign-born and their children ` 
should come first. 

However, in one respect immigrants 
may make a substantial difference. The 
ageing countries of Europe face an un- 
sustainable gap between future tax reve- 
nues and commitments to spend and t 
service government debt. In Germany, fo 
example, that prospective gap is of the o 
der of an annual 6% of Gpr. If migran 
make a net contribution to taxes over the 
lives, they reduce that debt. But even: 
they do not, argues Drw's Mr Brücker, the 
increase the number of future taxpayers. 
The same debt spread over more payers 
automatically reduces the individual bur- 
den of future taxpayers. In short, migration 
cannot prevent ageing, but it can signifi- 
cantly reduce its fiscal consequences. 

To sum up, immigration changes both 
the size of a country's economy and the » 






















^ way the gains are shared out. Measure- 
ment is difficult, and results often disagree. 
But a number of broad conclusions 
emerge from all this. 

First, migration probably raises the liv- 
ing standards of the rich (think of all those 
foreign nannies and waiters) and the re- 
turns to capital (hence the enthusiasm of 
employers for more flexible policies). It 
does not seem to increase unemployment 
among the native-born, although it may 
reduce their pay. 

On balance, argued the report by Amer- 
ica's NRC, the people whose wages immi- 
gration harms are mainly previous immi- 
grants, for whom new immigrants are 
close substitutes in the job market. In addi- 
tion, immigration seems to account for al- 
most half the fall in wages of high-school 
drop-outs in the 1980s and early 1990s. But 
this is a smallish group, now less than 10% 
of the American workforce. Trade unions 
in the United States no longer argue for a 
ban on immigration, realising that this is a 
lost cause: instead, they want to legalise 
the undocumented, who are much more 
likely to undercut their less-skilled mem- 
bers than are unionised legal immigrants. 

The effect on jobs depends partly on 
whether immigrants are complements to 
or substitutes for native labour. Are the im- 
migrants doing jobs that natives might 
have done, or would those jobs simply not 
exist if immigrants were not there to do 
them? Advertise for a cleaner in London at 
twice the minimum hourly wage, and you 
will get no response from local school 
drop-outs or Liverpool's unemployed. 
More probably, the applicants will be from 
Ukraine, Colombia or Poland. 

Some labour economists are puzzled 
that immigration does not appear to have 
made much impact on wages or jobs. 
Trade economists such as Berlin's Mr 
Brücker are not. They point out that an 
open economy may change its mix of out- 
put, leaving wages and unemployment 
unaltered. Indeed, in many countries, im- 
migrants are densely concentrated in ex- 
port industries such as textiles, car making 
and agriculture. 

Immigrants also cluster in areas where 
the job market is tight. In Canada, half of 
all immigrants go to Toronto; in Britain, an 
even higher proportion settles in London. 
Harvard's Professor Borjas points out that 
immigrants incur much lower costs than 
natives in choosing to move to a particular 
place, because they have already decided 
to uproot. They gain the greatest benefit by 
moving to those places where their skills 
are in greatest demand. Not surprisingly, 


he finds that new immigrants are dispro- 
portionately clustered in America's high- 
wage states, where workers are scarcest. 

That clustering helps to stop wages ris- 
ing even further, and allows the entire 
economy to run at higher speed than 
might otherwise be possible. The finding 
has important consequences for Europe, 
with its lower geographical mobility and 
more inflexible job markets. There, the im- 
portance of immigrants as a flexible work- 
force is potentially even greater than in the 
United States. 

Immigrants may boost economic 
growth in other ways that are harder to 
measure, and that depend on their skills 
and experience. They may bring entrepre- 
neurial skills: almost 30% of new compa- 
nies in Silicon Valley in 1995-98 were 
started by Chinese and Indian immigrants. 
Some depressed regions actively court im- 
migrants: the chamber of commerce at 
Nashville, Tennessee, sees them as a 
source of dynamism, as does Tom Vilsack, 
the governor of Iowa, whose state has a 
meat-packing industry relying largely on 
Bosnian refugees. 

Against that, unskilled immigrants may 
discourage investment. Mr Krikorian, of 
the Centre for Immigration Studies, argues 
that productivity in California's raisin in- 
dustry is far lower than it could be, be- 
cause of the ready supply of cheap illegal 
Mexicans to pick the fruit by hand. Austra- 
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The locals didn't want the job 


lia, with far fewer illegals, grows grapes 
over trellises, which allows automated 
harvesting. 

As far as the host country's population 
is concerned, then, the benefits of immi- 
gration may be modest and unevenly dis- 
tributed. The NRC study estimated them at 
up to $10 billion a year—chickenfeed in an 
economy of $10 trillion. *The economic 
pluses and minuses are much smaller than 
the political and emotional salience,” says 
Rand's Mr Smith. In Europe, where they 
have been less carefully measured, they 
may be larger: Britain's government re- 
cently increased its underlying forecast for 
economic growth by a quarter of a per- 
centage point because it now expects 
higher net inward migration. 


Greatest good for the greatest number 

For the individual immigrants, on the 
other hand, the potential gains are very 
large. This explains why many trade econ- 
omists argue that humanity as a whole 
benefits enormously from migration. Alan 
Winters of Britain's Sussex University, in a 
study for the Commonwealth Secretariat, 
has tried to quantify these gains. He con- 
cludes that, if the rich countries raised the 
number of foreign workers that they al- 
lowed in temporarily by the equivalent of 
3% of their existing workforce, world wel- 
fare would improve by more than $150 bil- 


lion a year. That is bigger, he points out, ! 














> that the gains from any imaginable liberal- 
isation of trade in goods. 

Dani Rodrik, a trade economist at Har- 
vard University, has independently 
reached similar conclusions. Gaps in the 
prices of traded goods have become much 
smaller after many years of liberalisation. 
Not so gaps in the wages of similarly quali- 
fied individuals in different parts of the 
world. So the gains from liberalising immi- 
gration restrictions are vastly greater than 
those from further freeing the movement 
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OW can governments develop immi- 
gration policies that reap the potential 
gains without incurring too many political 
costs? The challenge is to manage the mar- 
ket, notto strive vainly to shutit down. Vot- 
ers may not like immigration any more 
than other aspects of globalisation, but 
they are more likely to tolerate it if policy 
appears to be orderly rather than chaotic. 
Legalimmigration is easier to regulate than 
illegal, and more likely to bring benefits in 
the long term. The thousands of people 
who today immigrate illegally are con- 
demned to a shadow world of lies, fear 
and powerlessness. No liberal democracy 
should tolerate that. 

Winning consensus for an orderly pol- 
icy may mean trying to pick the migrants 
most likely to bring economic and social 
gains. For the host country, this means 
choosing the skilled. It may also mean (al- 
though liberal democracies detest the im- 
plications) choosing those whose educa- 
tion and culture have prepared them for 
the societies in which they will live. In Eu- 
rope, that may mean giving preference to 
white Christian Central and Eastern Euro- 
peans over people from other religious 
groups and regions. 

What about asylum-seekers and family 
reunion? The main convention under 
which asylum-seekers claim rights of en- 
try dates from 1951, when Soviet border 
guards shot people who tried to leave, and 
the West could afford to be magnanimous. 
Now, settling asylum-seekers has become 
vastly expensive: for example, the cost to 
British taxpayers last year was at least £1 
billion ($1.5 billion), the equivalent of one- 
third of the country's official aid budget. Is 

that money best spent on the 76,000 peo- 











of goods or capital. 

Both Mr Winters and Mr Rodrik agree 
that the biggest gains are from freeing the 
movement of unskilled rather than skilled 
labour, for there the wage gaps among 
countries are greatest. In addition, the loss 
of skilled people may do greater damage to 
the developing countries that have trained 
them. So both economists independently 
reach another conclusion: to minimise 
harm to sending countries, migration 
should be temporary. 


ple a year who ask for asylum in Britain, or 
on the millions in refugee camps in coun- 
tries such as Pakistan and Uganda? And 
are those few who make it through the 
Channel tunnel really the ones most in 
need of protection, or are the people in the 
refugee camps at greater risk? 

As for families, it may be hard to deny 
somebody who has become a citizen the 
freedom to choose a spouse from any- 
where in the world, or to invite an elderly 
parent to move in. But countries could at 
least insist on a working knowledge of 
their language, and could give priority to 
adult relatives with skills. 


Legalise and regulate 
Wherever possible, policy should be 
guided by three main principles. First, it 
should be multilateral, or at least bilateral. 
Immigration policies drawn up by rich 
countries without the active co-operation 
of poor countries are unlikely to work. Sec- 
ond, it should apply economic instru- 
ments. Whereas trade restrictions have 
shifted from quotas and bans to more 
transparent tariffs, no such change has 
taken place in immigration policy. Third, it 
should aim for the maximum freedom of 
movement, but encourage temporary 
more than permanent movement. 
Migration, like other aspects of globali- 
sation, is more manageable when coun- 
tries work together. Some argue that mi- 
gration policy should resemble trade 
policy in other respects too: it should have 
a central rule-setting body, like the World 
Trade Organisation, and should be made 
on a most-favoured-nation basis, so that 
countries do not offer one partner conces- 
sions they are not prepared to extend to all. 


More migration will not be popular. 
But neither, says Mr Rodrik, is liberalising 
trade. And indeed, the plight of the miner 
in Wales or the farmer in Japan whose way 
of life is destroyed by cheaper imports is 
not so different from that of the old lady in 
downtown Los Angeles whose neighbour- 
hood has become Hispanic. All, in differ- 
ent ways, are victims of the march of 
globalisation. The best remedy is to re- 
distribute some of globalisation’s gains to 
its victims. 8 





This would be hard for voters to swallow. | 
The experience of the European Union | 
shows that countries find it almost impos- | 
ible to arrive at common immigration 
rules, even when free movement of labour 
among their own citizens makes such 
rules essential. | 

However, countries could make a num- 
ber of reciprocal concessions, such as re- - 
moving all controls on the movement of 
labour among countries with similar lev- _ 
els of income per head. The fastest growth 
in foreign trade has been among countries 
with similar levels of income; the same 
may well turn out to be true of the move- 
ment of labour, although not of perma- 
nent migration. Certainly, it makes no 
economic or social sense for Canadians to 
stop Australians or New Zealanders from 
looking for jobs, or for Europeans or Japa- 
nese to put obstacles in the way of Ameri- 
cans. Nor does it make sense for develop- 
ing countries to keep out each other's 


would-be workers. By removing travel and » 





> work restrictions on each other's citizens, 
developing countries would be enriched, 
notimpoverished. 

Wealthy host countries also need to 
talk to their poorer neighbours whose 
Workers try to cross their borders. Joint so- 
lutions have a better chance of success 
than unilateral ones. So George Bush has 
been unwise to leave Mexico in limbo, in- 
stead of completing the deal he had begun 
to hammer out with Vicente Fox. “We 
want to regularise the Mexicans who have 
already gone to the United States, and 
channel future flows," says Gustavo Mo- 
har, who heads negotiations for the Mexi- 
can Ministry of Foreign Affairs. 

One possibility that Mexico has dis- 
cussed with the United States is that of im- 
posing a fee on temporary workers: "Pay, 
and go legally," suggests Mr Mohar, point- 
ing out that the services of a trafficker can 
now cost up to $1,000. Mr Massey's book 
suggests a $300 fee per visa for a tempo- 
rary worker. Financial incentives are rarely 
considered as part of migration policy. Yet 
the sums that people pay to travel illegally, 
and the fact that most benefits of migra- 
tion accrue to the individual, strongly sug- 
gest that such devices should have a role. 

For instance, a fiscal instrument might 
replace the economic needs test, so often 
used to keep out immigrants whose skills 
are already available locally. That test, says 
Mr Winters in his paper for the Common- 
wealth Secretariat, is like the crudest form 
of protectionism: prohibiting imports of 
goods where local supplies are available. 
Given the lack of evidence that immigra- 
tion harms jobs, such tests are pointless. 
They are also cumbersome to administer. 

In fact, the best judge of economic 
needs is the market. But, to reassure the 
hesitant, all employers might be asked to 
pay alevy—perhaps in the form of a higher 
rate of payroll tax—to employ foreign-born 
workers. A scheme of this sort has been 
suggested by Senator Phil Gramm, partly 
in order to pay for immigrants' health 
costs. Some money might equally well go 
into the social-security funds of immi- 
grants' sending countries. After all, emigra- 
tion leaves them with fewer workers to 
pay for supporting the elderly. 

Many of the economic gains from mo- 
bility do not require migration to be per- 
manent. Indeed, if workers leave only tem- 
porarily, the sending country gains the 
stimulus that they bring on return; the host 
country avoids the fiscal and social costs 
of assimilating their families; and the mi- 
grants may be more likely to continue 
sending money home while they are 


Just one chance, please 


away. America's H1-B visas for skilled 
workers might serve as a model: they can 
run for two three-year periods, giving both 
workers and employers time to decide 
whether they would prefer a permanent 
arrangement. 

Cheap international transport and 
communications make it easier for work- 
ers to go abroad for short spells. Salah Ba- 
riki, a community organiser in Marseilles, 
describes what happens in his local bar- 
ber's shop. "The guy who runs it comes 
from Algeria," he says, *He has a different 
bunch of lads every couple of months. 
They come over from the same village on 
tourist visas and take it in turns." That pat- 
tern fits the lives of many migrants, and es- 
pecially the unskilled. 

However, as the example of Mexico's 
immigrants demonstrates, the tougher 
border controls become, the less likely mi- 
grants are to go home when their work is 
done, and to incur the expense and danger 
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of another crossing. When governments 
design immigration controls, they should 
bear such perverse effects in mind. They 
might also ask immigrants to buy a bond— 
priced slightly above the smuggler's going 
rate—to enter the country legally. The bond 
would be repaid to the migrant on return 
to his own country. The governments of 
sending countries might play a role too: 
Harvard's Mr Rodrik suggests giving them 
a quota for migrants that is reduced by the 
numbers that fail to return on time. 

Such policies may not end illegal immi- 
gration, although they would certainly re- 
move some of the pressure. Nor will they 
stop all temporary workers from staying 
on. Past experiments with guest workers 
should restrain expectations: “I would be 
satisfied with a 65% return rate," says Mr 
Rodrik. But they offer hope. They hold out 
the possibility that the poor might earn 
money in the job markets of the rich, to the 
benefit of both, without creating all the so- 
cial problems that the past half-century of 
immigration has entailed. 

Justasreducing the constraints on trade 
in goods made the world richer in the sec- 
ond half of the 20th century, so reducing 
the constraints on the movement of peo- 
ple could be a powerfully enriching force 
in the first half of the 21st. But in democra- 
cies, governments cannot force policies on 
resistant citizens. Some countries will al- 
ways try to minimise immigration, and 
will be the poorer for it. Conversely, coun- 
tries that accept change will be rewarded 
with a more vibrant and better-off society, 
even if they have to accept social changes 
that they may not welcome. Immigration 
is always a gamble. But when it goes right, 
everyone wins. E 
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Can these bones live? 


BRUSSELS 


So far, it'sjust the skeleton of an outline of a draft of a may-yet-be EU constitution. 


But it may come to life 


E'S a bit of a cadaverous figure him- 

self, Valéry Giscard d'Estaing, the for- 
mer French president dug out to head the 
group of Euro-notables charged with pro- 
ducing the first outline of a constitution for 
the new, soon-to-be-enlarged European 
Union. This week he offered its first results: 
*the skeleton", not much more than a few 
general headings, of what he hopes for. 
Some strange anatomical features it has. 

Mr Giscard d'Estaing wants the skele- 
ton now to be fleshed out by the Eu's 
more-or-less constitutional convention, 
over which he presides. Less, rather than 
more, in fact: modestly styled the “conven- 
tion on the future of Europe”, its mandate 
from the EU's leaders is not itself to pass a 
constitution, but to offer ideas, both to 
overhaul the EU treaties and to bring the 
EU "closer to the people", on which the EU 
governments can build. 

Most of the 105 members of the con- 
vention are representatives from national 
governments and parliaments, from the 15 
present EU countries and from countries 
that are currently negotiating to join the 
club. There are also two from the European 
Commission and 16 from the European 
Parliament. But this week's outline is, inev- 
itably, the work of the inner 12-member 
praesidium of the convention. And, as in- 


. . evitably, not all members of the conven- 


tion are happy with it. 

For a seemingly trivial start, should the 
EU change its name? The present treaties 
linking the 15 member states refer at times 
to the European Community (its former 
name), at times to the European Union. If 
the treaties are replaced, only one name 
will be necessary. The draft—while leaving 
it open whether to change at all—floats 
"United Europe" or "United States of Eu- 
rope". Ha, cry the Eurosceptics, proof of 
schemes for a super-state; the British gov- 
ernment has already expressed its dislike 
of any change. 

The draft also proposes that every citi- 
zen of a member state would enjoy "dual 
citizenship, national citizenship and Euro- 
pean citizenship, and is free to use either, 
as he or she chooses". [n practice, it seems, 
the two would be inseparable. The rights 
of an EU citizen depend on being a citizen 
of an EU country. Were a country to leave 
the EU—the draft suggests a clause permit- 
ting this—its citizens would lose their EU 
citizenship, willy-nilly. Eurosceptics think 
that this talk of dual citizenship yet again 
betrays an ambition to create a European 
super-state. But it may simply be evidence 
of woolly thinking. 

These skirmishes over details are an in- 
dication of more serious battles to come, 
between those who want a strong centre at 
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the heart of the Union and those who 
want to limit the power ceded by national 
governments. The latter are not united, 
however. To some sceptics, any constitu- 
tion is anathema; others believe that one 
could halt the aspiration of the original 
1957 Rome treaty towards "ever closer un- 
ion". One French member of the European 
Parliament calls the draft “the skeleton of a 
diplodocus, with an extremely small fed- 
eralist brain and a huge intergovernmental 
body". The question would be which part 
of the beast was really in charge. 

For the moment, Mr Giscard d'Estaing 
has left open the question whether the 
European Council, where the member 
states are represented, should elect a long- 
term president, so strengthening the hands 
of the (larger) states, at the expense of the 
European Commission. Nor does the draft 
make clear what powers the EU, as distinct 
from its constituent members, would have 
in foreign policy, nor how those powers 
would be allocated between the commis- 
sion and the council. The draft rather clum- 
sily bundles EU competence for foreign 
and external security together with inter- 
nal security. 

The convention has to thrash these is- 
sues out before making recommendations 
next summer. And despite a passing refer- 
ence in the draft to "liberty, security and 
justice", Mr Giscard d'Estaing may also 
need to find some poetry to breathe life 
into the constitution's bones. Constitu- 
tion-making by committee in 11 languages 
is not conducive to that. And yet the bones 
do hang together. Future generations of 
Europeans may look at the skeleton and 
see in it, not the relics of some extinct crea- 
ture, but a crude, early, yet recognisable 
version of their days’ homo europaeus. i 
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European defence 


Well, they’re 
talking 


All the same, a joint “European army” is 
still far away 


OU'VE heard the story about the 

French Gaullist, the Irishman, the Finn, 
the Greek-Cypriot, the Turk and a couple 
of dozen others who sat down to plan the 
defence of Europe? 

Don’t expect the punch-line yet, it 
hasn’t been thought up. But among the 
plethora of groups of experts now puz- 
zling out the future for a European Union 
of 25 states or more, few are as sensitive as 
the one chaired by France’s Michel Bar- 
nier. As a member of the European Com- 
mission, his usual job is to dole out re- 
gional aid; but his musings on Europe's 
military future, and how this might be re- 
flected in a revised EU treaty, are con- 
ducted in his personal capacity. He dreams 
of a European defence effort which is at 
once "in solidarity with America, and in- 
dependent from America" and can be de- 
ployed either inside or outside NATO. 

The EU is committed to some form of 
joint defence (and the draft less-than-con- 
stitution produced this week in Brussels 
makes explicit reference to it). But the idea 
rings so many alarm bells, both among 
neutral countries like Ireland and those of 
an Atlanticist tendency led by Britain, that 
Mr Barnier has begun by focusing his 
group's attention on facts that everyone 
can agree on. Since European spending on 
weapons and research is so puny, the Un- 
ionis scarcely able to meet the targets it has 
already set-the ability to conduct a range 
of peacekeeping missions called the Pe- 
tersberg tasks, and the capacity, by next 
year, to field a 60,000-strong "rapid-reac- 
tion force”—let alone set new ones. 

AS Soon as serious discussions begin 
on how to correct this, however, which 
means very soon, sparks are bound to fly. 
Mr Barnier suggests lengthening the list of 
Petersberg tasks (so named for the German 
town where they were drawn up), to take 
account of the heightened risk of global 
terrorism and non-conventional weapons. 
He dreams of a robust new European insti- 
tution (building on occamn, a low-key 
arms-buying agency which already exists) 
to manage arms procurement and re- 
search. In deference to the neutrals, he 
wants political arrangements that enable 
the keenest EU members to pool their de- 
fence efforts while allowing the squea- 
mish to stay on the sidelines. Without in- 
volving the European Commission 
directly in defence decisions—a taboo for 
many members-he asks whether it could 
apply its experience to Overseeing a “com- 
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mon market in weaponry”. 

Mr Barnier’s hopes for an amicable di- 
vision of labour between the Eu and 
NATO, still a far more important defence 
club, rose this week after a diplomatic deal 
to finesse differences between Greece and 
Turkey. But how likely are the French- 
man’s longer-term dreams of Euro-de- 
fence to be realised, either in the form of 
new treaty language, or in real military 
life? Daniel Keohane, of the Centre for 
European Reform, a think-tank, says the 
new EU constitution may well include a 
mutual defence guarantee—butin the form 
of a protocol rather than in the main text: 
that will make it easier for neutrals like his 
native Ireland to opt out. As for regulating 
the arms market, Mr Keohane thinks that 
the commission will never be allowed 
near it—but that could be a new role for the 
European Council, the body where mem- 
ber governments get together. 

What about the much harder issue of 
giving Europe real firepower? Sir Tim Gar- 
den, a retired air marshal and critical sup- 
porter of Euro-defence, says Britain's inter- 





That's a Euro-start, at least 


est in the project has been waning, 
because its EU partners have not done 
their bit. He reckons the formal aim of be- 
ing able to deploy a 60,000-strong force 
might be achieved next year—by massag- 
ing the figures. But unless EU states spend 
far more on making such a force strong and 
sustainable (with high-tech communica- 
tions, surveillance, transport and smart 
munitions), the long-vaunted Euro-army 
will hardly strike terror into its enemies. 

The United States, meanwhile, has 
come up with an ingenious test of Eu- 
rope's real interest in enhancing its fire- 
power: a proposal for NATO to develop a 
small but very tough rapid-reaction force 
in which European soldiers would be 
groomed to fight alongside American ones 
at their most lethal and sophisticated. The 
clear implication is that unless the Europe- 
ans grab this chance to close the trans- 
atlantic technology gap, they cannot have 
much serious interest in defence. And the 
EU's answer? None, so far: its members are 
too busy navel-gazing at institutions, con- 
stitutions and thelike. m 





Turkey's general election 


Throw the rascals 
out 


ANKARA 
The old parties will be punished for 
their misdeeds. But then? 


WEE Turks go to the polls on Novem- 
ber 3rd, many will not be voting for 
the man they deem most fit to lead them. 
They will be seeking to punish those who 
have mismanaged and plundered their 
country for decades and last year brought 
it to the brink of economic collapse. 

“It is one of the most important elec- 
tions in Turkish history,” says Cuneyt Ul- 
sever, a prominent liberal commentator 
and economist. “A whole generation of 
politicians will be buried at the ballot 
box.” Opinion polls agree: of 17 parties 
contesting the election, only two, say the 
pollsters, are assured of winning the mini- 
mum 10% of the vote needed to win any 
seats at all. And the leader, by miles, is one 
that has never been in national power. 

This is the Justice and Development 
(AK) Party of Recep Tayyip Erdogan. An ex- 
mayor of Istanbul, he himself has been 
banned from standing for Parliament, be- 
cause he was once convicted of (suppos- 
edly) inciting religious hatred by reciting a 
poem to a public meeting. An Islamist, cry 
his enemies. His party indeed contains, 
and appeals to, many of seriously Islamic 
bent. But its big appeal is that it is seen as 
uncorrupt. The banned Mr Erdogan has 
not named his party's substitute candidate 
for the prime ministership, to the wrath of 
Turkey's president. But voters do not seem 
to care. 

Number two, say the pollsters, is Deniz 
Baykal’s Republican People’s Party, 
founded by the father of the nation, Kemal 
Ataturk. Many secular-minded Turks will 
back it essentially to check the rise of Mr 
Erdogan. But many more will do so be- 
cause of another fresh face: Kemal Dervis, 
the former economy minister who pulled 
Turkey back from the precipice last year, is 
running on the Republican People's ticket. 
He is seen as the one man who can keep 
the economy on track, and the economy is 
what concerns voters most. 

In contrast, the Democratic Left Party of 
Bulent Ecevit, the prime minister, who has 
been around for nearly four decades, and 
who is blamed for the economic trouble, is 
expected to score well below 5%, let alone 
10%. So is the Motherland Party of Mesut 
Yilmaz, which has shared power in most 
Turkish governments since the generals' 
last coup, in 1980. 

So too, however, is Felicity, the latest in- 
carnation of a series of openly pro-Islamic 
parties banned over the past four decades. 
So much for the generals’ mantra that Is- p» 





> lamic fundamentalism is a big threat to 
Turkey. And try as they do to pin the Islam- 
ist label on Mr Erdogan, it has not stuck. He 
has wisely refrained from fielding women 
candidates in headscarves; the Virtue 
party, Felicity's predecessor, did so in the 
last election and got banned. His list is a 
mixture of yuppies, academics and former 
bureaucrats, besides old friends who, as he 
did, started their political careers in the Is- 
lamic movement. 

“I don't feel in the least bit threatened 
by him, even if he comes to power on his 
own,” says Ishak Alaton, a prominent Jew- 
ish industrialist. The only risk he sees in an 
outright AK majority—which could hap- 
pen-is the risk to democracy posed by the 
army’s distrust of Mr Erdogan. 

Indeed, Turkey’s top businesspeople, 
and their western friends, would be happy 
with an alliance between Mr Erdogan and 
Mr Baykal. And the two seem ready for 
one. In a televised debate last week, they 
were mainly in agreement, whether on the 
need to pursue Turkey’s IMF-sponsored re- 
covery plan or to carry out all the reforms 
needed to join the European Union. 

So far so good. Not so good is the news 
from the pollsters that the third party that 
may get over the 10% hurdle is the “young” 
party of Cem Uzan, a jingoistic media ty- 
coon whose promises of jobs, free land, 
and booting out the rr have won him 
wide support among the urban poor. And 
the hurdle itself—for all its good intentions 
of getting rid of micro-parties—is not good 
news at all. The coming election could 
leave a seriously large proportion of Tur- 
key’s voters with no representation in the 
new parliament whatever. B 


i All change 
Opinion poll support, %, latest* 


0. 320, 20--.30 — 40 





*Before pre-election ban on polls from October 28th 
tLater banned 
Sources: Turknet/Strateji Mori; IFES electionguide.org 


Norway's politics 
One very popular 
populist 


OSLO 
Right now, voters love Carl I. Hagen, the 
maverick of Norwegian politics 


E IS on a roll. Before last September's 

general election, the populist, free- 
marketeering Progress Party of Carl I. Ha- 
gen was being written off as a spent force, 
after a string of sex scandals and interne- 
cine feuding. In fact, it won 14.7% of the 
vote: a respectable score, but a little down 
onits 1997 figure, and far below some of its 
opinion-poll scores in the years between. 
Yet a poll last week gave it 36.3%—while, 
between them, the three parties of Nor- 
way's government scored only 23.7%. 

How hasit come about? For a start, says 
Bernt Aardal, professor of political science 
at Oslo University, Mr Hagen's party is the 
one that vacuums up voter discontent. 
And Norwegians are not happy at this mo- 
ment. They feel let down by a government 
that promised tax cuts but failed to deliver. 
Mr Hagen, meanwhile, has both pandered 
to anti-immigrant sentiment and cast him- 
self as the defender of the creaking but fa- 
miliar welfare, education and health sys- 
tems: in sum, here is the defender of the 
Norwegian way of life. 

And just as he once put on a decent per- 
formance as a tightrope walker in a circus 
some 15 years ago, Mr Hagen has learned 
to keep his footing in parliamentary poli- 
tics. The minority centre-right government 
formed after the 2001 election by Kjell 
Magne Bondevik needs the Progress 
Party's votes to stay in power. It usually 
gets them—but not always. "The Progress 
Party is both part of the power structure 
and outside it, and this has boosted Mr Ha- 
gen's popularity," says Professor Aardal. 
The party claims it has been enrolling new 
members at the rate of 600 a month. 

The immediate trigger to the surge 
seemsto the 2003 budget. The government 
presented a draft in early October. The 
prime minister said he would increase 
spending on health care, child care and for- 
eign aid, but would not cut income taxes. 
Mr Bondevik, a teetotal Lutheran priest, 
also declined to reduce Norway's enor- 
mous levies on alcoholic drinks. 

Mr Hagen says the people can have 
their tax cuts, cheap booze, better high- 
ways, more prisons, affordable cars and 
fewer alms-seeking immigrants. All the 
government has to do, he says, is spend a 
little bit more, say 10 billion kroner more 
($1.33 billion), of its huge "petroleum 
fund". This fund, which is expected to 
reach almost $90 billion by the end of this 
year, is where the state stashes the pro- 
ceeds of its North Sea oil output. For 2003, 
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Hagen is a happy man 


the government is already planning to dip 
into this piggy-bank to make up a $4.6 bil- 
lion budget deficit. But no more than that, 
it says: itis worried about inflation, the in- 
ternational competitiveness of the econ- 
omy and depreciation of the krone. 

Whether it is right or wrong, this mac- 
roeconomic argument does not cut much 
ice with ordinary Norwegians. They think 
the government is just being mean. 
Whether they will go on backing Mr Ha- 
gen as far as the next general election, in 
2005,is another matter. In Norway, as else- 
where, between elections discontented 
voters may express their woes forcefully 
through opinion polls, but when a real 
election comes round, they tend to revert 
to their familiar party preferences. m 


Kosovo voting 


Inching forward 


PRISTINA 


A Serb boycott frustrates the UN 


N THE political jargon of NATO-occu- 

pied Kosovo, the letter “i” stands for two 
things: one is independence—which is the 
only political status for the province that 
its ethnic-Albanian majority want to talk 
about; the other is "internationals", a 
catch-all term for the soldiers, bureaucrats 
and aid workers who have looked after the 
place since Yugoslav troops were forced to 
pull out in the summer of 1999. 

Much as Kosovo's ethnic Albanians 
wish it were otherwise, their hopes of pro- 
gress towards the first big "i" are depen- 
dent, at least in the short term, on satisfy- 
ing the requirements of the second. 
Michael Steiner, the German diplomat 
who oversees the province for the United 
Nations, has told the Albanians that politi- »» 





* cal developments will hinge on their abil- 
ity to administer their local affairs, and to 
co-exist with minorities, in a civilised 
way-and it is those pesky “internation- 
als", of course, who will be the judges of 
what constitutes civilised behaviour. 

For Kosovo's foreign protectors, the lo- 
cal elections on October 26th, in which a 
respectable 57% of the Albanians eligible 
to vote took part, seemed like a step in the 
right direction. Over the next few years, an 
increasing amount of power over munici- 
pal affairs will be transferred from the 
province's UN masters to local institutions. 
And the more sophisticated among Ko- 
sovo's Albanian politicians seem to have 
got the message that good conduct, includ- 
ing decent treatment of all ethnic groups, 
will ultimately bring dividends. 

Less encouraging, from Mr Steiner's 
point of view, was the local Serb minor- 
ity's frosty response to his repeated warn- 
ings that voting in the election was the 
only way forthat embattled community to 
have some stake in Kosovo's governance. 

In messages to the 90,000 Serbs who 
still live in Kosovo—and the 230,000 non- 
Albanians (mostly Serbs) who have fled 
the province—Mr Steiner all but begged 
them to go to the polls. Vote, he told them, 
and you will benefit from a plan to de- 
volve power to local authorities, including 
Serb-dominated ones; there will be in- 
creased economic investment in the 
blighted NATO-guarded enclaves where 
many of Kosovo's Serbs now live. Don't 
vote, and you're consigning yourself to 
four years in the political Dark Ages. 

In the end, Serb turnout was dismally 
low, at around 20% of those entitled to cast 
ballots. In the ethnically-divided northern 
city of Mitrovica, out of a total of 65,000 
registered voters only 54 Serbs voted. The 
international bureaucracy’s plans to de- 
centralise power and encourage invest- 
ment have for now been shelved. 

A series of confused messages from 
nationalist Serb politicians in Belgrade 
and Kosovo may be to blame for the poor 
showing. In any case, the fact that Kosovo’s 
Serbs have apparently committed political 
hara-kiri by staying away from the polls 
will greatly complicate Mr Steiner’s effort 
to raise money at a donors’ conference in 
Brussels next week. He will be looking for 
nearly €40m ($39m) to pay for a pro- 
gramme of "sustainable returns" under 
which the Kosovo Serbs sheltering outside 
the province can gradually be induced to 
go home. 

But Mr Steiner will not easily be dis- 
suaded from his plan to promote inter-eth- 
nic co-existence in his fief. An accom- 
plished trouble-shooter and veteran of the 
Balkan wars, he has staked his reputation 
on his ability to transform the province, us- 
ing every political and economic trick in 
the book, into a slightly more decent place. 
Brave man. E 
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The Socialists see a way ahead 


MADRID 


After years out of national power, they have a plan for a comeback 


Relaunching Zapatero 


S CE 1996 they have been in the politi- 
cal wilderness. Now Spain's Socialists 
see a chance for a comeback, first in next 
spring's regional and municipal elections, 
then in the general election of 2004. You 
could itemise their plan like this: 

One, rehabilitate your veteran leader 
and former prime minister, Felipe Gonzal- 
ez, while relaunching his youthful succes- 
sor, Jose Luis Rodriguez Zapatero, as the 
challenger for the prime ministership at 
the next general election, due in the spring 
of 2004. Do this at a mass rally, held on Oc- 
tober 27th, to commemorate the 20th anni- 
versary of your landslide victory in 1982— 
the first time a left-wing government had 
come to power since Francisco Franco’s 
uprising in 1936. And doita full year before 
the current prime minister, Jose Maria Az- 
nar, who has announced he will step 
down in 2004, when his second four-year 
term ends, names his successor. 

Two, have Mr Gonzalez, who still exerts 
charismatic pulling power over the older 
party faithful, endorse his heir. But ensure 
that Mr Zapatero denounces the corrup- 
tion that brought 1312 years of Socialist rule 
to a messy end. (Spain's present rulers are 
pretty tacky too, Mr Gonzalez growled in a 
joint television appearance with Mr Zapa- 
tero. That's no excuse, retorted the younger 
man. We're Socialists-people did things, 





in your days of power, that they shouldn't 
have done and they'll certainly not do 
them in mine.) 

Three, insist that there are differences, 
yes, truly, between your party and Mr Az- 
nar's centre-right lot. But mention none 
that might reek of old-style socialism or 
alienate voters who approve of Mr Aznar's 
tougher controls on immigration and hard 
stand against the Basque terrorists of ETA. 

Four, make it clear that, even so, you 
would have a cuddlier style of govern- 
ment: less harsh in its rhetoric, less auto- 
cratic, more welcoming to those immi- 
grants who are allowed in—and while you 
won't raise taxes, you'll certainly intro- 
duce a fairer system of taxation. 

Five, insist you favour greater European 
integration and have no problem with the 
concept of a federal Europe. 

Six, avoid rabid attacks on the govern- 
ment. They can make you look bad. But 
say you won't appoint your mates to top 
jobs in recently privatised industries or ex- 
ert undue influence over public television, 
thus implicitly accusing Mr Aznar of doing 
both these things. 

Seven, make friends. Send Mr Zapatero 
to visit Tony Blair and annoy Mr Aznar, 
who had appropriated the British leader as 
his chum. But stress that Spain is different: 
that while there's much that you approve 
of in Mr Blair's "third way"—concern for 
public safety and good policing, for in- 
stance, which no one should think a pre- 
rogative of the right—there are other things 
you don't like, such as private-sector fund- 
ing for public projects. 

Eight, raise hopes among the powerful 
"nationalists" of Spain's regions that you 
would be nicer to them than Mr Aznar is. 
And that, while you are as tough on ETA as 
he is, you'd certainly chat more to the non- 
violent Basque nationalists, which might, 
just, make peace in that region easier. 

Nine, persuade the party's ageing and 
stroppy regional premiers to keep their 
criticisms to themselves. Create at least an 
image of unity in the run-up to regional 
and municipal elections next May. 

Ten, insist—in public—that you can win 
national power in 2004; argue that polls 
show support for Mr Aznar has peaked 
and that his lead is narrowing. Admit, in 
private, that denting the centre-right's ma- 
jority would be a pretty good start, thus en- 
suring your own leader can survive defeat 
in 2004, if it happens, to fight another day. 

And then keep your fingers crossed. m 
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he summits of desire 


Not much longer will EU summits flit from resort to resort. But one old habit lives again: the Franco-German axis 
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N AIR of gloom hung over the thousands of journalists and 
officials assembled in Brussels last week for a European Un- 
ion summit. It was not because the 15 Eu leaders had agreed 
once again to put off reform of the Eu’s bizarre and wasteful sys- 
tem of agricultural subsidies. It was not the haggling over the 
costs of enlargement, nor the unseemly row between Jacques 
Chirac and Tony Blair, nor even the prospect of war in the Mid- 
dle East. These were worrying developments, no doubt. But the 
real cause of all the angst was the realisation that the great Euro- 
summit gravy train has stopped rattling merrily around the Un- 
ion and has pulled into a permanent siding in Brussels. 

One of the pleasanter aspects of living in Brussels and fol- 
lowing the EU has, till now, been the regular opportunities to 
leave the Belgian capital. Eu rules put a different country in the 
presidency every six months. That has meant up to four sum- 
mits outside Brussels each year. And since every country is keen 
to display itself in its best light, they are usually somewhere nice: 
Barcelona, Biarritz, Rome. For journalists the routine is well es- 
tablished. Arrive at cavernous press centre, unpack lap-top, go 
off in search of bag of free gifts usually containing a sample of lo- 
cal craft-work and a bottle of alcohol; unlike their American 
counterparts, European journalists are generally not inhibited 
by tiresome scruples about accepting hospitality. Meanwhile the 
officials and ministers haggle, and then emerge after a couple of 
days to give simultaneous press conferences, usually involving a 
triumph for their own country and/or the European ideal. 

But this happy tradition is now coming to an end. At a sum- 
mit in Nice at the end of 2000, European leaders agreed that one 
in every two summits would henceforth be held in Brussels; and 
that once the Union had expanded to 18 countries—it now ex- 
pects to reach 25 in 2004-all summits would be held in that of- 
ten gloomy and rainswept city. It looks as if a summit in Greece 
next spring (or, on present form improbably, a later one in Italy) 
will be the last hurrah for the Evu’s travelling circus. 

There are both good and bad reasons for this change. The re- 
spectable reason is that once the EU has 25 members the whole 
road-show will become impossibly unwieldy and expensive. 
There is also an argument that migrating summits produce an 
unhealthy activism, as each summit-host strives to produce an 
eye-catching new policy. But the real reason that all summits 


have been moved to Brussels is much less logical. At the Nice 
summit, where the decision was made, the Belgians threw a fit 
because their Dutch neighbours were given one more vote than 
they were in the EU's byzantine voting structure. That was 
wholly reasonable: the population of the Netherlands is more 
than half as large again as that of Belgium. But a tasty piece of 
pork had to be dangled in front of the Belgians to buy them off. 
Hence the late-night offer to move all future summits to Brussels. 


Plus ca change 

The first of the new-style Brussels summits, however, got off to 
an old-style start. Before it began, the leaders of France and Ger- 
many got together and stitched up a deal, which was then pre- 
sented to the others as a fait accompli. This used to be how things 
were done. In recent years, however, the “Franco-German mo- 
tor" has been sputtering. The two countries had a nasty show- 
down at the Nice summit in 2000, and have been haggling ever 
since about farm reform and the costs of financing EU enlarge- 
ment. This time, however, Jacques Chirac and Gerhard Schróder 
repaired to a posh hotel and struck a deal. The Germans aban- 
doned their insistence on immediate reform of the EU’s farm 
policy, in return for a French promise that its cost would be 
capped from 2007 on, at the 2006 level plus 196 a year. That was a 
potentially significant French concession: since the new mem- 
bers are heavily agrarian, under current rules the cost could have 
risen sharply, and France may lose a good deal when they are al- 
tered to keep the cost down. 

There was no disguising French satisfaction at this apparent 
restoration of the old order. At a closing press conference, Mr 
Chirac smiled broadly and announced that the deal showed that 
"if there is no Franco-German accord, Europe grinds to a halt." 
The British were correspondingly bad-tempered, insisting with 
little conviction, and less persuasive force, that farm reform re- 
mains on track, but clearly aghast that Tony Blair's pretensions to 
leadership in Europe had been punctured. He seemed unusually 
flustered, and skipped the closing British press conference; it later 
emerged that he and Mr Chirac had had a nasty row. 

Still, France (with Spain, notably) will indeed see its farm sub- 
sidies shrink. However, according to the figures doing the rounds 
in Brussels, the real losers, predictably enough, will be the candi- 
date countries. By 2013, the levels of “direct payments" to their 
farmers are due to rise to the same as those in the present EU 
countries. Yet projections from the European Commission show 
that even then the newcomers' farmers will receive a paltry €5 
billion a year (about $5 billion at today's rates) in direct pay- 
ments, while those of the current members will still get €45 bil- 
lion. There are various tortured justifications for this unequal 
share-out, to do with comparative production levels and prices 
in the new countries. But given that the applicants are much 
poorer than current members, and mostly have much larger agri- 
cultural sectors, the division of spoils still seems a mite unfair. 

In theory, the applicants can argue for a better deal before the 
next EU summit in December, when the final details of their ac- 
cession are due to be nailed down. And, once inside the Eu, they 
will be entitled to their say on farm reform like any other mem- 
ber—a nasty thought for less rural countries. But, for now, the 
candidates have little option but to accept whatever is on offer, 
however lousy. In this respect, the Brussels meeting conformed 
to the tradition of all EU summits: it is always easiest to strike a 
deal at the expense of those who are not in the room. m 
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Britain 


Competition policy 


Setting the trap 


American-style trust-busting powers are coming to Britain 


66 UR competitors are our friends, our 
customers are the enemy.” That 
succinct comment by an American busi- 
nessman, secretly recorded by an FBI whis- 
tle-blower, led to long jail sentences for 
two senior executives of Archer Daniels 
Midland, an American agribusiness giant 
that had conspired with its rivals to keep 
prices up. Now Britain’s trust-busters are 
set to gain similar powers to bug and raid. 

Compared with America, where bil- 
lion-dollar fines are handed out and execu- 
tives jailed, British executives have got off 
lightly. The outfit responsible for rooting 
out cartels, the Office of Fair Trading (OFT), 
was for years a cash-strapped Whitehall 
runt. It was American, not British, investi- 
gators who cracked the cartel between the 
world’s grandest auctioneers, New York- 
based Sotheby’s and London-based Chris- 
tie’s. Until 1998 British companies that 
fixed prices risked no more thanaslap ona 
wrist. 

The Competition Act of 1998, which 
came into force in 2000, gave the OFT 
some new powers. It can now levy fines 
(of up to 10% of turnover) on companies 
engaged in anti-competitive behaviour. 
And, as in America, it can offer immunity 
from prosecution to cartel members who 
co-operate with the authorities. That puts 
a premium on speedy disloyalty to the car- 
tel. This clever use of game theory has led 
to 14 British companies gaining immunity 


from civil prosecution. 

But these new powers do not so far 
seem to have had much impact. Fines ear- 
lier this year on two bus companies, Arriva 
and FirstGroup, for a carve-up of routes in 
Yorkshire, were reduced from £850,000 
($550,000) to just over £200,000. The only 
other fine imposed was for an obscure con- 
spiracy involving brake parts. A lengthy in- 
vestigation into milk supply in Scotland 
has just finished with the conclusion that 
despite “grounds for suspicion” (“it stinks” 
in bureaucracy-speak), there was not 
enough proof of a cartel. 

Maybe Britain’s trust-busters have dug 
up little dirt because there is little to be 
found. If so, that would make Britain an 
amazing global exception. The European 
Commission has imposed fines on nearly 
20 cartels, involving nearly 100 compa- 
nies, in the past two years. Despite recent 
American successes in cartel busting, Joel 
Klein, a former assistant attorney-general, 
has said this is only a small part of an ice- 
berg of anti-competitive activity. A recent 
international seminar of competition au- 
thorities listed more than 30 industries as 
worthy of investigation, ranging from 
shipping to diamonds. The OECD, which 
praised Britain's competition policy in a re- 
port published on October 24th, does not 
think Britain cartel-free: it says that, in the 
industries that have been investigated, the 
presence of cartels keeps prices, on aver- 
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age, 20% higher than they should be. 

A new Enterprise Bill should help to 
change that. The bill, now going through 
Parliament, aims to sharpen up Britain's 
competitiveness in a number of ways—by, 
for instance, taking power over mergers 
out of politicians' hands. But the measures 
that have caused most interest and alarm 
are those which will beef up the orr. 
When the bill becomes law, it will be able 
to bug businessmen, tap their phones, in- 
tercept their e-mails and spy on them. 
Prior to 1998, company directors caught 
breaking competition law faced nothing 
worse than a reprimand. In future, they 
could be jailed for up to five years. 

Adam Smith would not have approved. 
Although the best-known passage in his 
"Wealth of Nations" says that "People of 
the same trade seldom meet together, even 
for merriment and diversion, but the con- 
versation ends in a conspiracy against the 
public, or in some contrivance to raise 
prices,” he then issues a less familiar warn- 
ing: “It is impossible indeed to prevent 
such meetings, by any law which either 
could be executed, or would be consistent 
with liberty and justice." 

Some lawyers echo these thoughts, 
doubting whether the OFT’s new criminal 
powers will do what they are supposed to. 
Criminalising cartels will involve compa- 
nies and the OFT in a procedural jungle 
risking years of delay, says Diana Good of 
Linklaters. Stephen Tupper of Hammond 
Suddards Edge fears that making cartels 
subject to criminal law may be a sledge- 
hammer to crack a nut. 

Some politicians agree: the bill has had 
a troubled passage through Parliament. 
But its most important provisions have 
survived; and they will make indulging in 
dodgy business practices in Britain a great 
deal more dangerous than it used to be. 8 
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BP 
Brownian motion 


Britain's top oilman, Lord Browne, is 
uncharacteristically embarrassed 


OPS. For a man who likes to get every- 

thing right, Lord Browne's admission 
this week that his oil company, BP, had 
repeatedly got its sums wrong was as gall- 
ing asitis unusual. 

Instead of raising production of oil and 
gas this year by 5.5% as promised, BP said it 
would in fact manage only 3%. That was 
the third downward revision in the space 
of eight weeks. Lame excuses made it even 
worse. A company with one of the best 
planning and forecasting systems in the 
world claimed to have been caught out by 
storms in the Gulf of Mexico and a litany 
of tiresome problems with equipment 
elsewhere. None of these seem to have 
bothered other oil companies much, and 
they do not fully explain the shambles in 
communicating the shortfall. 

The real problem—admitted even in- 
side the company-is that BP has been too 
ambitious. “I think he got a bit carried 
away. He wanted to make the company 
number one,” says the chief executive of 
another oil company. 

Rigid production targets used to be 
fashionable. Now most oil companies 
have given them up and focus on returns 
to shareholders instead. Lord Browne liked 
to think that BP was different. A better mix 
of assets, and a better strategy, meant that 
the company's reserves could rise without 
splurging cash. He still insists that the com- 
pany will manage its promised average 
5.595 yearly production increase in the me- 
dium term, to 2005. But this will cost 
around $1 billion in extra investment. 

The market is not terribly impressed by 
that. Nor did it much like the profit figures 
for the first nine months of the year, which 
showed a 38% drop in net income. BP's 


Celebrity sex 


. The Economist November 2nd 2002 


Lie back and enjoy it 


Britain's scandal-prone celebrities are weeping all the way to the bank 


CANDAL-PRONE, or just prone and 

scandalous? It is proving to be a spicy 
autumn in the fame-crazed world of 
popular culture. It may be no particular 
surprise to read of a popular quiz show 
host, Angus Deayton (below), accused of 
taking drugs and multiple infidelity; nor 
to see newspaper photographs of a 
breakfast television presenter, John Les- 
lie, snorting his regulation line of co- 
caine; nor to read the autobiography of 
Ulrika Jonsson, another television pre- 
senter, whose affair with Sven Goran 
Eriksson, the manager of the England 
football team whose girlfriend 
Nancy...oh, that's enough. 

What is odd is the seriousness with 
which the politicians and the BBC take 
these matters. The BBC sacked Mr Deay- 
ton, even though each new exposé drove 
up his programme's viewing figures. The 
secretary of state for culture, Tessa Jo- 
well, calls television celebrities "role 
models", who should remember their 
responsibilities. 

This puritanism is a sad comment on 
the state of Britain's public life. All these 
stories have brought joy to the nation's 
breakfast-tables and cheer to the offices 
of newspaper executives, for it is strange, 
but true, that penetrating analyses of the 
public-sector finances do not do as much 
for a newspaper's circulation as stories 
of z-list celebrity penetration. 

Nor does much of what passes for ce- 
lebrity scandal have any bearing on real 
life. Many allegations (especially of infi- 
delity) are cooked up by celebrities' im- 
age-makers, who worry that their client 
is not getting enough headlines. Pap tele- 
vision programmes (ie, most of them) 
and celebrity magazines need a diet of 
sensationalist trash to titillate their view- 
ers and listeners. It is hard to argue that 
the bedroom antics of a television pre- 
senter are any more damaging to the na- 


shares hit a four-year low this week, and 
Lord Browne's highly polished reputation 
has some greasy smears. The “Browne pre- 
mium" which put BP's valuation ahead of 
its European peers has eroded sharply. 

There are other problems too. Some of 
the top management around him looks a 
bit stale. A row over safety in Alaska made 
the company look careless and mean. 
Some wonder if Lord Browne's icy, driven 
style forced managers to cut corners and sit 
on bad news until it was too late. 

None of this is life-threatening. Lord 
Browne's reputation may be a bit over- 


tion's morals than the incestuous, 
violent (but fictional) lives of the soap 
opera characters with whom they share 
the screen. Not to mention the things 
that politicians get up to. 

Does anyone really suffer from this? 
Parents may have some trouble explain- 
ing to their children what the nice man 
from the telly is doing in the picture with 
the £20 note. Public figures with blame- 
less private lives may find the media's 
habitual prurience so unbearable that 
they leave office. This seems to have 
been a factor in last week's resignation 
by Estelle Morris, the secretary for edu- 
cation. But it is hard to feel sorry for Mr 
Deayton and his like. He may have lost 
his job, but there is only a ghost-writer's 
keyboard between him and a lucrative 
celebrity autobiography. 





Come up and see my agent sometime 


blown, but he is still one of the few British 
bosses with real kudos in world business. 
He has bounced back before—for example 
after his company's first, disastrous adven- 
ture into Russia. Analysts think that he 
may find a sense of crisis quite useful in 
dispelling any complacency caused by a 
long period of high oil prices. A manage- 
ment shake-out early next year, and a new 
round of cost-cutting, would do a lot to re- 
store confidence. So would an outright ad- 
mission that it is not pumping lots of oil 
out of the ground, but selling it at a profit- 
the best way of pleasing shareholders. m 








Aid policy 


Short change 


JOHANNESBURG 


Britain hopes good governments will help rebuild African states. Dream on 


EVER mind the projects, look at the 

governments. That, roughly, is Brit- 
ain's evolving aid policy for Africa. First set 
out in a white paper on aid two years ago, 
the Department for International De- 
velopment (DFID) is now applying its plan 
to cut poverty and boost feeble public ad- 
ministration. Britain is giving more money 
directly to African treasuries, but only in fa- 
voured (often Anglophone) countries 
where Ms Short is friendly with the presi- 
dent. In turn, the chosen few promise to 
stop wars, cut corruption and spend more 
on the poor. A few weeks ago, Ms Short 
was schmoozing in London with two of 
her closest chums, Rwanda’s Paul Kagame 
and Uganda’s Yoweri Museveni. 

Most donors have been getting meaner 
recently. Total aid from the 22 richest coun- 
tries fell from $56 billion in 1999 to $53 bil- 
lion in 2000, says Action Aid, a charity. But 
Britain is gradually spending more. When 
Labour took office in 1997, aid was just 
0.26% of national income. By 2005-06 it is 
supposed to be 0.4%, or £4.6 billion ($7.1 
billion). Africa will gain especially. Tony 
Blair promised this year that annual aid to 
Africa would top £1 billion; sub-Saharan 
Africa already gets 43% of non-humani- 
tarian bilateral aid, and three of the top five 
recipient countries of British aid are Afri- 
can former colonies (Uganda, Tanzania 
and Ghana). Even more British help goes to 
Africa through multilateral efforts. 

Itis notjust new cash, but cash spent in 


new ways. In the past, Britain's aid policy 
stressed projects, such as schools and hos- 
pitals, and used non-governmental orga- 
nisations (NGOs) as partners. Ms Short dis- 
likes many NGOs as unelected and 
economically illiterate whingers.There are 
practical problems too. Finding enough 
good projects to absorb the growing bud- 
get is impossible. In 1996-97, £4.5m of 
DFID’s Africa budget was unallocated. In 
2000-01, that rose to £18m. 

Worse, simply paying for projects may 
do more harm than good. Like foreign- 
funded NGOs, projects often pay better 
wages than African civil services, and so 
suck the best qualified people out of state 
service. Donors pay for buildings (schools, 
say) but forget the costs of keeping them 
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going (such as teachers’ salaries). The pro- 
jects may be ill-chosen, or overlapping. By 
one recent estimate there were 140 differ- 
ent donor-funded agricultural schemes in 
Kenya; in Tanzania there have been hun- 
dreds of schooling projects with no com- 
mon curriculum or goals. 

So Ms Short wants a new kind of aid: 
not charity, but “part of the process of 
building modern, effective states.” Official 
funds will bypass NGOs except for short- 
term emergency projects such as coping 
with southern Africa’s current food short- 
age. Instead, more aid will go into govern- 
ment budgets. 

In Maputo, DFID has opened shiny 
new Offices overlooking the Indian Ocean. 
Though there are desks for 25 people, 
much of the rapidly expanding budget of 
£35m is supposed to go straight to govern- 
ment coffers. A quarter of the govern- 
ment's budget now comes from donors; in 
Uganda it is nearer half. In September Ms 
Short said there would be similar long- 
term deals with Tanzania (£135m budget 
support over the next three years), 
Rwanda, Ghana, Sierra Leone and 
Uganda. Such help coincides with debt re- 
lief and countries' own poverty-reduction 
programmes that are financed (and, in fact, 
mostly written) by the International 
Monetary Fund and World Bank. Other 
European donors are following suit. 

The dangers are obvious. “A very high 
proportion of aid budgets is now going to 
an instrument that is not yet proven," says 
one DFID worker in Africa. "You're putting 
your money into a very leaky bucket," 
warns another. Developing trust and part- 
nership with kleptocrats is hard. In Mo- 
zambique the state recently refinanced va- 
rious banks that had been looted, 
probably by cronies of the ruling party. 
Other governments hanker after grand 
projects that do nothing to help the poor. 
Tanzania plans to buy an unnecessary 
£28m military air-traffic-control system, 
and in July Ms Short defended its presi- 
dent, Benjamin Mkapa, for spending £15m 
on a presidential jet. 

Other recipients are too keen to fight 
wars. Uganda appears to be slashing min- 
istries' budgets to release more cash to fight 
rebels on the border with Sudan. Until this 
month, Rwanda's army was one of the 
main protagonists in Congo's war. 

Britain does try to monitor how its cash 
is spent: for example, the two dozen DFID 
workers in Maputo will assess how much 
money in Mozambique goes on health, 
education and anti-poverty work. But for- 
eign cash for health may release other re- 
sources for the army. And too much for- 
eign monitoring easily sparks local 
complaints of “neo-colonialist” donors. 
Ms Shortis right that African states desper- 
ately need better government, but British 
taxpayers also deserve to know exactly 
where their money ends up. 8 
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Bagehot | Who's handbagging whom? 


It's not Tony Blair who finds himself angry and isolated in Europe these days 





4 ens collective sigh of relief was almost audible. As Tony Blair 
reported to the House of Commons this week on his very 
public bust-up with the French president, one thing was clear: re- 
lations with France were back to normal. Jacques Chirac had ac- 
cused Mr Blair of speaking to him in a way that he had never 
been spoken to before. So rude had Mr Blair been that Mr Chirac 
also cancelled an imminent Anglo-French summit (since resent- 
fully reinstated to take place in January). 

No longer would we have to take seriously the awful notion, 
once encouraged by the Downing Street spin machine, that 
Jacques and Tony were best buddies who liked nothing more 
than to sort out Europe's problems over a convivial dinner. After 
Mr Chirac's ruthless coup to stymie agricultural reform, what 
price the prime minister's hopeful words of only a few weeks 
ago? "The way to get the right answers," said Mr Blair, "is by be- 
ing in there, vigorous, confident, leading in Europe, not limping 
along several paces behind." And what joy that even such a 
hopeless Europhile as Mr Blair now finds himself in the same 
position as all his recent predecessors: fighting a lonely, and usu- 
ally losing, battle against the old enemy across the Channel. 

Sadly for much of the British press, who would like nothing 
better than for the prime minister to seize the same fraying stan- 
dard that the Iron Lady used to carry into her mostly doomed 
Eurobattles, as the European Research Institute's Anand Menon 
noted in the Financial Times, it is Mr Chirac, ironically, who more 
resembles Margaret Thatcher than Mr Blair. It is Mr Chirac who, 
when he surveys the direction in which Europe is going, wants to 
stop the train. Mr Chirac is frightened by the accession of the ten 
new members from Central Europe, Malta and Cyprus and the 
consequent pressures for budgetary reform and economic lib- 
eralisation—all developments that Mr Blair positively welcomes. 

Which is why the claims of British isolation and humiliation 
in Brussels are much overdone. What actually happened was 
this: on October 24th, Mr Chirac succeeded in browbeating the 
German chancellor, Gerhard Schréder, into shelving any real re- 
form of the common agricultural policy until 2006 and allowing 
spending to increase by 1% a year until 2013. In exchange, Mr 
Schróder secured Mr Chirac's acquiescence that enlargement 
would take place on time in 2004, a major aim of both German 


and British policy. German officials, including the foreign minis- 
ter, Joschka Fischer, quickly realised that Mr Schróder, well- 
known to be a poor negotiator, had conceded too much. Despite 
furious rows between the Germans and the French the next 
morning, Mr Chirac held on tight to his spending increase. 

But in the afternoon, the Germans, stiffened by the British 
and supported by the Dutch, the Italians, the Swedes, the Danes 
and even the Belgians, confirmed that there was no deal to halt 
the mid-term review of the CA» being carried out by the EU's ag- 
ricultural commissioner, Franz Fischler, which is likely to shift 
spending from production subsidies to broader rural develop- 
ment goals. To Mr Chirac's fury, Mr Blair led the way in attacking 
the damage already done, saying that it made rational decision- 
making in the Council of Ministers impossible. 

But what really touched a nerve was Mt Blair asking whether 
declaring concern for Africa's poverty while preserving the CAP 
as a barrier to its agricultural exports was not likely to strike the 
world outside as rank hypocrisy. What, Mr Blair wanted to 
know, could the Eu now offer the Doha round of world trade 
talks due to end in 2005? In other words, Mr Chirac's antics were 
not so much an affront to British interests, as unpardonable in- 
souciance about the pernicious impact of an unreformed CAP 
on a much wider international agenda. It is a point that few of 
Europe's leaders would dare publicly to disagree with and thus 
much more devastating than being on the receiving end of an oc- 
casional swipe from the Thatcherite handbag. 


Going with the tide 

In an equally unThatcherite way too, Mr Blair is calm about the 
project to create a new constitution for Europe. The "skeleton" 
draft published this week by the chairman of the convention, a 
previous French president, Valéry Giscard d'Estaing, is full of fed- 
eralist waffle—the suggestion, among others, that there might be 
some kind of parallel European citizenship is enough to make 
the flesh of any self-respecting Eurosceptic creep. But these are 
dismissed as “Giscard’s discards”, little “jeux d’esprit” not in- 
tended to be taken too seriously. On the important things, 
mostly those to do with the power and prerogatives of the big 
countries, the British are quietly pleased with the start that’s 
been made. For the most part, the French have similar interests, 
but are making much less impression on the process, mainly be- 
cause they won't be seen to be working with the British. In exas- 
peration, the Eu's French trade commissioner, Pascal Lamy, 
observed that as a result "the British are leading the dance". 

For the moment, the question of Britain's euro entry is 
parked—Mr Blair’s intentions are not doubted and the timing is 
seen as a matter for him. But Iraq is another matter. While there 
is some sympathy for the idea that Mr Blair has been a restrain- 
ing influence on the Americans, his closeness to Mr Bush and ap- 
parent keenness to go to war is disturbing to many Europeans in 
a way that Mr Schróder's quasi-pacifism and even Mr Chirac's 
Gaullist posturing are not. But that is also quite likely to change, 
whatever happens over Iraq in the short term. Most of the acces- 
sion countries, as befits recent escapees from the Soviet empire, 
are passionately pro-American and opposed to anything that 
might weaken the transatlantic security relationship. 

Like Mrs Thatcher, Mr Chirac knows how to play a weak 
hand with aplomb. But the best that the French president can 
hope for is to delay the inevitable. While Mr Chirac rages against 
the tide of history, Mr Blair sees it as his ally. m 
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Consultant, heal thyself 


The strategy-consulting industry is wasting away. Is there a cure? 


TIS as if aneutron bomb has hit the con- 

sulting industry. Pay a visit to your local 
management-consulting shop, and you 
will find that the building is intact but 
many of the people are gone. See the rows 
of empty desks, once filled with eager 
young MBAs. Read plaintive postings on 
www.vault.com, a yuppie website devoted 
to the rants and raves of the downturn. Lis- 
ten to consultants, poor things, complain 
about having to work for nothing. 

The past 12 months have been an annus 
horribilis for strategy consultants—the sort 
that advise top bosses on the bigger issues 
facing their firms. McKinsey, the most pa- 
trician of the lot, has been mocked for its 
advice to Enron, Global Crossing and Swis- 
sair, all of which have gone bust. The elite 
strategists at Bain face a continuing lawsuit 
in Boston over claims that, in the late 
1990s, they provided two distinct reports, 
one for a former boss of Club Med and an- 
other for some board members who tried 
to oust him. Earlier this year, Arthur D. Lit- 
tle, arguably the first strategy-consulting 
firm, collapsed after management had let 
costs in its research and development pro- 
jects soar out of control. 

Compared with accountants, law firms 
and share analysts, consultants have at 
least escaped the most serious charges of 
abetting the bull-market misdeeds of 
America's former corporate darlings. Per- 
haps rightly, since consultants lay claim 


only to their wonky ideas and advice, 
rather than responsibility for execution. 

Even so, this year is likely to be a disas- 
ter for billings. Some firms, including 
McKinsey, have called on partners to put 
up extra capital. To be sure, the economic 
downturn has depressed corporate spend- 
ing. Yet companies struggling with a dis- 
mal economy presumably need advice 
now more than ever. So why, since the 
peak in 2000, have top consultants cut 
staff by up to one-third? (There are no pre- 
cise numbers: these experts in “organisa- 
tional change" are loth to admit *downsiz- 
ing" of their own. By one estimate, 
revenues at the top firms are shrinking by 
10% a year. From this depression, predicts 
one firm's analysis, the industry will re- 
turn to its late 1990s levels only in 2007. 

One reason is the aftershock of the dot- 
com boom, which led headcounts at the 
top-tier firms—McKinsey, Boston Consult- 
ing Group, Bain and Booz Allen & Hamil- 
ton—to double after 1994. Despite many 
lay-offs, says Ken Favaro of Marakon, an- 
other strategy consultancy, the industry 
still has perhaps 30% overcapacity. 

Worse still is the crisis of confidence in 
consulting, according to Jon Moynihan, 
boss of PA Consulting, a British manage- 
ment- and technology-consulting firm. He 
says that clients feel betrayed by some con- 
sultants’ past advice to spend heavily on 
dotcom projects. It seems they are now 
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wary of the latest bright ideas of even the 
best strategic firms-if there are any. 

Nowadays, strategy firms are fighting 
like wildcats for any available scraps of 
business, pursuing clients they would 
once have shunned and even offering to 
work practically pro bono. As clients bar- 
gain for lower fees, some consultants have 
taken on less lucrative work for govern- 
ments, especially America’s, which is in- 
creasing its demand for consulting. 

What does the future hold? Even as 
“pure” strategy projects suffer, the broader 
range of consultants seem to be thriving. 
Accenture, a huge consulting outfit special- 
ising in IT installations and outsourcing, 
had a stellar summer. Human-resources 
and pension consultants have prospered, 
thanks to a move towards outsourcing. 
When confronted with the choice of a one- 
stop shop or a specialist boutique, more 
clients are opting for focus. 

The stockmarket bubble disguised a 
long-term decline in the appetite of many 
firms for core strategic consulting, which 
prompted consultants to move into more 
marginal activities. Especially in America 
and Britain, booming capital markets 
tempted strategy consultants to take on in- 
vestment bankers in areas such as advising 
on mergers and acquisitions. But this busi- 
ness, too, is now depressed. 

The underlying problem facing strategy 
consulting is now impossible to ignore. It 
has its origins over 20 years ago. Today’s 
big strategy consultants rode to their cur- 
rent fame on the back of three forces. One 
was the rise of the personal computer, 
which allowed the greenest business- 
school graduate to analyse any firm’s per- 
formance using fancy statistical tools. An- 
other was the emergence of a new quasi- 
science of management, with readily mar- 
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> Business School professor Michael Porter, 
whose "five forces" approach is now 
taught to nearly every business-school stu- 
dent. A third was the appearance of a com- 
petitive threat to American firms from Jap- 
anese companies. This so scared American 
bosses that they were willing to pay a for- 
tune to any consultant bearing a solution. 

Strategy has now become almost a 
commodity. A boom in business-school 
graduates means that every new manager 
is well-versed in the latest academic ideas. 
Top strategy firms' alumni have been very 
successful in bringing, say, the *BcG way" 
with them to their new employers. The ad- 
vice of a management consultant has lost 
its mystery. Thanks to all this, says Robert 
Bontempo of Columbia Business School, 
management consultants may no longer 
have a profitable business model. 


Blown to bits 

Mightthe top firms disintegrate? When Ar- 
thur D. Little went bust, its various practice 
areas were snapped up by the proliferating 
niche consultancies, which range from en- 
ergy specialists to economic and technol- 
ogy firms. If being a partner of a big strat- 
egy consultant increasingly means giving 
more money and taking less, partners (ac- 
tual and potential) may conclude that they 
are better off in a niche of their own. 

There is little doubt that strategy con- 
sultants will always be around, in some 
form, even if the firms are never again as 
big as they were two years ago. Chief exec- 
utives, no matter how highly paid, will al- 
ways be willing to cough up for a bit of 
hand-holding, as well as somebody to 
blame for painful decisions or when 
things go awry. Independent strategic ad- 
vice may be in greater demand given the 
growing calls for good corporate gover- 
nance and scrutiny of conflicts of interest. 

Finding the next big idea might help, 
though after fads ranging from "business 
process re-engineering” to “the war for tal- 
ent" to "Internet time", it will be a tough 
sell. What sort of idea might emerge next? 
Partha Bose, of Monitor, another consul- 
tancy, sees consultants becoming more 
like poets and psychologists, peering into 
the minds of customers, and less like the 
spreadsheet geeks of yore. Consultants 
may find rich pickings in the increasingly 
fashionable fields of "behavioural" eco- 
nomics and finance, which are based on 
rigorous study of human behaviour. 

The consultants have every incentive to 
find good (ie, marketable) new business 
ideas. Perhaps, says Mr Bontempo, strat- 
egy firms will emerge from the crisis look- 
ing more like think-tanks, spreading the 
best management ideas, without invading 
clients' offices with armies of billable 20- 
somethings. Yet, as think-tanks are typi- 
cally rich in ideas, but poor in profits, the 
consultants had better hope for a more lu- 
crative destiny than that. m 
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Satellite television 


Hit or bust 


NEW YORK 
Can EchoStar keep DirecTV out of 
Rupert Murdoch's hands? 


ICHAEL POWELL, head of America's 
Federal Communications Commis- 
sion (FCC), did not mince his words when 
he blocked the $18 billion merger of Echo- 
Star and Hughes, two big satellite-Tv com- 
panies, on October 10th. Now, EchoStar 
plans remedies. The odds are still stacked 
against Charlie Ergen, the former profes- 
sional blackjack player who founded 
EchoStar from the back of his pick-up 
truck. But he has one last card to play. 
Curiously, the Fcc’s objections are 
based entirely on the merger's likely im- 
pact on competition. Mr Ergen had pre- 
sumed, not unreasonably, that compe- 
tition-policy matters were being looked 
after by the competition guardians in the 
Department of Justice's antitrust division, 
which has also been reviewing the merger. 
He also presumed that Justice Department 
officials would make their ruling first, as 
that is the way it had worked in the past. 
Wrong again: like his father, Colin Powell, 
America's secretary of state, Mr Powell ju- 
nior seems to pursue a doctrine of pre- 
emption. Despite last-minute appeals 
from EchoStar and Hughes, the Fcc made 
its antitrust ruling (based, meticulously, 
on Justice guidelines) before Justice De- 
partment officials even had a chance to 
mutter “Herfindahl Hirschman Index”. 
Neither EchoStar nor Hughes will com- 
ment on the plan that Mr Ergen brought to 
a meeting with the Justice Department on 
October 28th. But it draws its inspiration 


Rupert Murdoch’s unhidden hand 










from an idea floated at the rcc earlier this 
year by Cablevision, a second-tier ca- 
ble-rv operator that has begun to sniff a 
serious opportunity. The merger of Echo- 
Star and Hughes, which owns Directv, the 
biggest satellite-Tv service, would shrink 
the number of satellite-Tv operators in 
America from two to one. The proposed 
solution is to turn Cablevision into a satel- 
lite-Tv company, and make the number go 
from one to two again. 

According to Cablevision's version of 
this plan, which it leaked this week, Echo- 
Star and Hughes would go to amazing 
lengths to help their new competitor, will- 
ingly handing over satellites, distribution 
and management expertise. Securing fi- 
nance for the new venture, to be called 
Rainbow Direct Broadcast, might be a pro- 
blem: like other cable-rv firms, Cablevi- 
sion lugs around terrifying amounts of 
debt. But, notes Ford Cavallari of Adventis, 
a consultancy, Cablevision does have pe- 
ripheral assets that it could sell for cash. 

Although the Cablevision start-up 
would be competing against a company 
starting with nearly 100% of the satel- 
lite-Tv business, it would have several ad- 
vantages over the merged EchoStar, says 
Harold Furchtgott-Roth, a former rcc 
commissioner who has been helping Ca- 
blevision with its plans. As a new com- 
pany, it could introduce the latest satellite 
technologies immediately, including 
smaller dishes, smarter set-top boxes, and 
new services, such as high-definition rv. 
EchoStar's and Direcrv's customers are 
stuck, for now, with old equipment. Also, 
says Mr Furchtgott-Roth, it will take several 
years for the benefits of the EchoStar 
merger to show up, as the two companies 
gradually replace two sorts of set-top 
boxes with one. 

On the face of it, the idea goes some 
way towards satisfying Mr Powell's con- 
cerns. The big question is whether the rcc 
will give EchoStar a fair hearing. The Fco’s 
language and its ruling were notably 
harsh. Mr Powell even pushed the bizarre 
argument that cable and satellite Tv be- 
long to entirely different markets, which is 
hard to square with reality—or the way the 
FCC has looked at things in the past. 

Rightly or wrongly, people spot more at 
work at the Fcc than antitrust economics. 
One of the more persuasive charges that 
Mr Powellfaces from his critics is that he is 
a bit of a ditherer. Perhaps he feels the 
need to act tough on something. A darker 
explanation points to the hidden hand of 
Rupert Murdoch, a seasoned Washington 
campaigner who lost out to Mr Ergen 
when Hughes's main shareholder, Gen- 
eral Motors, put iton the block last year. As 
Mr Ergen has tussled with the regulators, 
Mr Murdoch's News Corporation has 
been quietly husbanding its cash. Should 
Mr Ergen bust his hand, Mr Murdoch 
would be left holding allthe cards. m 





European telecoms 


The French 
exception 


Cegetel and the backwardness of 
France's mobile-phone industry 


IVORCE battles can be extremely acri- 

monious, particularly when it comes 
to custody of children. The tussle between 
Vodafone, the world's largest mobile- 
phone operator, and its erstwhile partner 
Vivendi Universal, a troubled French con- 
glomerate, is no exception. The two firms 
are fighting over Cegetel, France's second- 
largest telecoms firm, in which British Tele- 
com (BT) and sBc, an American regional 
operator, also have stakes. Vodafone has 
offered to buy out BT and sBc for a total of 
€6.3 billion ($6.1 billion), which would 
give it control of Cegetel and its mobile- 
phone subsidiary, sFr. Vodafone has also 
offered to buy Vivendi's 44% stake for a fur- 
ther €6.8 billion, an offer that was rejected 
this week. Cash-strapped Vivendi, with 
€19 billion in debt, seems to want to hold 
on to Cegetel at all costs. Why? 

For Vodafone, control of Cegetel (and 
thus of sFR) would be a valuable prize. 
Over the 1990s, Vodafone's empire-build- 
ing chief executive, Sir Christopher Gent, 
established his company as the main com- 
petitor to the mobile operations of Eu- 
rope's incumbent telecoms firms. He did 
this with the help of local backers, most of 
which later sold out, leaving Vodafone in 
control of an impressive international net- 
work. Except, that is, in France, which is 
now the largest and most obvious hole in 
Vodafone's coverage "footprint". 

Vodafone's partnership with Vivendi, 
which has since fallen apart, and the in- 
volvement of BT, a competitor in Britain, 
meant that Vodafone did not take the 
hands-on approach at sFr that it took in 
other countries. Partly as a result, France 
fell behind other European countries in 
the adoption of mobile phones (see chart). 
With no vigorous competitor for France Te- 
lecom's mobile-phone arm, Orange, the 
market ended up "grossly underdevel- 
oped", says Stephen Pentland of Spec- 
trum, a consultancy. But France's back- 
wardness now represents an opportunity. 
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Sir Chris has a hole in his footprint 


As the market reaches saturation across 
Europe, there is room for growth in France: 
hence Vodafone's wish to control SFR. 

Vivendi, however, is reluctant to cede 
control of Cegetel, sFR's parent company. 
Cegetel is a cash cow, unlike the rest of Vi- 
vendi's empire, so it makes some sense to 
hold on to it. But doing so would mean 
selling other assets and taking on even 
more debt. Yielding to Vodafone, on the 
other hand, would let Vivendi pay down 
some debt. But it would also destroy the 
central plank of its strategy, which was 
based on the convergence of media, enter- 
tainment and telecoms. (That idea, along 
with its champion, Vivendi's former chair- 
man, Jean-Marie Messier, has already 
been largely discredited; ominously, 
French prosecutors this week launched an 
inquiry into the accuracy of Vivendi's fi- 
nancial statements during his tenure.) As it 
restructures, it is not clear which bits of Vi- 
vendi will stay, and which will go. Thus, 
says Damien Chew, an analyst at ING Bar- 
ings, it is too soon to tell if Vivendi really 
wants to keep Cegetel, or simply hopes to 
get Vodafone to make a better offer. 

But there is also a conspiracy theory do- 
ing the rounds. If Vodafone gains control 
of Cegetel, the company with the most to 
lose is France Telecom. Its Orange subsid- 
iary would suddenly face real competition 
on its home turf, in the form of an invigo- 
rated SFR. Orange is one of the key props 
supporting France Telecom as it tries to re- 
duce its own €70 billion debt pile. If Voda- 
fone gained control of Cegetel, it would be 
bad news for French bankers, portfolio 
managers, and the government, which 
owns 56% of France Telecom. Keeping Ce- 
getel in French hands, in short, may be 
more than a matter of national pride: it 
could be a patriotic duty. m 





Canon 


Hard to copy 


TOKYO 


Amid so much gloom, one Japanese 
electronics firm is thriving 


OW does Canon do it? A dismal home 

market and sliding exports cripple 
other Japanese electronics firms, but 
Canon still makes money as if it were 
spooling cash out of its high-speed copiers. 
On October 29th, the camera and office- 
equipment firm reported a 53% jump in 
profits in the third quarter. It now expects 
to earn ¥175 billion ($1.43 billion) for the 
full year. That would deliver the firm's 
third straight year of record profits, and 
maintain an 11-12% return on equity that 
puts most Japanese companies to shame. 

An 81% jump in digital-camera sales 
helped. But these account for less than 1096 
of total sales. Much of Canon's consistent 
profitability stems instead from two other 
factors. It has held its own in high-margin 
businesses, by sticking with the traditional 
Japanese formula for winning technology 
battles. And it has boosted profits further 
by relying on more prosaic western busi- 
ness practices to cut costs. 

First, the western bits. Fujio Mitarai, 
president and chief executive since 1995, 
has tried to apply some of the lessons he 
learned during the 23 years that he worked 
for Canon in America. He has narrowed its 
focus by quitting businesses such as per- 
sonal computers, typewriters and liquid- 
crystal displays. He has introduced new 
methods on the factory floor and better 
cashflow management. He is also trying 
gradually to move more manufacturing 
overseas, the source of 70% of revenues 
but only 40% of production. He has not, 
however, embraced American-style job- 
cutting, retaining a Japanese commitment 
to his workforce. 

But Canon is hardly the only firm to 
shift from assembly-line to small produc- 
tion cells. Even in Japan, where it is admit- 
tedly a leader, itis not the first to try cutting 
costs. Nor does its improved focus explain 
how it does so well in the businesses it has 
kept. Sanyo, another focused electronics 
firm, reported a 62% drop in net profits on 
the same day that Canon announced its 
cheery results. Sanyo's home appliances 
are being undercut by rivals in China and 
elsewhere, but Canon's office-equipment 
continues to maintain high market share 
and juicy margins. 

The rest of the Canon story hinges on 
technology and how it is used. By plough- 
ing money into R&D (which is now nearly 
8% of revenues) and managing its engi- 
neers well, it has protected and improved 


on the core technologies that give it an p» 





64 Business - 


> edgein printers and copiers. This is not just 
amatter of churning out patents, although 
Canon is a global leader at doing so. Hav- 
ing broken into the copier business in the 
1970s by working around the patents of 
Xerox, Canon's managers know that R&D 
and patents alone are not enough. They 
must be combined with high market share 
and economies of scale to develop rapidly 
upgraded products that repel rivals. 

Done right, this generates the kind of 
self-sustaining market leadership that 
helped Japanese technology firms to ter- 
rify American rivals in the 1980s. Mr Mita- 
rai was lucky enough to inherit a firm with 


Selling paintings 


Art for the masses 


It may be cheap, but isit any good? 


OMBINING a downmarket con- 

cept—the flea market—with an up- 
market product—original art—is turning 
out to be a rather neat business idea. By 
removing the things that keep most of us 
out of snobbish galleries in Bond Street 
or SoHo, such as intimidation, high 
prices and warm white wine, the Afford- 
able Art Fair (AAF) brings painting, 
prints and sculptures to the masses. The 
fair exhibits new work from up-and- 
coming artists priced at no more than 
£2,500 ($3,900), with an average of £500. 

Started in 1999, the AAF is Britain's 
largest contemporary art fair. Its most re- 
cent show, in London's Battersea last 
month, was the seventh in three years. It 
packed in 18,000 visitors, displayed 
work from 130 galleries and sold £3.3m 
worth of art, with one in four attendees 
buying something. Now it is New York's 
turn: from October 31st to November 
3rd, the AAF will hold its first American 
exhibition, on Manhattan's west side. 

The AAr is the brainchild of Will 
Ramsay, a former officer in the British 
army and a student of art history, who 
dislikes the traditional way of selling 
paintings. “I am trying to do for the art 
world what Oddbins and Majestic Wine 
[two British chains] have done for the 
world of wines," he says. “Visual art is 
one of retailing's most backward sectors. 
Nobody would buy shoes from a shop 
which sold only one type. Yet art galler- 
ies deliberately restrict choice." 

Mr Ramsay's coup was persuading so 
many galleries to exhibit side-by-side, 
creating an informal atmosphere in 
which even an ingénue feels able to ask 
questions. “Everyone comes in a buying 
mood,” he says. “They don't feel they 
have to know about art to own it." 

As director, Mr Ramsay makes three- 
quarters of his money from charging gal- 
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this kind of leadership, in a sector with 
high barriers to entry. His innovation was 
to stress repeatedly that market share mat- 
ters only if it generates profits and high re- 
turns, and to use cost-cutting to reinforce 
this approach. Few managers at other Japa- 
nese firms have figured this out. 

Thus, Canon's core engine technol- 
ogies still hold nearly 60% of the laser- 
printer market, including machines sold 
through an alliance with Hewlett-Packard. 
Consumables such as high-margin toner 
cartridges provide a steady flow of cash on 
the back of this printer business. As Xerox 
fiddled with financial engineering, Canon 


leries between £2,000 and £6,000 for 
their stands and the rest from a hefty en- 
trance fee—£8 in Britain and $10 in New 
York. With only seven staff and low 
overheads, Affordable Art makes an im- 
pressive 15% operating margin. And the 
venture is just in its infancy. After New 
York, Paris is next. 

Cheap art may be just the thing for a 
recession. And it is well-timed to exploit 
the interior decoration for the masses 
bandwagon inspired by (pre-ImClone) 
Martha Stewart in America and, in Brit- 
ain, by the fad for pry and the popular- 
ity of Tv shows that give ordinary 
people's boring rooms a makeover. Art 
is the final touch—and these days many 
people want to hang something original 
on their walls. Thanks to Mr Ramsay, 
more of us can dream that it is by the 
next Picasso. 





But where did she get that hat? 
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continued to invest in new technologies to 
gain ground in the copier market, with 
new methods for printing multiple colours 
and finer, more efficient inks. 

True, Mr Mitarai could do better. His 
company is sitting on nearly $4 billion in 
cash, which he has vague plans to spend 
on acquisitions. That is a better position to 
occupy than that of most of Japan’s in- 
debted electronics giants, but many share- 
holders would be happier if Mr Mitarai re- 
turned more money to them. After 
profiting from so many American prac- 
tices, it would be a shame if he failed to 
grasp this one—and so threw it all away. m 


RealNetworks 


Free thinkers 


SAN FRANCISCO 
Can free source-code stop Microsoft? 


OCUS on what you do best. This age- 

old strategy has worked well for Real- 
Networks, Microsoft’s main competitor in 
multimedia software for the Internet. 
Now, the smaller Seattle-based firm is try- 
ing a novel way to contain the software 
giant. On October 29th, it released the un- 
derlying recipe, or source-code, of its Real- 
Player software and will soon do the same 
for its other programs-giving away a big 
chunk of its intellectual property. 

This may sound like a desperate echo 
of 1998, when Netscape, struggling in Mi- 
crosoft's chokehold, published the source- 
code of its web browser (an initiative that 
yielded few real results until this June, 
when the first serious new version of the 
open-source browser, Mozilla, was re- 
leased). Yet RealNetworks is not playing 
defence. It is trying to encourage the cre- 
ation of a common multimedia software 
infrastructure for every kind of file format 
and device, thus thwarting Microsoft's am- 
bitions in this promising market. 

The firm hopes that others in the indus- 
try (volunteer programmers, media firms 
and hardware makers) will take the code, 
called Helix DNA, improve it and make it 
run on new devices, such as mobile 
phones and home stereos, turning Real- 
Networks' software into an industry stan- 
dard. Clever licensing terms are supposed 
to ensure that this standard does not splin- 
ter and that the firm still makes money. 

Individual developers, universities and 
other non-profit organisations can modify 
the software as they please, and even re- 
distribute it for free, so long as they also 
publish the source-code for their changes. 
This is a sort of payment in kind, for Real- 
Networks is then allowed to use these con- 
tributions. Firms, on the other hand, must 


pay royalty fees if they distribute more » 





- p thanım copies of the code. They also have 
| to make sure that their software works 
with other Helix DNA products. 

The software's development commu- 
nity already has 2,000 members. And sev- 
eral hardware makers back the effort. But 
there are risks. Afraid of piracy, media 
groups are suspicious of anything that 
might be related to hackers (although they 
also do not want to depend on, and pay 
for, technology controlled by Microsoft). 
The self-created competition could also 
hurt RealNetworks if customers decide its 
commercial products, which will be based 


on the open source-code but with extra 
features, are not worth paying extra for. 

RealNetworks’ move is another sign 
that the software industry is going hybrid. 
Mixing elements of proprietary software, 
where the source-code is tightly con- 
trolled, with open-source programs en- 
ables firms to expand a market, harvest the 
ideas of others and, they hope, still make 
money. Even Microsoft is edging this way: 
it recently announced that partners can 
now look at-but not modify or re-use-the 
source-code for Passport, its controversial 
digital-identity service. @ 





Brand wars in the Middle East 


Regime change 


Arab shoppers are abandoning western brands for local alternatives 


TIS no joke. The self-appointed Egyptian 
Committee for Boycott wants consumers 
to stop buying Procter & Gamble's Ariel 
soap powder because, they say, it is 
named after Israel's prime minister, Ariel 
Sharon. The activists argue that Ariel's 
logo is really a star of David. "It's ridicu- 
lous", says P&G. "Ariel was around long 
before the Israeli leader. Our logo repre- 
sents an atom's path, not a religion." Yet 
sales of Ariel in Egypt are suffering. Across 
the Middle East, America's war on terror 
and its threats to Iraq have inspired con- 
sumers to boycott American brands from 
Pampers nappies to Heinz ketchup. 
Pepsico blames the boycott for flatten- 
ing its non-American drink sales. Coca- 
Cola says the consumer strike has hit busi- 
ness in Bahrain, Lebanon and Saudi Ara- 
bia and lopped up to 1096 off its salesin the 
region. Fast-food outlets in Saudi Arabia, 
such as KFC and Burger King, report a 50% 
drop in sales since September 2000. Losses 
have led McDonald's to close two of its six 
restaurants in Jordan; its outlets, as well as 
the rival Burger King's, have been attacked 
in Lebanon, Oman, Bahrain, Cairo and Qa- 
tar. Supermarkets in Bahrain and Egypt are 
pulling American brands from their 
shelves and refusing to stock Nike shoes. 
Lest Europeans succumb to the usual 
Schadenfreude, this campaign is as much 
anti-western as anti-American. Shoppers 
are shying away from big European brands 
such as L'Oréal cosmetics and Nestlé, and 
protesters recently gathered outside Mer- 
cedes dealerships in Amman, Jordan. In 
the past year overall business at western 
fast-food and drinks firms has dropped by 
40% in Arab countries. Trade in American 
branded goods has shrunk by a quarter. 
.  . Thisis not so much a rejection of west- 
em capitalist culture as of its products, for 
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Maybe God is on Coke's side after all 


Arab consumers still have a taste for 
brands, so long as they are local. Iran's "Is- 
lamic" Zam Zam Cola, named after a holy 
spring in Mecca, is now the real thing for 
many a Middle Easterner. Hardly able to 
meet domestic demand, Zam Zam, once 
Pepsico's Iranian partner, has exported 
10m bottles in just four months to super- 
markets in Iraq, Bahrain, Qatar and Saudi 
Arabia, where it will tempt 2m thirsty 
Muslim pilgrims bound for Mecca next 
year. Sweeter than Coke, the fizzis now be- 
ing launched in Europe, targeting the Mus- 
lim diaspora. A Muslim entrepreneur 
plans to sell Mecca Cola in France (Pal- 
estinian charities will share the profits). 
Sales of Star Cola, made in the West 
Bank, have risen by 40% in the past three 
months in the United Arab Emirates. The 


Cairo-based Al Ahram Beverages, recently 
bought (quietly) by Heineken of the Neth- 
erlands, has become one of the world's 
most profitable breweries by selling beer 
to Muslims (alcoholic varieties are dis- 
creetly home-delivered). Egyptian souks 
are even peddling Yasser Arafat crisps. 

Although consumers may gain greater 
satisfaction from a spiritually correct 
brand, the boycott will have significant 
costs for Arab economies. Most western 
multinationals make a small fraction of 
their total sales in the Middle East, but they 
are often the biggest and best employers 
there, setting an example for local firms 
and providing management experience 
for talented Arabs. Coca-Cola, for exam- 
ple, employs 20,000 people directly in the 
region, and 200,000 including retail and 
supply jobs. That dwarfs even big local ri- 
vals such as Zam Zam, which has 8,000 
staff, or Al Ahram, with 4,000. 

How western are these foreign brands? 
Arabs run and supply McDonald's fran- 
chises in the region. Coca-Cola typically 
operates with Arab partners, such as the 
Olayan family in Saudi Arabia and Abdul 
Hak in Yemen and Egypt. It pays workers 
15% more than home-grown firms. In Leba- 
non, the 440 staff at Coke’s main factory 
are locals. In Palestine, Coke, with a local 
bottler, National Beverage Company 
(NBC), ferries workers past checkpoints to 
their villages, offers loans, accredited train- 
ing and health plans, and exposes staff to 
new business ideas. 


Zahi Khouri, chairman of NBC, 15% - : 


owned by Coca-Cola, says locals lose by 
boycotting western firms. "T've yet to meet 
an American running any of Coke's Arab 
operations. I can't see why a Palestinian 
shouldn't run Coca-Cola one day, if he is 
good enough." He sympathises with Mus- 
lims who rage that American policies fa- 
vour Israel, but says western business is 
not to blame. "I don't equate us adminis- 
tration policies with those of Us corpora- 
tions. The more the world is exposed to 
multinationals the better. They fuel com- 
petition, set standards and teach us about 
discipline, commitment and service." : 
Ahmed Zayat, boss of Al Ahram, fought - 
in Egypt’s supreme court for the right to of- 
fer his staff share options. “Arabs must 
learn the best practices and creativity of - 
western firms, not drive them away. If we - 
want to be global, we need their muscle.” - 
In Egypt, P&G has spent $97m on fac- 
tories and also community projects— 
building schools, financing health educa- 
tion and even paying for Muslims to go to 
Mecca. Coca-Cola is the second-biggest in- 
vestor in Lebanon and Palestine. Steven 
Leroy, Middle East spokesman for Coca- 
Cola, says the group is delaying hirings 
and investments because boycotts have 
dented confidence. Thatis unfortunateina . 
region that, with 20% average unemploy- 
ment,needseveryjobitcanget 8 — 








America has Sarbanes-Oxley. Britain has Derek Higgs 





EXE that he is a devoted reader of the left-leaning Guardian 
newspaper, Derek Higgs is a typical member of the City of 
London elite. An astute deal-maker at the Warburg investment 
bank, an engaging dinner companion and comfortably rich, he 
also possesses an essential piece of banking equipment: a safe 
pair of hands. The sort of chap that British governments down 
the years have got to run committees to defuse political bombs 
with some sensible proposals, he is concluding a review of cor- 
porate governance ordered after some spectacular business fail- 
ures at home (Marconi) and abroad (Enron). His report is likely to 
advise little more than a fine-tuning of present practice in British 
boardrooms. If, as has been suggested this week, ministers are 
worried that he “has not come up with anything radical 
enough", the surprise is that they expected anything else. 

Compare and contrast Mr Higgs's gentle tweaks with the 
American response to Enron and other disasters: a hefty piece of 
legislation known as Sarbanes-Oxley-and sometimes sox— 
that is named after the two congressmen who sponsored it. Al- 
though it has many excellent parts—notably, tougher regulation 
of auditors and restrictions on what non-audit work they may 
do-the rest of Sarbanes-Oxley is more of a hotch-potch that 
risks benefiting mainly the lawyers. 

Few are inclined to give a sympathetic hearing these days to 
company bosses, whether in America or anywhere else. If they 
were, they would hear a litany of complaints about over-reac- 
tion by legislators, prosecutors and regulators rushing to be seen 
to act tough. The result, they fear, will be boardrooms paralysed 
by red tape and non-executive (outside) directors turned wholly 
risk-averse by legal advice on how to avoid being sued into pov- 
erty should their firm ever fail. That assumes people can be 
found who are even willing to become non-executives. There is 
now no quicker way for an American boss to empty the 19th 
hole at his local golf club than to ask: “Would anyone like to 
serve on my board?" 

In Britain, too, there are signs of a growing reluctance to be- 
come a non-executive, given the extra scrutiny and workload in- 
volved, and the likelihood of being blamed, deservedly or not. 
Although Mr Higgs is likely to echo Sarbanes-Oxley by recom- 
mending that non-executives should be truly independent from 


executives, he is unlikely to be overly rigid in his definition of in- 
dependence and is expected also to make proposals to calm 
some of the worst fears of potential recruits—such as that clear 
limits should be set for their personal liability. 


You say tomato 

Just as Americans and Britons are divided by a common lan- 
guage, so their firms are divided by a common board structure. 
Superficially, both countries have similar “unitary” boards, 
made up of a combination of executive and non-executive mem- 
bers. This is in contrast to the two-tier boards of German compa- 
nies, which have an executive management board overseen by a 
non-executive supervisory board. Yet in practice British and 
American unitary boards are quite different creatures; and they 
are likely to move even further apart, thanks to the efforts of 
Messrs Sarbanes, Oxley and Higgs. 

In theory, members of a unitary board combine two tasks: 
developing the firm’s strategy, in the broadest sense, and ensur- 
ing compliance with the law and best practice. What actually 
happens is often quite different. Until the 1990s, boards in both 
countries were dominated by the executives. Non-executives 
were largely compliant cheerleaders. 

In America over the past decade, the dominance of the chief 
executive (usually the only executive on the board) has in- 
creased, with non-executives providing huge pay and share-op- 
tion packages as well as their cheers. Not so in Britain. 
Non-executives often remained a minority on their board, but 
their ability to act as a check and balance on the chief executive 
increased significantly, thanks to proposals in a series of reports 
written by knighted worthies—three company bosses (Sir 
Adrian Cadbury, Sir Richard Greenbury, Sir Ronald Hampel) 
and a fund manager (Sir Paul Myners). The big difference has 
been the creation of a dual corporate leadership, by a part-time 
non-executive chairman of the board and a full-time chief execu- 
tive. In America, the chief executive is typically also the chair- 
man, allowing him to rule the boardroom roost unchallenged. 

The British reforms came largely through voluntary codes 
and self-regulation, rather than legislation. That allows a degree 
of pragmatism, favouring effectiveness over enforced compli- 
ance with a governance law. (Mr Higgs, a fan of the separation of 
chairman and chief executive, proudly sits on the board of Brit- 
ish Land, where John Ritblat holds both jobs.) 

Sarbanes-Oxley may, in contrast, allow too little discretion. 
Its independence rules, strictly interpreted, could lead to non-ex- 
ecutives with no business experience being hired after a box- 
ticking search process, instead of talented and independent- 
minded business people. The new legal burdens of non-execu- 
tives, particularly on audit committees, may mean that the 
atmosphere in American boardrooms swings too far, from exces- 
sive adulation of the chief executive to its opposite, curbing the 
risk-taking that is essential to corporate success. 

British corporate governance is not as marvellous as many 
Brits smugly believe. To dismiss Marconi's collapse as a failure of 
business judgment but not of governance smacks of compla- 
cency, and raises fundamental questions about what good gov- 
ernance actually means. And Mr Higgs could usefully propose 
ways to make institutional shareholders take a closer interest in 
the firms they own, though he seems unlikely to do so. Even so, 
British companies may well be grateful that Mr Higgs has fol- 
lowed the hallowed advice of “first, do no harm". m 


The ghost of reforms past 


TOKYO 


Japan's occasional attempts at economic reform are a gruesome sight. This week's 


is no exception 


OR over a decade, Japan's distressed 

economy has stumbled from one brief 
upturn to another. After taking over as 
prime minister in April 2001, Junichiro Kot- 
zumi inspired hope that the stumbling 
would stop. The tough-talking politician 
promised that he would be firm with 
drowning banks and bloated public cor- 
porations. Painful structural reforms are 
the only sensible way to restore strong and 
lasting growth, he proclaimed. And then 
he stalled for 18 months. 

Recently, however, he had rekindled 
hopes that Japan was finally about to 
tackle its problems head on. Then this 
week he dashed them again, with what 
could be his most dangerous disappoint- 
ment to date. On October 30th, Mr Koi- 
zumi and Heizo Takenaka, his minister for 
. economic and fiscal policy, celebrated Hal- 
loween a day early by wrapping yet an- 
other flimsy financial package in a cos- 
tume that they labelled "reform". 

Something far more substantial had 
been expected. Only a month earlier, the 
prime minister had reaffirmed that his gov- 
ernment would resolvethe banks' big bad- 
. debt problem which lies at the heart of 






the economy's woes—by early 2005. And 
he put Mr Takenaka, an academic, at the 
head of the Financial Services Agency 
(which regulates the banks). He seemed a 
promising choice to replace Hakuo Yanagi- 
sawa, who had done little but drag his feet 
as the nation's top bank regulator. 


Hope deferred 

As often as they have been disappointed 
by Japan's inability to keep its promises, 
onlookers nevertheless find it hard to ig- 
nore such loud talk of reform in what is 
still the world's second-biggest economy, 
and one of America's most important al- 
lies. North Korea's recent admission that it 
is toying with nuclear weapons serves asa 
reminder that japan is still a crucial ally in 
volatile East Asia. 

With deflation looming over Germany 
and the United States, there was even 
wider interest than usual in this particular 
promise of economic reform. This was 
partly because Japan's past mistakes could 
hold lessons for policymakers in deflation- 
ary environments elsewhere. But it was 
also because what was flagged as the best 
chance of Japanese reform in years raised 
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hopes that it might counter persistent 
weakness in the world's other big econo- 
mies, as well as in Japan itself. 

Hope faded, however, as Mr Takenaka 
was seen to be running into fierce opposi- 
tion from the bankers, bureaucrats and 
politicians who invariably conspire to re- 
sist reform in Japan. Last week, politicians 
in Mr Koizumi's Liberal Democratic Party 
consigned Mr Takenaka's initial bad-debt 
plan to the cemetery, before he even had a 
chance to announce it. Disappointment 
pushed down the value of the yen against 
the dollar to a four-month low. 

Not only was his plan unfair to Japan's 
bankers, argued the politicians, but it 
would bury the zombie companies (in 
such sectors as retailing and construction) 
that continue to haunt both the banks' bal- 
ance sheets and their healthy competitors. 
Itis these companies that bankroll the con- 
servative politicians who sit at the heart of 
Mr Koizumi's party. 


Since laying some of thezombies to rest 


is one of the main points of reform, this 
was a worrying reversal. Mr Koizumi's re- 
sponse was to do his best impersonation 
of a ghost. For a full week his leadership 
was all but absent as Mr Takenaka was left 
to fend for himself. It was not surprising, 
therefore, that on October 3oth the new 
bank regulator released a mere skeleton of 
his originalideas. 

Mr Koizumi insisted that his plan to 
solve the bad-debt problem was still on 
track. "We will use various methods so 
that companies can focus on their busi- 


ness and the public can live comfortably "» 
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* during the two-and-a-half years while the 
non-performing loan problem is re- 
solved," he said, sounding much like a 
man trying to avoid inflicting any pain. 

Although the plan contained the usual 
platitudes about changing the way in 
which banks evaluate the quality of their 
loan portfolios, Mr Takenaka surrendered 
on the main issue that was intended to 
give him leverage over the banks. Instead 
of relying heavily on bankers and bureau- 
crats to evaluate the loans, he had planned 
to move more quickly and authoritatively 
by tinkering with the other side of the 
banks' balance sheets. 

The idea was to change the rules by 
which banks calculate their capital—in par- 
ticular, by limiting the amount of deferred 
tax that they can use for the purpose. If Mr 
Takenaka had succeeded in this, he might 
have been able to force under-capitalised 
banks to accept the more substantial 
changes that really matter. 

Of these, there are two, and debate 
rages over which is the more important. 
One is the cleaning up of the banks them- 
selves. This means removing loans that 
will never be repaid from their balance 
sheets, injecting enough public money to 
allow those that stay in business to emerge 
in good health, and, ideally, ensuring that 
executives at the most mismanaged banks 
are replaced with people who know some- 
thing about modern business. The other 
requirement of reform is that the weakest 
companies to which the banks have lent 
money-the zombies—be restructured, re- 
habilitated or put out of their misery. 


The land of the loophole 
There was, in fact, some genuine cause for 
concern about Mr Takenaka’s deferred-tax 
plan, not least that it risked penalising the 
few banks that have actually tried to clean 
up their mess. The minister’s new plan, 
however, and the way in which he was 
bullied into it, leaves him and other 
would-be reformers with little hope that 
the current Japanese prime minister can 
carry their cause. 

This grim conclusion makes it hard to 
get excited about the long list of other 
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economic measures that were unveiled in 
the middle of the week. These included a 
fresh move by the central bank to loosen 
monetary policy alittle further; some new 
ideas for taxes and spending; and the an- 
nouncement that a new entity will be set 
up to help rehabilitate some borrowers 
once their loans have been taken off the 
banks’ books. 

Kathy Matsui, the chief equity strategist 
at Goldman Sachs, had warned that the 
question would be whether government 
“policy is used as a narcotic to hide the un- 
derlying disease" or "as anaesthesia to 
ease the pain of radical surgery”. This 
week there was no sign of a scalpel. 

The basic concern about the package is 
that it will not lead to much fiscal expan- 
sion; it will probably not prod the Bank of 
Japan into a sufficiently bold monetary 
stimulus; it will not take the pressure off 
well-run companies; and it will not repair 
the broken banks. “This kind of vaguely 
worded, lots of loopholes, watered-down 
programme is not much help,” said Taka- 
hira Ogawa, the director of Asian sover- 
eign ratings at Standard & Poor’s, a credit- 
rating agency. 

Taking the problems with the package 
in reverse: Mr Takenaka’s proposal to write 
off the banks’ bad loans now relies on 
timetables and promises which the bank- 
ers and bureaucrats must follow—a proven 
Japanese formula for doing nothing. The 
government has already delayed plans to 
roll back deposit insurance, which were in- 
tended to come into effect next April as a 
way to impose market discipline on the 
banks’ deposit-taking. So there is little rea- 
son to count on the delayed action that the 
government is now promising. 

As the past month of debate makes 
plain, there will be no support for dealing 
with bad loans when the economy is 
weak, which it is likely to remain for at 
least as long as the bad-loan problem is un- 
resolved. Moreover, at no time is it ever 
permissible for a Japanese minister to sug- 
gest that this is the bankers’ or the politi- 
cians’ fault. Any solution to the banks’ pro- 
blems, therefore, must somehow be 
arrived at without reference to reality. 

This go-slow approach may not, how- 
ever, be the worst news to have emerged 
this week. The government's plans, still 
vague, to set up a new entity for rehabili- 
tating troubled borrowers give consider- 
able cause for alarm. The effect will be to 
ensure that, even as a trickle of bad loans 
are being written off by the banks, officials 
will be looking for ways to put fresh public 
money into companies that they deem 
worthy of propping up. 

There would be a case for giving lim- 
ited credit to some firms if the government 
were indeed going to prod banks into rapid 
loan write-offs. This would be a way to 
cushion the blow on the economy of a se- 
vere shock to the financial system, and it 
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could potentially lead to a more orderly 
closure of small firms. 

But since it is now unlikely that there 
will be any fresh loan write-offs, this plan 
simply provides another lifeline for firms 
that are already undercutting healthier ri- 
vals. In fairness, the government has 
bailed out plenty of unworthy firms in the 
past without needing such an entity. In 
October, for example, it announced yet an- 
other attempt to revive Daiei, a troubled re- 
tailer that has had more lives than a be- 
witched cat. So the incremental damage 
from this new bad idea might be limited. 


In a deflationary trap 

Since bad loans and bad companies will 
continue to survive, the prospects for bol- 
der monetary policy also grew gloomier 
this week. That may seem an odd claim, 
given that the Bank of Japan announced 
some measures to make money even 
looser. First, it will increase its purchases 
of Japanese government bonds by 20%, to 
¥1.2 trillion ($9.8 billion) a month. And the 
central bank will expand its “quantitative 
easing" by increasing its target for excess li- 
quidity in the banking system by ¥5 tril- 
lion, to a range of X15 trillion-20 trillion. 

The trouble with these moves is that, in 
Japan's current predicament, such narrow 
approaches to combating deflation do lit- 
tle good. Because the Bank of Japan was 
consistently behind the curve in easing 
monetary policy, the economy was al- 
ready mired in a deflationary bog by the 
time interest rates hit zero. Consumer 
prices have been falling on an annual basis 
for three years now (see chart 2). Despite 
low inflation rates elsewhere, Japan is still 
the only rich economy where prices are ac- 
tually falling. 

The only hope for reversing this would 
be for the country's central bank to an- 
nounce a bold new initiative, with a speci- 
fied inflation target to get prices rising and 
a willingness to buy whatever assets were 
necessary—from property to bonds to equ- 
ity funds-in order to achieve it. 

Bank of Japan officials have always re- 
sisted such ideas. But when Mr Takenaka 
was put in charge of bank regulation, they >» 
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> began putting out clear signals of their 


willingness to do a deal. In September, the 
Bank of Japan announced that it would 
buy ¥2 trillion-worth of shares from the 
banks’ equity portfolios—not enough in it- 
self to make much difference, but a sym- 
bolically important step. Now that Messrs 
Koizumi and Takenaka have failed to de- 
liver, the bank may continue to announce 
looser money, but it is unlikely to take the 
more radical steps that Japan needs. 

Finally, with the Bank of Japan sticking 
to traditional monetary tools, with weak 
banks preventing those tools from doing 
any good, and with zombie companies 
still floundering about, any fiscal stimulus 
that Japan tries will have little effect—espe- 
cially given the tired old tax-cut measures 
announced this week. 

Japan has spent lavishly on public 
works throughout the past decade, which 
has helped its gross public debt to reach 
140% of GDP. Jesper Koll, chief economist 
for Merrill Lynch in Tokyo, reckons that the 
government would have to cut spending 
and raise taxes by a combined 8% of GDP 
every year just to stabilise its finances. 

The tendency to blanket the country- 
side with roads, dams and bridges is often 
cited as one of the main indictments of Ja- 
pan's political system. Whether spending 
on more productive items would have 
made a difference is debatable; but the 
government has to some extent under- 
mined its own spending efforts through ill- 
considered changes in tax policy. A decent 
recovery was under way in the late 1990s, 
for example. But it was snuffed out at least 
partly by a poorly-timed rise in consump- 
tion tax. 

It is true that matters might have been 
worse without some of this spending, and 
that a determined fiscal push would in- 
deed be a part of any sensible reform pack- 
age. Nevertheless, if Japan does not deal 
with its monetary, financial and structural 
problems first, it is hard to imagine any fis- 
cal push breaking the economy free of its 
deflationary trap. In a nutshell, argues 
Richard Jerram, chief economist at ING 
Barings in Tokyo, this week's package is 
"unlikely to end deflation". 


Where next? 
So what happens now to Japan's econ- 
omy? Even if Messrs Koizumi and Take- 
naka had been tougher, genuine reform 
was always going to be a difficult fight. Ja- 
pan's economic problems have grown pro- 
gressively bigger and harder to solve 
through years of inaction. And two of the 
most worrying components of the 
slump-falling prices and zero interest 
rates—have the nasty political side-effect 
of making it easy, in the short term, to ig- 
nore the severity of the problem, even as 
they conspire to make it worse. 

Most Japanese households have, in re- 
ality, grown steadily worse off during the 
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past decade. Government debts have 
mounted (increasing future taxes) and 
they have earned pitiful returns on their 
savings. Falling prices throughout the 
economy have, however, softened the im- 
pact of the long slump on their standards 
of living. 

Moreover, with interest rates close to 
zero, even the mostirredeemably indebted 
companies have been able to continue 
making payments on their loans, scraping 
the money together by cutting their work- 
forces and forgoing investments. Those 
weak companies, in turn, undermine reve- 
nues at stronger companies and push 
more of them to the wall. Deflationary 
pressure also discourages healthier firms 
from investing, so few of them wish to bor- 
row even at near-zero interest rates. With 
no strong borrowers to lend to, the banks 
find it even harder to earn profits with 
which to write off their bad loans. 

To some extent, therefore, Japan’s econ- 
omy is trapped, as the symptoms of its 
long slide have become self-reinforcing. 
Unlike countries such as neighbouring 
South Korea, which responded to its crisis 





g five years ago by promptly cleaning up its 


banks, Japan’s massive trade surpluses 
and domestic savings allow it to continue 
to postpone action, even as it stores up 
trouble for the future. 

While onlookers in other wealthy 
countries ponder the prospect of deflation, 
it becomes clear that this sort of slow, inex- 
orable slide is worth avoiding at almost 
any cost. Even if deflationary pressures 
elsewhere mount, however, Japan's 
twisted politics offer some comfort that 
America's and Europe's different ways of 
doing things can avert such a fate. 

As this week's disappointment makes 
plain, Japan's policymakers are caught in a 
trap that is every bit as vicious as the econ- 
omic one that has gripped the country. Al- 
though politicians in the Liberal Demo- 
cratic Party are eager to spend money, tight 
and ineffective monetary policy has kept 
the fiscal stimulus from doing much good. 

Monetary policy, in turn, does not 
work as well as it Should because the bad- 
debt mess makes banks hesitant to extend 
fresh loans. Yet efforts to clean up those 
bad debts are then thwarted by politicians 
in the LDP, men who would love to re-in- 
flate the economy but who do not want to 
put weak borrowers out of business. And 
rather than pressing plans to solve the im- 
passe, Japan's bureaucrats try to spin it to 
their advantage, so that they can gain an 
edge over rival ministries. 

When confronted with this dismal dis- 
play, the politicians, bureaucrats and 
bankers all blame each other, and by- 
standers blame the lot of them. The only 
realistic way to change this is for someone 
in Japan to exercise some real leadership 
and get all of these groups working to- 
gether. That is why Mr Koizumi's election 
18 months ago, and the recent signs that he 
was reasserting himself, inspired such 
widespread hope. 

For, despite the size of the problem, and 
the failure of isolated policies to reverse it, 
there is every reason to believe that a con- 
certed effort involving co-ordinated poli- 
cies could turn things around for Japan. Mr 
Koizumi has had a golden opportunity to 
do this during the past month. The Bank of 
Japan got things rolling by signalling its 
willingness to consider new ideas for 
monetary policy. After handing Mr Take- 
naka control of bank regulation, it became 
clear that he faced a simple “either-or” 
choice. Take the bad loans seriously, or ig- 
nore them. 

In the end, despite a recent rebound in 
his popularity and some success for his 
party in by-elections held on October 27th, 
Mr Koizumi chose to revive the same half- 
measures that have persistently failed to 
help Japan's economy regain its high po- 
tential. It was a curious way to greet Hal- 
loween. The man who has spent the last 18 
months disguised as a courageous leader 
finally took off his mask. m 
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The Pitt and Webster show 


NEW YORK 


A brand new bureaucracy is born under a bad sign 


ITHIN six months a new body to 
oversee auditors, the Public Com- 
pany Accounting Oversight Board, will be 
up and running, with advantages its cash- 


strapped parent, the Securities and Ex- 


change Commission (SEC), can only envy. 


The board's five directors will earn some- 


where near three times more than an SEC 
commissioner. Its expected annual budget 
of $100m will be about one-fifth of what 
the sEc gets for doing a very much bigger 
job. And, rather than having to extract its 
allowance from a reluctant Congress, it 
will get the money from a compulsory 
charge on the accounting industry. Despite 
these advantages, not all augurs well for 
the new board. Its messy birth was at- 
tended by sharp political battles and con- 
flicting arguments about its role. 

The mess was on view on October 25th 
when the sEC met, according to its chair- 
man, Harvey Pitt, "to consider potential 
candidates" for directors of the new board. 
As it happened, the consideration was 
kept to a minimum, for Mr Pitt and the two 
other Republican commissioners forced 
through the appointment of William Web- 
ster as chairman. Mr Webster is a noted 
former federal judge, the only person to 
have run both the crA and the FBI, and an 
arch Washington insider. It would be a 


stretch to say that he is intimate with the 
niceties of corporate accounting. 

After the vote, the sEC's two Demo- 
cratic commissioners, Harvey Goldsch- 
mid and Roel Campos, said that if Mr Pitt 
was not actually under the thumb of the 
accounting industry, he certainly gave the 
impression of being so, bringing discredit 
not only to the sEC butto the new board as 
well. This provoked an emotional rebuttal 
from Mr Pitt. For good measure, Mr Pitt and 
his colleagues then appeared to accuse 
each other of lying about whether the 
chairman's job had earlier been promised 
to another candidate, John Biggs, until re- 
cently the chairman of TIAA-CREF, a large 
pension fund for teachers. 

Such a spatis unprecedented at the SEC. 
It has caused despondency within the 
commission and on Wall Street. Now it ap- 
pears that Mr Pitt did not tell his fellow 
commissioners that Mr Webster had until 
recently headed the audit committee of a 
firm facing accusations of fraud. 

Mr Pitt could surely have handled the 
appointment process in defter fashion. 
More than 450 candidates had, over a cou- 
ple of months, been considered for the 
new oversight board. An appointment to 
the board carried two chief attractions: the 
challenge of cleaning up an essential but 
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sullied part of the plumbing of capital mar- 
kets, and a salary that is unlimited by fed- 
eral caps (nominally, the board is private). 
Potential directors were told that four posi- 
tions would pay $400,000 a year, the 
same salary as the American president, 
while the chairman would get $500,000. 
Surely a chairman acceptable to all could 
have been found and quietly vetted with- 
out a nasty fight? Even Mr Webster might 
have been installed without bitterness, 
had his name been floated at the start of 
the process rather than at the end. 

Instead, in early September Mr Pitt and 
Mr Goldschmid visited Mr Biggs and—ac- 
cording to Mr Goldschmid, but not Mr 
Pitt—offered him the job. Certainly quali- 
fied, Mr Biggs had firm ideas about how to 
straighten out American's accounting in- 
dustry. They were ideas drawn not just 
from running an investing institution, but 
also from his time on an earlier, weaker ac- 
counting oversight board that was laid low 
by theindustry. Although no criticism was 
openly voiced against Mr Biggs, his candi- 
dacy suddenly faltered. The impression is 
of discreet but vigorous lobbying by an ac- 
counting industry with much to lose. 

So Mr Webster it is. It may be that an 
outsider is just what is needed to shake up 
auditors, demanding greater indepen- 
dence and higher standards. Certainly, Mr 
Webster is a man of tough integrity and a 
quick study. Yet Mr Campos, the second 
Democratic commissioner, says that Mr 
Webster's background may fall short of the 
industry-specific knowledge of securities 
laws and auditing that is required under 
the Sarbanes-Oxley act, the legislation that 
fathered the oversight board. As a conse- 
quence, Mr Campos says, the board faces a 
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* risk of legal challenge. 

Philosophically, the biggest task for the 
new board may be defining whatthe point 
of auditing is, says Donald Langevoort, a 
professor at Georgetown Law School. The 
narrow perspective is that the audit is no 
more than a contractual agreement be- 
tween a company and its auditor, with 
standards subject to negotiation. A view 
closer to the mainstream is that, for the 
public good, standards must be uniform 
among all companies; and that these stan- 
dards should be made far stricter than they 
have been. The split over the new chair- 
man appears to reflect a deeper dispute 
over how far reforms should go. 

A rocky start for a regulatory agency is 
nothing new. When the sEC was estab- 
lished in 1934, it was widely expected that 
the first chairman would be James Landis, 





a feared and brilliant lawyer with an es- 
sential knowledge of administrative law. 
In fact, facing a backlash from business, 
President Franklin Roosevelt named Jo- 
seph Kennedy, a trader of the most roguish 
sort. The appointment was met with dis- 
may by those hoping for reform. Yet Ken- 
nedy did the agency good, notleast by get- 
ting decent funding for it. 

Landis succeeded Kennedy, but it was 
the commission's third chairman, William 
Douglas, who is seen as the most effective 
early leader, in large part because of his ex- 
pertise in bankruptcy law, much in need 
during the Depression years. Mr Webster 
will do well if he gets the oversight board 
up and running smoothly. Without ac- 
counting expertise, on the other hand, 
more profound change may have to await 
asuccessor. @ 





Shareholder activism 


Will the owners 
please stand up? 


Institutional investors pledge to act 
against company delinquents 


ACK when the shares of Tyco Interna- 

tional, a conglomerate thatis now bust, 
were still rising in 1998, shareholders pro- 
posed that the company alter its board to 
make a majority of its members indepen- 
dent. The resolution was defeated, partly 
because Fidelity Investments, America's 
biggest mutual-fund manager, voted 
against it. More independent directors 
might not have saved Tyco, which accord- 
ing to prosecutors was run like a criminal 
enterprise. All the same, it is clear that 
many institutional investors voted un- 
thinkingly with management when share 
prices were soaring in the 1990s. Now, 
after so many scandals, some managers 
admit that, as owners of shares on behalf 
of individual savers, they should have 
done more to curb corporate excesses. 

Many institutions now promise to 
work more actively on corporate gover- 
nance. In America, those responsible for 14 
state pension funds, together managing 
over $1 trillion of public pension money, 
have said they will actively seek to clean 
up corporate corruption. Jack Bogle, foun- 
der of the Vanguard group of mutual 
funds, is leading other investors in a crack- 
down on executive pay. Germany's sec- 
ond-biggest mutual-fund manager, Deka 
Group, is thinking of becoming more ac- 
tivist. In Britain, the Institutional Share- 
holders Committee, which represents the 
country's pension funds, insurers, fund 
managers and unit trusts (mutual funds), 
has announced a new activist code. 

That is welcome news: institutional in- 
vestors, especially if they band together, 
have the clout to demand change at com- 
panies whose shares they hold. Share- 
holders ought to leave the day-to-day run- 
ning of a company to its managers, but 
they should be ready to interfere in cases 
when executives undermine corporate 
governance—changing an accounting pol- 
icy purely to inflate profits, for instance. 

Until now, big investors have shown 
surprisingly little inclination to criticise 
companies or to vote against management 
at shareholder meetings. Although a few, 
such as Calpers, the California Public Em- 
ployees' Retirement System, and Hermes, 
a British fund, speak out, most institutions 
prefer to vote with management; they 
make their complaints behind closed 
doors, if at all. Often, institutions inter- 
vene only when it is too late. In Britain, lit- 
tle more than half of the shares in the big- 


gest 350 companies are voted. Votes »> 








> against management are rare. Voting levels 
are higher in America, at about 80%; yet 
even there, strongly backed resolutions are 
routinely ignored, for they are not binding. 

Why have institutions kept quiet? Lam- 
basting company executives in public, 
they say, may damage share prices. In any 
case, itis easier simply to sell shares than to 
influence management. Not only does it 
cost money to be active, but the benefits of 
improved corporate governance are 
spread among all shareholders. Many in- 
vestment managers pursue so-called mo- 
mentum strategies-investing in a share 
mainly because others do-and hold 
stocks for perhaps less than a year: they 
have little incentive to improve gover- 
nance. Even institutions that track indices, 
and so may not sell shares, have not been 
particularly activist. 

The biggest obstacle to shareholder ac- 
tivism is the fact that most big fund manag- 
ers also run money on behalf of compa- 
nies-in the form of 401(À) plans and 
pension funds. A fund-management firm 
that owns a stake in a company might also 
have the mandate to run its pension fund. 
Should a fund manager vote against, say, a 
stock-option scheme for executives, they 
can retaliate by dumping the manager 
from running the pension fund. “We act on 
corporate governance, but below the radar 
screen,” says Alan Brown, chief invest- 
ment officer at State Street Global Advi- 
sors. Otherwise, he says, the firm’s com- 
mercial interests could suffer. 

Asset-management firms that are part 
of a universal bank are especially at risk 
from such conflicts of interest. One exam- 
ple was the fight over Hewlett-Packard’s 
merger with Compaq. Carly Fiorina, Hew- 
lett-Packard’s chief executive, told Deut- 
sche Asset Management, part of Deutsche 
Bank, that a vote for the merger was “of 
great importance to our ongoing relation- 
ship”. The fund manager voted in favour, 
days after Deutsche Bank had signed a $4 
billion revolving credit facility for Hewlett- 
. Packard to pay for the merger. 

If, for these and other reasons, institu- 
tional investors do not become more ac- 
tive in future, regulators will push them. 


The chairman of the Securities and Ex- 
change Commission (sEC), Harvey Pitt, 
wants mutual funds to disclose their vot- 
ing records and policies. That way, inves- 
tors would be able to discover if their mu- 
tual-fund company had voted against their 
interests. In Britain, the government may 
force institutional investors to reveal how 
they vote. Mr Pitt amazed a gathering of in- 
vestors in September when he said that 


the sec would look into scrapping the or- 
dinary-business exception, a rule that bars 
shareholder resolutions on supposedly 
everyday matters. Companies ought notto 
be able to use this rule to stop investors ex- 
pressing their views on subjects such as 
stock options and consulting work by au- 
ditors, Mr Pitt said. 

The best reason for institutions to be- 
come more active ought to be their own in- 
vestment performance. Yet, although a 
number of studies have suggested that in- 
tervention by institutions over matters of 
corporate governance can boost profits 
and share prices in the long run, the results 
are inconclusive, especially when consid- 
ering the risk of angering customers. 

One way to minimise the cost of share- 
holder activism, says Bernard Black, at 
Stanford Law School, would be for institu- 
tions to put their strength behind initia- 
tives that affect hundreds of companies, 
not just pick on a few. For instance, at next 
year's season of annual general meetings, 
he says, they should get together and push 
for proper accounting for stock options. 
That would certainly be a good start. 8 
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Private-equity investment in Russia 


Slim pickings 


MOSCOW 
Despite attempts to clean up corporate 
governance, Russia is as risky as ever 


FTER Russia’s financial crisis and cur- 
rency devaluation in 1998, foreign 
money fled almost every Russian casino, 
sorry, capital market. Yet some investors 
see some good coming out of the mess. 
After the crisis, Russians, though addicted 
to imports, found them too expensive in 
rouble terms. That gave home-grown com- 
panies a chance. The perception of im- 
proved company performance has helped 
Russia’s stockmarkets to count among the 
world’s few good performers over the past 
year, although rising energy prices cer- 
tainly counted for much more. Now, goes 
the thinking, some of those local firms 
could use foreign capital. And private-equ- 
ity funds are putting out feelers again. 

There is, as ever in Russia, the risk of ex- 
pensive misperceptions. After all, it is not 
as though profitable opportunities are go- 
ing begging for a bit of western cash. Rus- 
sia is awash with local money looking for 
things to invest in, or would be if it all 
flowed back from Cyprus. Then there are 
the extreme handicaps of doing private 
business in Russia—ranging from a corrupt 
and murky legal system to a shortage of 
good managers. Even a sharp western in- 
vestor, Kohlberg Kravis Roberts, an Ameri- 
can buyout fund, had its fingers badly 
burnt by an investment in Lomonosov, 
formerly a state-owned porcelain factory 
in St Petersburg. Almost all the big private- 
equity funds in New York and London still 
shun Russia. So who would bet on creaky 
mid-sized Russian companies in the hope 
of transforming them into something big- 
ger and better? 

One of the most successful has been 
Baring Vostok Capital Partners, which be- 
tween 1994 and 1998 reaped a70% internal 
rate of return on one of its funds. On the 
back of that record, it raised a $205m fund 
last year from western institutions, of 
which three-quarters has now been in- 
vested. Its funds’ bets include cTC, a priv- 
ate television network, and Air&Space, 
makers of air-filtration systems. Yet the 
firm has not yet found a profitable exit— 
that is, buyers—for its technology and me- 
dia investments. Indeed, much of Vostolk 
earlier success was in investments in pub- 
licly quoted oil-and-gas firms, leading 
some to wonder when the returns from a 
broader set of unquoted businesses will 
ever come to be realised. 

Hardly any private-equity funds in Rus- 
sia completely fit the western mould. Da- 
vid Herne, a fund manager with Bruns- 


er 


wick Capital Management, says that the 
line between private and public equity in 
Russia is blurred. After all, improving man- 
agement through big stakes is what any in- 
vestor, in quoted or private companies, is 
aiming to do in Russia. Passive investing is 
simply not worth the risk. 

William Browder of Hermitage Capital 
Management, which invests in publicly 
traded equities, warns about the legal risks 
of private equity in Russia: you would 
have to be crazy to invest in it, he says. The 
only improvements in governance have 
come through pressure on publicly traded 
firms, he reckons, when the power of the 
foreign press and foreign investors is 
brought to bear. Even so, he has been to 
court in 32 cases of shareholder litigation 
and lost 31 of them. Moreover, Mr Browder 
notes, with public firms trading on multi- 
ples of six or seven times earnings, private 
equity would be attractive only at valua- 
tions half as high—an unlikely prospect 
even in Russia. 

One answer is to build your own busi- 
ness. Delta Capital, manager of a fund 
sponsored by the American government, 
has created its own mortgage bank, aimed 
at Russia’s middle class. Such projects— 
though perhaps closer to venture capital 
than to traditional private equity—may be 
a better way to turn a penny in Russia. 

Always, good local management is 
needed, and perhaps it is improving. In the 
boom years before the 1998 crisis, most lo- 
cal bosses had had a mere five or so years' 
experience of a liberal economy. Now, 
they are that much wiser. One fund man- 
ager is convinced that home-grown busi- 
ness managers do far better in Russia's 





Local cash also looks for investments 





> = "TRUE | (ux ^ pa mg 
m. 2s ur TR EP : Ned. t M D 
USE AMET DET ^ Mam Tha n EE ee : 
E E A aA GO TIC a. | 
SEL ELA n AT f ux 
- Pir T R ' 


wild markets than those returning home 
from more cosseted posts in New York or 
London. They are also very much cheaper. 
Finally, every foreign investor needs an 
exit strategy, and few are on offer. Best of 
all is to sell to a big foreign company, yet 
few are in Russia, with such exceptions as 
Nestlé, McDonald's and Ikea, which have 
experience in wild places and have built 
from the ground up. Still, expect more 
money to chase more deals as western 
pension funds and other institutions look 
farther afield in search of returns they can 
no longer get at home. Troika Dialog and 
Gleneagle, to name but two, are putting to- 
gether multi-million-dollar funds. m 


Rural pensions in China 
Not in everyone's 
lifetime 


BEIJING 


Country dwellers could use them 


HILE officials in urban China grap- 

ple with the problem of massive un- 
funded pension liabilities, in the country- 
side they have no such headaches. Few of 
China's more than 800m rural dwellers 
have any pension arrangements at all. 
Academics and officials in Beijing are now 
trying to devise a scheme to provide old- 
age security in the countryside. But where 
will the money come from? 

China has tried and failed to provide 
rural pensions before. In 1992, a voluntary 
scheme was introduced whereby farmers 
would pay up to 20 yuan ($2.40) a month 
into collective pension funds (later 
changed to individual accounts because of 
mistrustful contributors). Local govern- 
ments would match a proportion of the 
contributions and place most of the 
money in state banks. The idea was that, 
once a farmer turned 60, and so long as he 
had been contributing for ten years, he 
could draw a pension. 

Yet by the late 1990s, when the govern- 
ment had $2.6 billion in funds, it gave up 
promoting the scheme. In poor areas, 
farmers could ill afford even the minimum 
contribution of 2 yuan, and local govern- 
ments had no spare money to add. In 
richer places, farmers could see no point in 
making contributions with the prospect of 
minimal investment growth. Since 1996, 
interest rates on bank deposits have fallen 
to about 2%, while government bonds 
yield about 3%. Such rates cannot provide 
a pensioner with enough money to live 
on. Farmers also worried that their money 
would disappear into the coffers of cor- 
rupt officials. Only some 10% bothered to 
pay into the funds. 

Yang Yansui, of the Centre for Employ- » 
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ment and Security at Qinghua University 
in Beijing, believes the scheme is still sal- 
vageable. A month ago, Miss Yang's centre 
began a project with the Ministry of La- 
bour and Social Security, and with insur- 
ance companies, to revamp the scheme. 
This would involve making better provi- 
sions for investments and allowing greater 
involvement by commercial insurance 
companies and stockbrokers, contracted 
by government trusts to manage the funds. 
It would also permit the huge numbers of 
peasants who move into cities to continue 
making contributions—a big omission in 
the earlier experiment. In China, such mi- 
grants are excluded from urban social-se- 
curity provisions. Miss Yang says she and 
her colleagues plan to submit a proposal to 
the government early next year, but cau- 
tions that so far they have come up with 
"no good answers". 

Some academics argue that extending 
rural-pension coverage is becoming 
increasingly urgent as young people mi- 
grate to cities, leaving the elderly behind. 
At present, the main provision for the el- 
derly is the small plot of land that the state 
allocates to farmers. Others argue that at- 
tempts to provide better pension arrange- 
ments may work in the richer coastal ar- 
eas, but will never get off the ground 
elsewhere until economic conditions im- 
prove. The suspension of the first scheme 
has done nothing to boost the confidence 
of country dwellers who were sceptical 
about handing over their money in the 
first place. “We think it is urgent, but it is 
impossible to perfect it in the next few 
years," Miss Yang admits. m 


Hong Kong's currency board 


What's in a peg? 


HONG KONG 
The debate about delinking the Hong 
Kong dollar heats up 


ONG KONG'S peg-its dollar's stead- 

fast link to the American dollar at a 
rate of 7.8 to one—is 19 years old this au- 
tumn. It has survived political crises and a 
number of booms and busts, including a 
massive speculative attack during Asia's fi- 
nancial crisis of 1997-98. Since the demise 
of Argentina's exchange-rate system in 
January, it is the world's main surviving 
example (with apologies to Djibouti and 
Estonia) of a successful currency board. Yet 
the territory is once more wondering 
about the peg's viability. 

This time the debate was kicked off 
when, in September, a bellwether analyst 
at the Bank of China expressed his (priv- 
ate, the bank quickly added) opinion that 
Hong Kong would be better off without 
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In Hong Kong, prices adjust 


the peg. Then it emerged that a legislator 
had commissioned research into the mer- 
its of breaking the link. After some may- 
hem in the forward markets, the govern- 
ment quickly issued the customary pledge 
that the peg was inviolable. “The market 
likely will, and logically should, discount 
such official assurances,” says a currency 
strategist at J.P. Morgan Chase. 

This says alot about Hong Kong's pessi- 
mism in the face of an economic slow- 
down, a widening budget deficit, and per- 
sistent deflation. Prices have now fallen, 
year-on-year, for 46 months. The value of 
commercial property is down by 65% since 
the mid-1990s, and unemployment at 7.6% 
is high by Hong Kong's standards. 

To its detractors, the peg bears most of 
the blame. Hong Kong's main challenge, 
the argument goes, is to integrate with the 
economy of mainland China. And since 
labour and property in neighbouring 
Guangdong province cost a small fraction 
of what they do in Hong Kong, but are less 
inferior than they once were, prices on 
both sides of the border must adjust. With- 
out a depreciating exchange rate to take the 
strain, that can only mean falling prices in 
Hong Kong. This is not only painful but un- 
fair, because it hits two groups dispropor- 
tionately: property owners, many of 
whom have negative equity, and low- 
skilled workers, who face a choice be- 
tween unemployment and falling wages. 
Scrapping the peg, by contrast, would 
spread the costs of adjustment among all 
consumers. What is more, the argument 
continues, Hong Kong would gain much- 
needed flexibility in monetary policy. 

The peg's defenders counter, first, that 
devaluation would inflict new, perhaps 
worse, pain—and possibly instability. It is 
mainly Hong Kong's poor that save in local 
currency, so devaluation would rob their 
piggy banks. Second, why should devalua- 
tion accelerate economic restructuring? 
Elsewhere in Asia (in Thailand, for in- 
stance), devaluation may have boosted ex- 
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ports, but perhaps it delayed serious re- 
forms by making them seem less urgent. 
Besides, in the case of Hong Kong, devalua- 
tion is unlikely to boost exports, since only 
one-tenth of its trade is denominated in lo- 
cal currency. As to the notion of monetary 
flexibility for such a small, open economy, 
Joseph Yam, the head of Hong Kong’s 
monetary authority, reckons that Hong 
Kong could not avoid being bound to 
American monetary policy even without 
the link. 

The case against the peg gets even 
harder when it comes to examining the al- 
ternatives. The volatility from a purely 
floating exchange rate would almost cer- 
tainly damage the city’s competitiveness 
as a financial centre. A managed float, as 
Singapore has, risks permanently politicis- 
ing the exchange rate, and might invite 
speculators. Re-pegging to the dollar at a 
lower rate would lack credibility. In the 
long run, says Ian Perkin, an economist at 
Hong Kong’s chamber of commerce, the 
most logical thing is to link with China’s 
yuan. But this will not be an option for 
years, and certainly not before the yuan 
becomes fully convertible. 

Hong Kong might do better if it concen- 
trated more on adjustment in its real econ- 
omy. Successful adjustment happens in 
two ways-through wages and through 
prices. It is true that wages have proved 
stickier during the downturn than many 
peg fans had hoped. Even though most 
wages have been frozen in the territory, 
that still means wage rises in real terms. 
And itis easier to lay people off than it is to 
negotiate actual pay cuts. In the long run, 
better education would raise productivity, 
which in turn would underpin both high 
employment and high wages. 

As for prices, they are adjusting, most 
strikingly in property. So the peg is doing 
pretty much what it was meant to do. Not 
perfectly. But as John Greenwood, who 
helped design it in 1983, once said, the peg 
is the worst system—bar all the others. m 
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How much of America's surge in productivity growth can be sustained? 
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ica's productivity miracle is alive and well. 

Figures due to be published on November 7th are expected to 
show that output per man-hour in America's non-farm business 
sector grew by more than 5% in the year to the third quarter. That 
would be close to its fastest growth in 30 years. Productivity al 
ways bounces back in the first year of a recovery, as firms pro- 
duce more with a leaner workforce. However, the recent spurt in 
productivity has been unusually strong, given that the recovery 
in output has been modest by historical standards. Is this evi- 
dence that the “new economy" has survived the downturn? Or 
does it simply mean that, after the deepest plunge in profits since 
the 1930s, companies had no choice but to slash costs? 

The Fed's chairman, Alan Greenspan, accepts that some of 
the productivity gains are once-only affairs, as firms trim their 
fat. Yet he expects productivity growth to remain brisk for at least 
another decade, as the more efficient use of information tech- 
nology (1T) spreads through the economy, and as previous in- 
vestments pay off. The adoption of electricity from the late 19th 
century shows that it takes time for companies to reorganise 
more efficiently to reap the full benefits of a new technology. 

Almost all economists now agree with Mr Greenspan's claim 
that trend productivity growth has increased. The contentious is- 
sue is: by how much? Early last year, many reckoned that Amer- 
ica's structural productivity growth rate had risen to 3-3.5% a 
year. That now looks too optimistic, since average productivity 
growth in the six years since 1995 has been revised downwards, 
to about 2.5%. But even that is still 1.1 percentage points above the 
average growth rate of the previous two decades. 

Stephen Oliner and Daniel Sichel, economists at the Federal 
Reserve, were among the first to document the jump in Amer- 
ica's productivity growth. They have recently updated their ear- 
lier work to take account of revised data up to the end of 2001. 
They split the increase in labour productivity growth into two 
components: capital deepening, with workers using more ma- 


chines; and what is called multifactor productivity growth, in 
which existing resources of capital and labour are used more ef- 
ficiently. The latter is a better gauge of true productivity gains. 

Mr Oliner and Mr Sichel find, on the basis of the latest data, 
that the mix in the increase in labour productivity growth has 
changed since their original study. More than the whole of the 
increase in productivity growth since 1995, compared with the 
early 1990s, now seems to be down to capital deepening (mainly 
in IT equipment), or to efficiency gains in the production of IT 
goods. Outside the computer industry, multifactor productivity 
growth actually fell slightly after 1995. This is in sharp contrast to 
findings in the authors' earlier work, which concluded that mul- 
tifactor productivity growth in the non-IT sectors had accounted 
for one-third of the total increase in labour productivity. 

The composition of productivity growth helps to explain 
why, in the late 1990s, American profits slumped as a share of 
GDP. Profits depend not on labour productivity, but on growth 
in capital productivity, which fell in the late 1990s thanks to 
over-investment. Unless the return on investment improves sig- 
nificantly, firms will remain reluctant to invest in new IT equip- 
ment and in research and development. That, in turn, could trim 
labour productivity growth. 

Making assumptions about the pace of future technological 
advances in the semiconductor industry, and about the growth 
in IT as a share of GDP, Messrs Oliner and Sichel estimate that 
sustainable annual productivity growth over the next decade 
lies in a range of 2-2.8%. Mr Greenspan himself seems to be bet- 
ting on the top end of that range. In other words, he believes that 
the trend rate of productivity growth may be higher than its ac- 
tual rate in the late 1990s. 

Bill Dudley, chief economist at Goldman Sachs, argues the 
opposite: that productivity growth in the late 1990s was inflated 
by unsustainable capital deepening. As the stockmarket bubble 
made capital artificially cheap, so firms over-invested. If future 
investment is more modest, productivity growth could slow. 
The recent increase in labour productivity growth has relied 
much more on capital deepening (which has accounted for as 
much as 90% of the total gains since 1995) than was the case in 
earlier technological revolutions. 

Over the past year, capital spending has indeed fallen, yet la- 
bour productivity has surged. This, Mr Greenspan argues, sug- 
gests that multifactor productivity growth must have increased. 
Perhaps, but that still says nothing about how much of this is cy- 
clical and how much is structural—and so sustainable. 


Think modest 

Mr Dudley reckons that trend productivity growth is just 2%. Not 
only is capital deepening likely to proceed at a slower pace in fu- 
ture, but other factors that had lifted productivity growth are 
also turning out less favourable. In particular, he notes that gov- 
ernment spending is rising again as a share of GDP, which could 
divert resources away from more productive uses. The pace of 
trade liberalisation and deregulation, which helped productivity 
growth in the 1990s, has also slowed, if it has not reversed. 

If labour productivity growth in the non-farm business sector 
is 2%, that would still be a worthwhile improvement on previous 
decades. It implies productivity growth for the whole economy 
(including the public sector) of less than 2%, which means that 
America’s potential GDP growth rate is something under 3% a 
year. Not bad, but not as spectacular as Mr Greenspan posits. B 





Out of the blue 


This year's CITES meeting to regulate trade in endangered species will focus on 
fish-and see a clash between different flavours of conservationist 


|b CAN grow two metres long. It is found 
deep in the Southern Ocean around Ant- 
arctica. And it can live for 50 years. The 
Patagonian toothfish (or Chilean sea bass) 
is big and it certainly isn’t pretty. But, ac- 
cording to some, it is endangered and re- 
strictions are needed on its trade. 

Meetings of the Convention on Inter- 
national Trade in Endangered Species of 
Wild Fauna and Flora (CITES) are tradition- 
ally associated with arguments about 
what is known, somewhat cynically, as 
charismatic megafauna-elephants, rhi- 
nos, tigers and so on. But fishing is a much 
bigger big business than the trades in 
ivory, rhino horns and tiger blood were 
before they were banned by crrs. So the 
fact that the CITES meeting starting next 
week in Santiago, Chile, plans to stick its 
nose into the subject is likely to cause po- 
litical hackles to rise. 


Wild at heart 

CITES protects species whose existence 
may be threatened by international trade. 
Any member state may propose a listing, 
at a meeting that takes place every two 
years. Members then vote on the proposal 
to put a species into various appendices. 
Appendix I means that international trade 
is generally banned; Appendix II regulates 
trade using permits. Australia, one of the 
main toothfishing nations, has proposed 


that the Patagonian toothfish be listed in 
Appendix II. 

If the proposal goes through, it will set a 
precedent. A debate has raged for years 
over whether commercially fished species 
should be dealt with by CITES. One argu- 
ment against has been that commercial 
species are best managed by multilateral 
agreements. But conservationists assert 
that such an arrangement has already 
failed the toothfish. Gerald Leape, director 
of the marine conservation programme of 
the National Environmental Trust, a lobby 
group based in Washington, DC, says that, 
of the 56 countries that trade in toothfish, 
only 24 are members of an existing re- 
gional agreement to manage the species. 
All, however, are members of CITES. 

Australia's proposals have the support 
of most of its domestic toothfishing indus- 
try, mainly because this legal fishery is so 
threatened by pirates. Traffic, a wildlife 
trade monitoring group, has estimated 
that at least half of the catch landed could 
be illegal. That does not worry purchasers, 
however. Big importers of the toothfish, 
particularly Japan, and industry groups 
representing importing companies, such 
as America's National Fisheries Institute, 
object to the listing. 

There is also likely to be an argument 
about a proposal to tighten restrictions on 
trade in basking sharks (the species illus- 
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trated above, whose fins are used in soup) 
by listing the fish in Appendix II. Because 
Japan and Norway, two of the countries 
most heavily involved in the shark trade, 
are not currently obliged to declare their 
trade in this species, they don't. That is fair 
enough. But they then use the absence of 
data that their refusal causes as an argu- 
ment that there is no evidence that the 
trade actually exists. 

This is sophistry on alevel that Machia- 
velli would have admired. In any case, 
market signals suggest that basking sharks 
do face a problem. Kuniaki Takahashi, a 
Japanese shark-fin trader, is so convinced 
that stocks are collapsing that a few years 
ago he cornered the market in Norwegian 
shark fins and stockpiled the result in Ja- 
pan. He still seems confident that his stock- 
pile will make him a fortune. 

Small fish, too, are endangered by 
trade. The convention's members are, for 
instance, considering putting all 32 species 
of seahorse into Appendix II. Between 
1996 and 2000, the number of countries 
trading seahorses (mostly for their pur- 
ported medicinal value) more than dou- 
bled, and the volume traded went from 45 
to 70 tonnes (at least 242m specimens). 

Unlike toothfish and sharks, however, 
seahorses are cute. They might, indeed, be 
described as charismatic microfauna. And 
their tale illuminates another aspect of this 
CITES meeting—a debate about what moti- 
vates conservation. 


Use it or lose it 

Research on whether seahorses should 
and could be listed was led by Amanda 
Vincent, a marine biologist at McGill Uni- 
versity, in Montreal. Two years ago she op- 
posed a proposal to list them. She felt that 
basic work had not been done on the vol- 
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Charismatic, isn't it? 


> ume of trade in the various species, on the 
way the fisheries were managed and on 
surveying the opinions of fishermen. It 
has been done now, though, and Dr Vin- 
cent is backing the current listing proposal. 
But she says that two years ago, she came 
under extraordinary pressure from some 
organisations, including America’s 
wealthy Humane Society, to support what 
she regarded as premature listing. 

Dr Vincent is one of several experts 
who are concerned about the influence 
that animal welfare (and animal rights) 
groups have over CITES. Some welfare 
groups, she says, would rather there was 
no trade at all in many species, regardless 
of the actual threats they face. Wolf Krug, a 
researcher on social and economic issues 
at University College, London, agrees. He 
believes there is an ideological clash be- 
tween “welfare” and “sustainable-use” 
conservationists. The  sustainable-use 
lobby takes the view that the long-term fu- 
ture of a species is best ensured by making 
money from it. This group fears that a trade 
convention is being undermined by wel- 
fare-driven proposals. 

By contrast, Teresa Telecky, director of 
the wildlife trade programme at the Hu- 
mane Society (and also acting director of 
the Species Survival Network, a collection 
of groups that are lobbying crTES) be- 
lieves that welfare and long-term survival 
are congruent objectives. *The ultimate 
cruelty", she suggests, "is for a species to 
become extinct." She adds that CITES is 
"not about sustainable use” and that “ani- 
mal welfare is written into the treaty be- 
cause in order to export live animals you 
have to be prepared to ship humanely.” 

Dr Telecky is correct that the conven- 
tion’s core aim is to ensure that trade does 
not threaten the survival of wildlife, and 


Elephants v farmers 


Bee off with you 
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Scaring elephants away could save them from angry farmers. But how to do it? 


EPHANTS, proverbially, are afraid of 

mice. Well, it’s a nice story, but don’t 
rely on it to frighten the beasts from your 
smallholding. Poachers aside, the most 
dangerous thing an elephant is likely to 
meet is a disgruntled farmer with a rifle. 
And farmers have good reason to be dis- 
gruntled. In many parts of Africa, farms 
are routinely trashed by visiting ele- 
phants. In this case, therefore, preven- 
tion is better than cure for both sides. 
And some work just published by Natur- 
wissenschaften may point the way, using 
tiny creatures that elephants really are 
afraid of: bees. 

Although elephants are thick-skin- 
ned, they have sensitive patches behind 
their ears, under their trunks and around 
their eyes. Sometimes, according to bee- 
keepers, an entire herd can be stam- 
peded by a swarm of bees. So Fritz Voll- 
rath of the Mpala Research Centre and 
Iain Douglas-Hamilton of Save the Ele- 
phants, both based in Kenya, have tested 
the idea that elephants' visits to farms 
might be discouraged by strategically 
placed bee hives. It seems they are—and 
that the hives do not necessarily even 
have to be occupied. 

Dr Vollrath and Dr Douglas-Hamilton 
hung their hives in acacia trees on a 


that this does not, technically, mean that 
its remit is to ensure the perpetuation of 
trade through sustainable use. But it is dis- 
ingenuous to argue that animal welfare is 
closer than sustainable use to the conven- 
tion’s spirit. John Jackson, of Conservation 
Force, a group that supports sustainable 
use, describes Dr Telecky’s arguments as 
hogwash. He says the Humane Society’s 
true agenda can be seen in its “vicious” at- 
tack on Zimbabwe’s Campfire project. 

This project, which works on integrat- 
ing the use of wildlife into rural develop- 
ment programmes, supports the licensed 
killing of elephants by trophy hunters—a 
lucrative practice that does not threaten 
elephant numbers. Dr Telecky agrees that 
her society put “a lot of heat” on the Amer- 
ican government over the $20m a year 
subsidy which it was giving to Campfire. 
That subsidy has since been phased out. 

All this suggests that the time is ap- 
proaching when members of CITES are go- 
ing to have to decide whether to support 
the poor-world agenda of sustainable use, 
or the rich-world agenda of welfare. Per- 
haps the fact that most endangered species 
are in the poor world should be allowed to 
colour that choice. m 


ranch in central Kenya. Apiculture is an 
established industry in this area, and 
tree-hanging hives of standard design 
are readily available. The two research- 
ers used six occupied hives, and also 30 
empty ones that had been primed with 
honey in order to smell as though they 
might be occupied. They deployed them 
in two well-known elephant foraging ar- 
eas, where trees are routinely browsed 
by the beasts. They also chose 36 other 
trees, similar to those in which they had 
hung hives, as controls. 

Hanging an occupied hive in a tree 
turned out to be very effective. None of 
the trees thus protected suffered damage. 
Trees with unoccupied hives got some 
protection as well. Although they were 
subjected to light browsing about as of- 
ten as control trees, none suffered sub- 
stantial damage. In contrast, nine of the 
controls were seriously damaged by the 
attentions of elephants. 

Hanging hives in a farm would not 
be a cost-free option. Bees attack people, 
too, so bee-keepers would be needed. 
On the other hand, honey is a valuable 
commodity, so apiculture might prove a 
profitable sideline for farmers. If it could 
be labelled “elephant friendly", it might 
even turn into a premium product. 


Game theory 


NP or not NP? 


Tetris, a popular computer game, turns 
out to be hard for a reason 


ETRIS, a computer game invented in 

1984, has sold over 60m copies. It is 
played by organising a sequence of falling 
blocks in a rectangular well. If a line of the 
well fills up, it disappears and the blocks 
on top of it drop down. When there is no 
room for further blocks, you lose. 

The reason Tetris is so popular is that it 
is easy to learn but hard to master. Just 
how hard is shown in a paper that Eric De- 
maine of the Massachusetts Institute of 
Technology is about to present to a work- 
shop on computational geometry. Dr De- 
maine and his colleagues have demon- 
strated that Tetris belongs to a class of 
mathematical problems known as NP- 
complete. It thus joins the "travelling sales- 
man" problem, in which a salesman 


wishes to find the shortest route between >» 


The Economist November 2nd 2002 


> the cities he has to visit. Solving that, or al- 
lied problems such as the best way to route 
airliners or fleets of lorries, or to pack 
boxes into a warehouse to save space, 
could save huge sums of money. So solv- 
ing NP-complete problems is more than 
just a game. 

One characteristic of NP-complete pro- 
blems is that they get rapidly harder as the 
number of terms (ie, the number of blocks 
or cities) increases. There is no practical 
way to solve such problems if the number 
of terms is too large. But another charac- 
teristic is that if a fast way could be found 
to solve just one of them, they could all be 
solved quickly using the same method. 

Nobody has yet found such an answer. 
To do so, a mathematician would have to 
show that NP-complete problems are 
equivalent to another class of problem, P 
problems, in which complexity grows rela- 
tively slowly with the number of terms. In 
mathematical jargon, that would mean 
showing that P-NP. 

Most mathematicians believe that P 


50 years of the H-bomb 


and NP are not, in fact, equal-although 
none know how to prove that, either. For 
thelucky person who manages to prove ei- 
ther that P-NP or, contrariwise, that it 
doesn't, a prize of $1m awaits, courtesy of 
the Clay Mathematics Institute. 

Few mathematicians are betting their 
futures on finding any such proof. Instead, 
their efforts are focused on techniques for 
NP-complete problems that would yield 
good (but not perfect) solutions for most 
cases, a field of study aptly known as ap- 
proximation theory. Even if the math- 
ematical consensus is right, though, it may 
eventually be possible to solve NP pro- 
blems quickly. Several theorists have pro- 
posed using quantum computers, if and 
when such things are built, to do so. These 
computers would bring some of the weir- 
der effects of quantum theory to bear on 
the matter—including, according to some 
physicists, an ability to borrow computing 
power from parallel universes. What a 
game of Tetris would belike on a quantum 
computer is anybody’s guess. W 


Living in Mike's world 


Many happy returns? 


HE news associated with this picture 

is that there is, fortunately for hu- 
manity, no news. It is a photograph of 
the explosion caused by Ivy Mike, the 
world's first hydrogen bomb. Mike was 
detonated exactly 50 years ago, on No- 
vember 1st 1952. 

Itis easy to lump all nuclear weapons 
together, and to dismiss them as equally 
dangerous. But hydrogen bombs, which 
derive most of their power from the fu- 
sion of light atomic nuclei, are far more 
terrible than fission bombs, which work 
by splitting heavy nuclei. Mike was 500 
times more powerful than the atomic 


bombs dropped on Hiroshima and 
Nagasaki. The long-term effects of radia- 
tion aside, those fission bombs caused 
casualties and damage similar to that 
suffered by Tokyo, Hamburg and Dres- 
den in conventional air-raids. By contrast 
Elugelab, the Pacific island on which 
Mike exploded, was erased by the blast. 

When told that Elugelab was “miss- 
ing", America's president-elect, Dwight 
Eisenhower, visibly paled. Be thankful, 
then, that unlike almost every other 
weapon invented in the history of war- 
fare, hydrogen bombs have never been 
used in anger. So far. 
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Solar energy 


Power tower 


A novel way of generating electricity 


OMETIMES the simplest ideas are the 

best. And what could be simpler than 
the idea of generating electricity from the 
updraft of a chimney by putting turbines 
inside that chimney? If the hot air that goes 
into the bottom of the chimney were 
heated by the sun, the whole arrangement 
could be fuelled for nothing. Indeed, it is 
such a good idea that somebody now 
plans to do it. The snag is the size of the 
chimney: it will be 1km tall. 

EnviroMission, an Australian firm, 
hopes to start building its “solar tower" 
next year. The proposed site is a place 
called Buronga, in the south-east of the 
country. The Australian government gave 
its blessing inJune—and so, in October, did 
the state government of New South Wales. 

The solar tower will, in effect, be a verti- 
cal wind farm. The chimney will be sur- 
rounded by a shallow, circular, acrylic 
greenhouse, 7km in diameter, that will 
provide the hot air. This will travel up the 
tower at 6okph. The electricity-200Mw 
of it—will be generated by 32 turbines lo- 
cated in the chimney's base. Although heat 
that accumulates in the ground under the 
greenhouse will allow it to operate at night 
as well, the solar tower's maximum out- 
put will come during the day. But since 
thatis when demand is highest, due to the 
need to power air-conditioning units, the 
tower's production should automatically 
follow peaks and troughs in demand. 

The whole thing will cost A$800m 
($440m)to build, and although EnviroMis- 
sion is being cagey about the economic de- 
tails, it claims that the power produced 
will be competitive with that generated 
from Australia's vast coal reserves. 

That is an impressive claim, given that 
Australian coal is among the cheapest in 
the world, and electricity generated from it 
costs about 4.5 Australian cents a kw- 
hour. The truth is that the numbers de- 
pend on carbon-trading arrangements that 
Australia is putting in place as part of its ef- 
fort to reduce greenhouse-gas emissions. 
EnviroMission will receive tradable "re- 
newable energy" certificates that the com- 
pany believes will, coincidentally, be 
worth 4.5 Australian cents a kw-hour. 

There could also be another source of 
revenue. The tower is likely to become a 
tourist attraction. It would be by far the tal- 
lest structure in the world, visible from a 
distance of 100km on a clear day. Which, 
of course, means most days—otherwise 
Buronga would not be the chosen site. m 
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H. L. Mencken 


A good hater 





Smug elites, religious bigots, mass culture and popular ignorance-all were targets 


of his untamed wit 


UESTION: If you find so much that is 

unworthy of reverence in the United 

States, why do you live here? Answer: 
Why do men go to zoos? The combative 
humour is typical of H. L. Mencken (1880- 
1956), the toughest social and literary critic 
in America during the age of flappers, jazz 
and bathtub gin, of Al Capone, Calvin 
Coolidge and Mary Pickford. 

His latest biographer, Terry Teachout, 
clearly demonstrates the injustice of the 
calamitous decline in Mencken's reputa- 
tion from the peak it reached in the 1920s, 
when Walter Lippmann called him “the 
most powerful personal influence on this 
whole generation of educated Ameri- 
cans", to the depths it touched on the 
publication of his time-sealed private pa- 
pers more than 30 years after his death. His 
diaries, letters and autobiographical notes 
were then found to contain rude com- 
ments about blacks and Jews that scandal- 
ised people unfamiliar with his boisterous 
style and his raucous era. 

Among the admirers who came to his 
defence with a letter to the New York Re- 
view of Books were Kurt Vonnegut, Nor- 
man Mailer, Arthur Miller and Ralph Elli- 
son. So what?, these authors said. The 
Mencken papers contained rude remarks 
not just about blacks and Jews but about 
most races, nations and professions. 
Mencken, whatever his  prejudices, 


The Skeptic: A Life of H. L. Mencken. By 
Terry Teachout. HarperCollins; 432 pages; 
$29.95 


should, they said, be celebrated and re- 
membered as a tremendous liberating 
force in American culture. 

In a lucid and intelligent biography, Mr 
Teachout confirms that Mencken's preju- 
dices were almost unconfined. The only 
country he really admired was Ger- 
many-a partiality that got him into trou- 
ble during the first world war when not a 
single editor anywhere in the United 
States would publish his work. For 
Mencken, the American South was the 
land of Coca-Cola, hookworm and Holy 
Rollers. The English were sly, clergymen 
were cranks and the common man was 
uncommonly thick. He looked down on 
sportsmen and all forms of exercise, claim- 
ing that the foul smell of the gym "suggests 
a mixture of Salvation Army, elephant 
house and county jail". And he purported 
to view most politicians, from presidents 
upwards, as vermin. 

But, as Mr Teachout shows, there was 
more to his subject than a marvellous tal- 
ent for mirthful abuse. As a journalist 
Mencken campaigned hard for civil liber- 
ties and against southern injustice. As a lit- 
erary editor, he championed the early 
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work of Sherwood Anderson, Willa 
Cather, William Faulkner, Ezra Pound and 
F. Scott Fitzgerald, and he could fairly claim 
to have discovered and promoted Sinclair 
Lewis, the author of “Main Street”, “Elmer 
Gantry” and “Babbitt”. 

As well as translating work by the Ger- 
man philosopher Friedrich Nietzsche into 
English, and writing newspaper columns 
about everything from Schubert and hot 
dogs to the Ku Klux Klan and sauerkraut, 
Mencken also produced at least two works 
that will endure. They are his Johnsonian 
study of the American language and his 
three-volume autobiography. 

The first autobiographical volume, 
“Happy Days”, is a vivid, funny account of 
his boyhood in Baltimore in the 1880s. The 
American reading public loved it. So did 
the critics, who bracketed it with an Amer- 
ican classic, “Huckleberry Finn”. Nothing 
in his life pleased Mencken more. Mark 
Twain was his literary hero and had the 
greatest influence on his professional life. 

Mr Teachout's singular achievement is 
to discern a coherent strain in Mencken's 
elitist-libertarian thought. Unlike most 
American conservatives, he argues, the 
Sage of Baltimore was primarily interested 
in social questions, not economic ones. 
His principal target was not socialism but 
democracy—or, more precisely, the unres- 
trained populism to which democracy can 
lead. Such nonsenses as the prohibition of 
alcohol and of the teaching of evolution 
were, for him, a consequence of paying ex- 
cessive regard to the ignorant opinions of 
the common man. Yet he believed in pro- 
gress, though he was loth to admit it. He 
“looked at evil and saw ignorance" and he 
subscribed to the idea that science, espe- 
cially eugenics, might yet save the world. 
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“Every time the scientists take another fort >> 
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> from the indeed and the nian: 
there is genuine human progress." 

In later life, Mencken's politics turned 
rancid. He began to sound unhinged as he 
denounced his enemies in general and 
President Franklin Roosevelt in particular 
as quacks and swindlers, fools and knaves. 
By the mid-1940s he began to resemble the 
narrow-minded provincials he so de- 
spised. On workdays, he dressed like the 
owner of a country hardware store; on 
ceremonial occasions, like a plumber got 
up for church. 

But even in the years of his sad decline, 
Mencken was hardly ever pompous. In his 
native Baltimore, a blue-collar harbour 
town, the story is still told about how he 
once read his own obituary in the files of 
the Sun newspaper, and did not change a 
word except to add a final sentence: *As he 
got older, he got worse." m 
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French history 


A drama, not 
a balance sheet 


The Great Nation: France from Louis XV to 
Napoleon, 1715-99. By Colin Jones. Allen 
Lane/The Penguin Press; 688 pages; £25 


The Making of Revolutionary Paris. By 
David Garrioch. University of California Press; 
396 pages; $34.95 and £24.95 


Tu French 18th century is a magnet 
both for researchers and the general 
reader. France was the centre of that intel- 
lectual seedbed of modernity, the Enlight- 
enment. It was a superpower able to 
spread its influence round the world. It 
was a motor of economic globalisation. 
And of course, in the revolution of 1789, it 
invented a Utopian vision that illumi- 
nated—or darkened—two centuries. 

This famous historical saga has been re- 
juvenated over the last generation by the 
abandonment of quasi-Marxist explana- 
tions of the revolution as the inevitable 
outcome of socio-economic forces. His- 
torians have become fascinated by more 
fluid and unpredictable causes, such as be- 
liefs, customs and identities. This means 
not only explaining the course of history 
in new ways, but also accepting that the 
course itself could have been different. Hu- 
man choices matter. So history is again a 
drama, not just a balance sheet. 

These two books embody new and dis- 
tinctive visions. Colin Jones has written 
the first general history of 18th-century 
France in English for 40 years, and has 
placed all rivals in any language in the 
shade. David Garrioch has written the first 
general history of 18th-century Paris in 
English, and the only single-volume work 
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in any language. Both, while ER omüng 
the latest academic research, have written 
for a general readership, and in this diffi- 
cult task are triumphantly successful. Both 
use narrative, spend little time on theory 
and confine themselves to plain language. 
This, the art that conceals art, requires an 
intimate understanding of their subjects, 
and a painstaking concern to balance ana- 
lysis and story. 

Mr Jones's ability to transmute a com- 
plex century into some 600 pages of fast- 
paced and lucid prose is exemplary. It is a 
pity there are no pictures. He begins and 
ends with Louis XIV's and Napoleon's 
shapely legs—a light-hearted nod to the 
modish history of the body—but his focus 
is really on politics and the state. Mr Gar- 
rioch shows how Paris worked as a com- 
munity, or rather a collection of communi- 
ties, and his vivid viewpoint is from the 
street, not the court. 

Both authors are concerned with 
change, conflict and breakdown, yet their 
intellectual starting-points differ. Mr Gar- 
rioch, as his title shows, wants to explain 
how Paris—considered by contemporaries 
as peaceful, deferential and well gov- 
erned—became the revolutionary volcano 
of 1789-99. But Mr Jones explicitly refuses 
this retrospective view: his 18th century is 
not merely a prelude to revolution. 

There are problems with both ap- 
proaches, which is less a criticism of the 
authors than a reflection of tantalising 
postMarxist uncertainty. Mr Garrioch 
concludes that the city was losing its old 
corporate foundations of parish and guild, 
thus becoming more turbulent and unsta- 
ble, and that this conditioned the way the 
revolution took place. True in a sense: but 
these changes just made Paris more like 
London, which had the frightening Gor- 
don Riots in 1780, but no revolution. 

Clearly we must look outside the city 





A new look at the age of Louis XV 
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for the revolution's causes. Mr Jones gives 
his readers all the information, but, per- 
haps because of his self-denying ordi- 
nance mentioned above, does not spell out 
his own conclusions, and the book just 
stops. Its final comparison of monarchical 
legs suggests, unsettlingly, that the wheel 
had come full circle and the struggles had 
been futile. Yet this does not square with 
the “awe” for the revolutionary values of 
1789 he expresses in the introduction. The 
enigma may leave some readers (espe- 
cially students wanting answers) feeling 
slightly cheated, and others intrigued. One 
response would be that the main cause of 
the French revolution lies outside Mr Gar- 
rioch’s Paris and beyond the grasp of Mr 
Jones’s elite: in the unrelenting global con- 
flict with Britain that undermined the 
French state and thrust the country into 
increasingly unmanageable crises. m 


Men's biology 


On not being 
a woman 


Y: The Descent of Men. By Steve Jones. Little, 
Brown; 280 pages; £14.99. To be published in 
America by Houghton Mifflin in April 2003 


TEVE JONES, a professor of genetics at 
London University, is an accomplished 
and successful scientific populariser. A 
previous book “Almost Like a Whale" was 
based on Darwin's "Origin of Species" 
and his new book, in its title and here and 
there in the text, makes reference to Dar- 
win's “The Descent of Man". However its 
style, to say the least, is different. Mr Jones 
instructs by way of jokes, diversions and 
generalisations: his new book is an enter- 
taining hotch-potch of information about 
the Y chromosome and the male sex. 
Female members of the human spe- 
cies, like other mammals, have two simi- 
lar sex chromosomes, the X chromo- 
somes, but males have one X and one Y. 
All female sex cells (the ova) carry only 
one X; spermatozoa carry either an X ora 
Y. When an egg is fertilised by a sperm 
bearing a Y chromosome, there is a 
month’s delay before it switches on the 
genes that convert the developing embryo 
into a male. Thus the default position is fe- 
male. Mr Jones points out that man, not 
woman, is the second sex. Man’s struggle 
is to not be a woman- not quite the tradi- 
tional belief that man is the bearer of our 
human heritage and woman is derived 
from Adam's rib, nor Freud's view that 
women are diminished men. 
Testosterone, described as the "virile 
essence", is responsible for secondary sex- 
ual characteristics, including bald heads 
(and beards). Mr Jones capriciously sug- » 





> gests that testosterone has driven Russian 
politics since the 1917 revolution, because 
Soviet leaders from Lenin (bald) to Stalin 
(hairy) to Khrushchev (bald) to Brezhnev 
(hairy) and so on, were alternately reform- 
ers and reactionaries. 

That the voice of a boy treble breaks 
about four years sooner than in Bach's 
time is related to the action of a hormone 
released from adipose tissue (fat cells) and 
the fact that children in richer countries 
weigh more than they used to. The disad- 
vantages of being male (in biological terms 
anyway) are clear: from conception on he 
is less likely to survive (and now to gradu- 
ate) than his sisters, his immune system 
makes him more open to infection and to 
cancer, he is more likely to be dyslexic, to 
break the law and to kill himself. 

A chapter *Hydraulics for Boys" ("Love 
starts with chemistry but ends in physics") 
is filled with slightly coy information 
about *man's most intimate machinery", 
its function and dysfunction, and, of 
course, comparison with the whale. He 
claims that “in 1998 the erectile organ at- 
tracted a Nobel prize"—not exactly true. 
Thecitation concerned nitric oxide as a sig- 
nalling molecule in the cardiovascular sys- 
tem, although it was later discovered to 
play a part in blood vessels responsible for 
an erection. A whole chapter, "Man muti- 
lated", is given to circumcision (and the au- 
thor's disapproval). 

Mr Jones enjoys rumours and astonish- 
ing facts; he cites the classics and the Bible. 
He has tolerant, liberal-minded views on 
man's behaviour and, as a good geneticist, 
stresses that the environment plays a big 
part in the expression of genes. His book is 
a diverting and racy read, though accuracy 
is sometimes sacrificed to a good story. 8 


New fiction 


Odd company 


Shroud. By John Banville. Picador; 408 
pages; £15.99. To be published in America by 
Knopf in March 2003 


ROBABLY the wrong way to approach 

John Banville's new novel is as a detec- 
tive, hunting for what it means. He is so 
generous with clues that it is tempting to 
deconstruct, to work out who is modelled 
on whom, to note the links with previous 
novels, to ponder the sense of every sign, 
name and shadow. But for this lazy reader, 
the pleasure was to relax and be carried by 
a blast of words and images on an enjoy- 
ably bizarre journey. 

Of course the messages cannot, and 
should not, be ignored. The most insistent 
is the mistiness of identity. The anti-hero, 





Axel Vander, is a famous old literary critic, 
arrogant, lecherous and cruel, menda- 
cious and a thief, possibly even a killer (Mr 
Banville's magic is that he makes one care 
about the monster). Fifty years earlier, he 
stole an identity and he lies unceasingly. 
He betrayed and was betrayed. "I have 
turned my coat so often," he says, "that it 
has grown threadbare". He comes from 
America to Turin to meet a girl, Cass 
Cleave, who has discovered that he is not 
who he pretends to be. Improbably, the 
two of them go to bed. 

As a tale, it is unconvincing. Cass 
Cleave, a character from an earlier novel 
who suffers from hallucinations and 
black-outs, never really comes to life. Parts 
of the story, such as the flashback to Jews 
escaping from wartime Antwerp, are sum- 
mary. There are no surprises in the revela- 
tions. Some critics have chided the book 
for fine writing at the expense of sub- 
stance, and they have a point. 

Even so, the novel works its wonders. It 
builds up the character of the treacherous 
young man turned scrawny old satyr as he 
sheds and assumes his identities. His 
stumbled, tragic odyssey through the city 
with his disordered girl is gripping: a gro- 
tesque Harlequin with his sad Columbine. 
They want, but fail, to see the shroud of Tu- 
rin. Instead, they are pursued by shrouded, 
faceless symbols. 

That makes the book sound porten- 
tous. In fact a lot of itis quite funny (“noth- 
ing like a good deep chestful of cigarette 
smoke to quell a morning cough"), minor 
characters are pleasantly odd and each 
sentence is as fresh as if it were new-born. 
Behind it all is the niggling question of 
what goes on, or may go on, "between ac- 
tuality and the mind's apprehending". Mr 
Banville leaves it to the reader to find what 
answer he can. E 


British television 


The last of 
the old guard 


John Birt: The Harder Path. By John Birt. 
Time Warner Books; 544 pages; £20 


Panorama: 50 Years of Pride and Paranoia. 
By Richard Lindley. Politico's Publishing; 400 
pages; $32.95 and £18.99 


TATE-RUN broadcasting fills an awk- 

ward role in a mature democracy. So it 
is no surprise that the British Broadcasting 
Corporation (BBC) should find itself tar- 
geted at frequent intervals by politicians 
and rival media bosses who want to see it 
diminished or dismembered. 

John Birt believes that, when he ar- 
rived at the BBC in 1987, its survival was in 
doubt. By the time he left in 2000, after 
seven controversial and often painful 
years as director-general, he had trans- 
formed it into a leaner, better managed 
organisation, its funding secure for the me- 
dium term. He has every right to be proud 
of his achievement, carried out in the face 
of opposition from entrenched interests. 

But there is a gap in his tale of triumph 
over the forces of reaction, those he calls 
the “cultural buffaloes”, the “old soldiers, 
sniping with their muskets”. In a longish 
book, he devotes only two pages to dis- 
cussing what is surely the central issue. As 
he puts it: “Why, in a world of proliferating 
Tv and radio networks, do we need a BBC 
at all?” His answer is that a state broad- 
caster has a special, public-interest job of 
protecting the nation’s culture and tradi- 
tions while offering original and challeng- 
ing fare. Yet the truth is that, despite Mr 
Birt’s vision of his task, the BBC's two 
main television channels are today more 
and more commercial in all but owner- 
ship and control, programming as they do 
trivia that could come equally well from 
the privately owned channels. The BBC is 
winning the ratings war as a result but mi- 
nority audiences are worse served. 

A different problem arises with news 
and current affairs. Although govern- 
ments nod to the corporation’s editorial 
independence, they can be tempted to use 
their muscle as paymaster to influence 
coverage of contentious matters—espe- 
cially, in recent years, Northern Ireland. 
Mr Birt’s record in resisting such pressure 
was exemplary. But nowhere does he 
make the point that, under a truly inde- 
pendent regime of ownership and regula- 
tion, he would not have to confront such 
issues at all. The other side of that argu- 
ment, it has to be said, is that under a com- 
mercial system, there would be less room 
for serious news: the model of the Ameri- 
can networks is scarcely one to aspire to. 


>> 





Reforming news and current affairs 
was Mt Birt's first and probably his tough- 
est task at the BBc. When he arrived he 
found a complacent coterie of journalists 
and executives convinced that their opera- 
tion was the best in the world. Mostly pri- 
vately educated, they evinced an air of su- 
periority that grated with Mr Birt, who 
seldom lets us forget that his roots are in 
working-class Liverpool. When he told 
them that their journalism too often 
lacked direction and rigour they were in- 
censed, and began leaking hostile stories 
about him to their friends in the press. 

One of the focal points of the anti-Birt 
movement was the weekly current affairs 
programme "Panorama", steeped as it is in 
lore and tradition. Since its launch in 1953 it 
had achieved a degree of autonomy that 
Mr Birt found intolerable. Richard Lindley, 
a former "Panorama" reporter, describes 
in his history of the programme how in the 
early years a group of exclusively male re- 
porters set a style of self-regarding arro- 
gance that dogged it for generations. Rival- 
ries were poisonous, based on the 
principle that it was not enough to suc- 
ceed: others had to be seen to fail. 


French and Italian popular films 


National champions 


PARIS AND ROME 


proved of Mr Birt's asssault on the “Pan- 
orama" establishment, his own book 
shows why it wasneeded. He believes that 
the programme has never achieved the rat- 
ings success of cBS's “60 Minutes” in the 
United States because apprehensive con- 
trollers would notlet reporters build them- 
selves up as attractive personalities in the 
manner of Mike Wallace and Morley Safer. 

Mr Birt takes an opposite view: “I 
wanted judicious journalism, not report- 
ers preening themselves, full of half-baked 
opinions and their own sense of self-im- 
portance.” He prevailed and, like most of 
the BBC’s news coverage, “Panorama” is 
today better in content than for some 
years, although relegated from Monday 
peak time to a Sunday night slot by Mr 
Birt’s successor, Greg Dyke. 

Mr Birt tried to strike a balance between 
a public-service broadcaster’s duty to pro- 
vide serious programming and the need to 
compete with the commercial sector for a 
mass audience. If that balance continues 
to shift down market, Mr Birt, once vilified 
as a Thatcherite scourge, may yet come to 
be seen as the last of the old guard. m 


Two children’s films are a reminder that Europeans can also make box-office hits 


NE of Italy’s greatest directors, Feder- 

ico Fellini, always wanted to make a 
film of Pinocchio with the country’s funni- 
est actor, Roberto Benigni. But Fellini died 
without realising his dream, and now Mr 
Benigni has done it for him. His “Pinoc- 
chio”, which he wrote with Vincenzo Ce- 
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Is the B for "burlesque" or "Berlusconi"? 


rami, made a record $20m in its first ten 
days on Italian screens. 

As with almost everything Mr Benigni 
touches—remember "Life is Beautiful", a 
Chaplinesque comedy about Nazi 
camps?—along with the laughter comes 
controversy. After the financial upsets of 





Vittorio Cecchi Gori, a media mini-mogul 
and football-club chairman who was to 
have distributed "Pinocchio", the film was 
taken over by the company of the mega- 
mogul (and prime minister) Silvio Berlus- 
coni. Previously, Mr Benigni's comic lash 
has never spared Mr Berlusconi in any 
guise. Recently the actor has been more 
careful to distinguish the roles of prime 
minister and film distributor. 

"Pinocchio" is a great Benigni show 
from start to finish, and visually spectacu- 
lar. Unlike in Disney's classic1940 cartoon, 
Pinocchio is a flesh-and-bones puppet, 
which gives Mr Benigni's talents full rein. 
Carlo Collodi's late-19th-century chil- 
dren's tale of a pinewood puppet come to 
life needs no embellishment. But here and 
there Mr Benigni adds a contemporary 
touch, including a swipe at Italian justice. 

In France,too, local heroes are top in the 
box office. Mix a fictional icon, Astérix, 
with a real one, Gérard Depardieu, and in 
the French cinema success is guaranteed. 
So far this year the heroic Gauls have per- 
suaded 14m French men, women and-es- 
pecially-children to see this second at- 
tempt using actors to bring the cartoon 
characters of Astérix and his giant side- 
kick, Obélix, to the screen. 

"Astérix et Obélix: Mission Cléopátre", 
whose budget was around $50m, has al- 
ready grossed around $75m, with more 
profit to come. It also sets a modern view- 
ing record for a French film (only "La 
Grande Vadrouille", with 17m tickets sold 
in 1966, has done better). Moreover, 
though America's "Titanic", with a French 
audience of 20m, holds the absolute re- 
cord, Mr Chabat has easily surpassed the 
9.3m audience for Harry Potter. 

The music is a stirringly eclectic mix of 
rap and American pop; the costumes are 
suitably over the top (or, indeed, halfway 
down the bottom for the delectable Mon- 
ica Bellucci's Cleopatra); and, quite apart 
from the outrageous puns and cinematic 
allusions, there is plenty of fun in seeing 
how Cleopatra's palace can be built in 
three months thanks to Panoramix 
(Claude Rich) and the energising effects of 
his magic potion. 

On the other hand, Mr Depardieu, im- 
pressively overweight as Obélix, strolls 
too lazily through the film and Christian 
Clavier’s Astérix might as well be invisi- 
ble. The true stars of the film are Jamel 
Debbouze, as Numérobis, Cleopatra’s re- 
luctant architect, and Gérard Darmon, 
who manages some wonderfully evil fa- 
cial expressions as his slighted rival Amon- 
bofis. Add some cameo parts for the comic 
stars of French television, plus an impres- 
sive performance from Obélix’s dog, Idé- 
fixe, and the ticket-buyers get their 
money’s worth. If the punning survives 
the translators, perhaps the same will be 
true as the film opens now in Britain and in 
America next year. 8 





Norbert Schultze 


Norbert Schultze, writer of *Lili Marlene", died on October 14th, aged 91 


OU switch on the television at random. 

Looks like a foreign scene. The melan- 
choly background music sounds familiar. 
Ah, "Lili Marlene". Must be a wartime 
movie. Is there any other tune that so in- 
stantly evokes a time and a place? Some 
might say “As Time Goes By” in “Casa- 
blanca". But that was a song about Ameri- 
can wartime yearnings. “Lili Marlene" be- 
came widely popular on both sides in the 
second world war. 

It was the work of Norbert Schultze, 
perhaps Germany's most successful com- 
poser of tuneful music in the 1930s and 
1940s. He wrote a simple melody to a wist- 
ful poem written by a German soldier in 
the first world war and had it recorded by 
Lale Andersen, a smoky-voiced cabaret 
singer whose rendering is regarded by con- 
noisseurs as still the best. 

The song seems first to have been taken 
up by Germans fighting under Erwin Rom- 
mel in the North African desert. It crossed 
the lines to the British, who were at first 
worried that their soldiers’ morale would 
be undermined by a German song, but 
later came up with an English-language 
version, much played by forces' radio sta- 
tions. A French version became a hit in 
German-occupied Paris and, after the Un- 
ited States entered the war in 1941, Marlene 
Dietrich claimed it for her own at concerts 


for American forces. The song's popularity 
continued after the war and got into the 
Japanese charts in 1986. 

At the latest count there are 48 transla- 
tions of the ballad from the German, in- 
cluding a version in Hebrew. The words by 
Hans Leip, aged 19 at the time, that Mr 
Schultze rescued from obscurity have the 
universal and un-nationalistic theme of 
separation: of a soldier sent to the front 
and his girlfriend waiting for him. 

At least three films have been made 
aboutthe story behind the song. One, star- 
ring Lale Andersen, was made by Mr 
Schultze himself. Another was a fairly aw- 
ful British comedy. The most interesting, 
simply called "Lili Marlene", made by 
Rainer Werner Fassbinder in 1981, has Jo- 
seph Goebbels, Hitler's propaganda chief, 
hating the song for its sentimentality. It is, 
Goebbels says, "crap, with the stench of 
death". The film was not well received by 
the German public, but it gave yet another 
boost to the song, which once again be- 
came a hit. 


Living with the Nazis 

Norbert Schultze did his best to collect the 
vast royalties due to him from the many 
thousands of performances of his song, 
but without a lot of success. Many per- 
formers shrugged off his claims. The war 


was long over, and Mr Schultze had been 
on the wrong side. He said that he was 
never a Nazi but had taken "the comfort- 
able route of the coward" in collaborating 
with the regime. He may have been too 
hard on himself. Many prominent Ger- 
mans who established a modus vivendi 
with the Nazis did not think of themselves 
as cowards: it was, they said, their way of 
surviving. 

As a young man Mr Schultze had con- 
sidered a career in medicine: his father was 
a doctor. But his mother said he was a nat- 
ural musician and young Norbert was sent 
off to study at a music academy in Co- 
logne. By 1933, as Hitler was poised to take 
power, Mr Schultze, then 22, was complet- 
ing his music studies, and, as it happens, 
was a star in a student cabaret that ridi- 
culed politics. Goebbels sought control, 
not only of newspapers but of the main 
sources of public entertainment, and Mr 
Schultze was swept into the net. 

In 1936 an opera he wrote for a chil- 
dren's audience, "Schwarzer Peter" (Black 
Pete) was tried out, with Elizabeth 
Schwarzkopf making one of her earliest 
appearances. It was an instant success and 
performed in some 100 theatres through- 
out Germany. After that, Mr Schultze 
could pick his commissions. A ballet fol- 
lowed, and then the music for his first film, 
followed by the music for several dozen 
films during the war. His music was too 
light for some tastes, but everyone agreed 
he had a popular touch. He was pleased 
with the success of "Lili Marlene" but did 
not rank it with what he considered his 
best work, such as "Schwarzer Peter". 

The *denazification" bodies set up by 
the victors after the wartook a closelook at 
Mr Schultze's work. They decided that his 
compositions "Bomben auf England" 
(Bombs on England) and “Vorwaerts nach 
Osten" (Ahead Towards the East) were 
simply patriotic pieces. They were worried 
that he had composed the background 
music for a film that had been scripted by 
Goebbels, and debated whether the com- 
position conveyed Nazi ideology. He was 
asked why he wrote so well for the Nazis. 
Mr Schultze said he was puzzled by the 
question: how could an artist produce 
other than his best? In the end he was 
cleared, but for several years found it diffi- 
cult to get work as a composer, and took a 
job as a gardener. 

In the 1950s he was getting commis- 
sions again and wrote a number of musi- 
cal comedies and operettas. All in all Nor- 
bert Schultze wrote hundreds of pieces of 
music. They form a footnote to the most 
momentous period of the 20th century, 
and are of interest to historians seeking to 
understand that time. Otherwise they are 
largely forgotten, except for one melody 
that Mr Schultze seems to have regarded as 
not particularly special. 
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ADVANCED MANAGEMENT 
PROGRAMME 


INSEAD's flagship programme has won international recognition, 
offering an unrivalled forum for learning, reflection and exchange for 
senior executives and business leaders. 


Do you fit the profile? 

Our rigorous selection process brings together accomplished executives from a wide 
variety of cultural and corporate backgrounds. Programme participants are General 
Managers who typically have at least 15 years' business experience and have their sights 
set for the top. This distillation of quality makes the Advanced Management Programme 
an exclusive meeting-place for those who contribute to shaping the world's economy. 





Learning 

» confront the challenges of change, innovation, 
globalisation and the growth of e-business 

e develop your leadership qualities. 


Reflection 

» take time out for self-assessment, analysis and taking stock of your 
professional and personal life 

» challenge conventional routines and fads. 


Exchange 
e experience different cultural beliefs and systems 
. network and debate with your peers. 


A unique microcosm, a unique environment 


INSEAD's Fontainebleau campus, in surroundings of great natural beauty, provides 

a privileged and intimate setting for the Advanced Management Programme. 

This prestigious four-week programme is directed by an international business faculty, 
all acknowledged leaders in their field. Programme participants, who work in classes 
of around 40, represent the highest standards of business performance from more 
than 30 countries around the world. This is a unique opportunity to build on what 
you have already learned and done, and plan how to turn your ideas into actions. 


The INSEAD Advanced Management Programme: take a leading role in your 3 
organisation, and control of your life. = 
3 

The Global Learning Network ^ 

Furope Campus, Asia Campus, Wharton Alliance z 
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You'll find the world in New York, and you'll find New York in our Executive Programs. High-potential 
professionals, who prove themselves daily in the business capital of the world, hone their skills in our 
programs to reach new heights. Our students are razor sharp. Our faculty are the luminaries of finance 
and management. And the knowledge exchange and once-in-a-lifetime experience create energy as 
electric as our city. Options include: Executive MBA Program, TRIUM Global Executive MBA Program, 
The Langone Program: A Part-Time MBA For Working Professionals, Corporate Degree Programs, EXECUTIVE 


Custom Non-Degree Programs and Open Enrollment Programs. PROGRAMS 


Working professionals’ first step to enter our Executive Programs: visit http://executive.stern.nyu.edu/e or call (212) 998-0789 
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UNIVERSITY OF LONDON 


Manag ement “Are you ready to reach 


out for the next Step 
by distance learning in your Career?” 














The Centre for Financial and Management Studies (CeFiMS) www.the-key-for-success. nl 


based at SOAS in the University of London, offers the 


internationally renowned Masters Degree programme MSc Financial 


Management no matter where you are in the world. Visit the infosessions about 
MBA and Executive Programs 
Other programmes include the MSc in Financial Economics and on 16 November and 2 December 


the Postgraduate Diploma in Economic Principles. 


Applications are now being considered for 2003. 


www.cefims.ac.uk CeEiMS 
CeFiMS, SOAS, University of London, 


London WC1H OXG, UK 
tel: +44 (0) 20 7898 4050 
fax: +44 (0) 20 7898 4089 













"a Universiteit Nyenrode 
=a located 20 minutes outside 


Amsterdam offers diverse 


UN IVERS ITEIT NYEN RO D E Master and Executive Programs. 








SO 4 S THE NETHERLANDS BUSINESS For more information see 
amail o irilec(moefimo ar nb www.nyenrode.nl or contact the 
email: enquiries@cefims.ac.uk = Series Lan 


Center, Tel.: +31 346 291 291 
or E-mail: info@nyenrode.nl 








Bocconi University 


School of Management 


CONI 


Business 
MERE 


MBA - MASTER OF BUSINESS ADMINISTRATION 


Book the best seat for your professional future. If you want top quality management training, the SDA Bocconi Master of 


= 
am 
< 
( 
yz 


Business Administration is the course for you. It will give you professional and personal training that will serve you right " 


through your career. And last but not least, it will bring out the leader in you. WWW. sdabocconi It/mba-en 
MBA - SDA BOCCONI - UCI Via Balilla, 18 - 20136 Milan - Italy Tel.++39-025836.3125/6605 Fax ++39-025836.3275 E-mail: MBA@sdabocconi it 
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| 
| 
I 
| 
Advanced Management Program | 
February 2- March 7, 2003 | 
Designed for senior executives who are in, or | 
directly support, the office of the chief executive. | 
Wharton’s 5-week program focuses on global | 
competition, critical thinking, organizational | 
dynamics, and leadership. | 


The Directors' Consortium 

February 5—7, 2003 

A 3-day research-based, intensive program for 
directors and senior executives exploring the 
fundamentals of corporate governance and 
board service. This program is a joint offering by 
Wharton, The University of Chicago Graduate 
School of Business, and Stanford Law School. 
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The CFO: Becoming a Strategic Partner | 
March 30-April 4, 2003 | 
This 1-week program is designed for CFOs and 
senior finance executives who play a central role 
in creating value-producing strategies for their 
organizations. 





Executive Development Program 

January 19-31, 2003; May 4-16, 2003 | 

A 2-week program designed for managers in | 

transition-whether moving from national to | 

global responsibilities, from functional to general 

management, or to a major new assignment. | 
| 
| 


For information please contact: 

Ms. Robin L. Salaman, Assistant Director 
215.898.1179 phone 215.386.4304 fax | 
salamanr@wharton.upenn.edu 
http://execed.wharton.upenn.edu/3054.cfm 


arton 


Aresty Institute of 
Executive Education 
The Wharton School 
University of Pennsylvania 
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Masters in Finance 


London Business School's Masters in Finance is widely 
regarded as the pre-eminent qualification for finance 
professionals. The programme, taught by our world- 
renowned finance faculty, typically attracts students from 
40 nationalities, has a wide portfolio of electives and is 
based in one of the world’s leading financial centres. It 
can be completed in 10 months of full-time study or 21 
months of part-time (mainly evenings) study. To find out 
more, come to an information session: 



































BOSTON - Monday 4 November, 6.30pm 
The Charles Hotel, Harvard Square, One Bennett St, Cambridge 


AMSTERDAM - Monday 4 November, 6.30pm 
The Grand Amsterdam, Oudezijds Voorburgwal 197 


PARIS - Tuesday 5 November, 6.30pm 
Four Seasons Hotel George V Paris, 31 Avenue George V 


LONDON - Wednesday 6 November, 6.15pm 
London Business School, Sussex Place, Regent's Park, NWI 45A 


Four Seasons Hotel, 21 Avenue Road 


NEW YORK - Tuesday 19 November, 6.30pm 
Drake Swissotel, 440 Park Avenue at 56th Street 


MEXICO CITY - Thursday 21 November, 7.30pm 
Four Seasons Hotel, Paseo de la Reforma #500, Colonia Juarez 


MOSCOW - Saturday 30 November, 10.30am 
Marriott Royal Aurora Hotel, 11/20 Petrovka Street 


BEIJING - Saturday 7 December, 1.00pm 
The Kerry Centre Hotel, 1 Guang Hua Road 


SHANGHAI - Tuesday 10 December, 6.30pm 
Hotel Sofitel Hyland Shanghai, 505 Nanjing Road East 


TORONTO - Monday 18 November, 6.30pm d 
For a fuil list of forthcoming worldwide information sessions, please 

consult our website www.london.edu information about our MBA and 

Sioan Masters will also be available at ali sessions. 

Sussex Place 

Regent's Park 

London NWI 435A 

Tel: 444 (0)20 7706 6840 
Fax: 444 (0)20 7723 1788 


{London $i 
Business B 
i School ad 


email: mifinfo@london.edu 


www.london.edu 


London Business School exists to. advance learning and research in business and management 


ECO1/11/02 
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and Management 
by distance learning 


Upcoming Courses 





Taught by leading experts from the world's top business | The Centre for Financial and Management Studies (CeFiMS) 
schools, such as Columbia, Wharton and INSEAD 


based at SOAS in the University of London enables public sector 








Managing Distressed Projects Nov. 20 - 22 TN btain the MSc Public Poli dM 
OÍTC 5810 tne udil a 
Financial Modeling with Excel Nov. 25 - 27 Beene AQUIS : reer Mis c 
Asset and Liability Management Dec. 2-6 while continuing with official responsibilities. 
Investor Relations Dec 9-n 2 . 
ir Applications are now being considered for 2003. 
Financial Restructuring and IPOs Dec. 9-13 
venation M dis | www.cefims.ac.uk 
Advanced Financial Statement Analysis Dec. 18 -20 ` T . 
NC CeFiMS, SOAS, University of London, 
Negotiation Analysis Jan. 22 - 24 
Advanced Valuation Feb. 4-7 London WC1H 0XG, UK 
Real Options Feb. 10 - 12 telephone: +44 (0)20 7898 4050 
i f Fi : . 26 - 
Foundations of Finance Feb. 26 - Mar. 21 fax +44 (0)20 7898 4089 SOAS 





email: cefims@soas.ac.uk University of London 





For information, please visit our website or contact us directly. 


buts ote ete UNIVERSITY OF LONDON 





ARE YOU COPING WITH CHANGE OR LEADING IT? 


Effective strategic leaders are self-aware. They ensure organisations frame 
their challenges creatively. They mobilise the energies of the whole 
organisation. How good is your strategic leadership? We challenge you 
to benchmark yourself against the best. 








Templeton College 
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JOB HUNTING INTERNATIONALLY? | 


xecutive $75K-500K *. Career searching into, within or out of 


Asia / Europe / M.East / U,S.? Contact for Free Info & Critique 


www.careerpath.co.uk 
Fax: o Email 
USA/Canada +1 2024781698  cpamerica&ücareerpath.co.uk 
Europe +44 20 78048280  cpeurope@)careerpath.co.uk 
; Asia / M, East / Aus +66 2 2674688 cpasia@bkk.loxinfo.co.th 
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‘Courses 


[Totally Flexible 
MBA/DBA/PHD 


AMS degrees by Distance Learning. You design your 
cutticuium. You will not study materiai you atregdy 
know or do not need. No exams, you leam through 
research & writing. No Bachelars or GMAT required, 
Faculty ans successful business leaders/authors. 
Faculty wanted. Rushmore University, 1-815-425- 
8577, infogirushmore.edu www.rushmore.edu. 





Advance your career 


with interactive, 
online learning 










Public Policy & Management 
A Masters degree fom The University of York irn assoviatiun 
with the Velocicbedcis lÓrivensities Network and the BRC 

To find out more visit: 
www.ukeu.com/ uk/economist 
or call «44 (0)1933 275888 





IUHS SCHOOL 
OF MEDICINE | 


St, Kitts, West Indies 
www.iuhs.edu 


* Earn vour MD degree using 
Problem-Based Learning 

* Early hospital and patient contact 

+ Accredited & WHO listed 


Ph.: 1-204-233-3192 


fe o 539 | Fax: +34 sate 
E -mat into al iseda. com 


| WWW. w.aliseda.c com 
personalize ' effective courses 





[PA arc thegis 













Teaching French to adults for 32 years 


INSTITUT DE FRANCAIS 


Overlooking the Riviera's most beautiful bay 
A UNIQUE "COMPLETE IMMERSION" PROGRAM 
8i. hrs a day with 2 meals. 8 levels : Beg. I to Adv. Il 
ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts Nov. 25, Jan. 6. and all year 
06230 Villefranche/Mer EK2, France, Tel. +33 493 01 88 dd Fux +33 493 76 92 17 
www.institutdefrancais.com 


CERAN LINGUA œA 
I N TERNATIONAL CERAN 
INTENSIVE RESIDENTIAL LANGUAGE COURSES 


The natural way to kearn a Language] 
Wwww..ceran.com 





Department of East Asian Studies 


Online MA in Asia Pacific Studies 


Gain a strategic understanding of the region while studying via the Internet. 
Offered by a leading centre for Asian studies, the MA explores the major issues 
in the region's economic and political development. Students are admitted at 
the beginning of each module. 

For more details, please see our website 
http://www.leeds.ac.uk/east, asian and/or email us at 
Eastasian@leeds.ac.uk 


Next module commences 10 January 2003. 


WORKING TOWARDS 
EQUALITY AND DIVERSITY 
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The Department of Business 
Management and Economics of the 
Technische Universitat Dresden invites 
applications for a 


Junior-professorship 


in the field of Business Administration 
to begin at once. Further details are 
available online at 

http:/ www.verw.tu-dresden.de/ 


Readers are Recommended | 
to make áppropnHate enquiries and take. | 
appropriate advice before sending monay, 
incuring any expense or entering into & 
binding commitment in relation to an 
advertisement, The Economist Newspaper 
Limited shall not be Babie to any person for ] 
loss or damage incurred or suffered as a | 


result of his / her accepting or offering to | g 
ccept an invitation contained in any | oo 











advertisement published in The Economist. 





SteilAus/Ausschreibungen/fakwiwi.htm 


Max Planck Jüstitute 
for Comparative Public Law 
and International Law 


The Max Planck Institute for Comparative Public Law and 
International Law in Heidelberg/Germany is seeking to fill 
several research positions under the direction of Prof. 
Armin von Bogdandy. The work involves mainly 
International Economic Law, Comparative Public Law, 
European Constitutional Law or Legal Philosophy. 
Candidates should enjoy teamwork and be willing to 
contribute to the external presentation of the Institute. 


For further information, please contact Markus Wagner 
(Tel.: +49-6221-482629; mwagner@ mpiv-hd.mpg.de). 


Applications may be sent to Ute Emrich (Max Planck 
Institute for Comparative Public Law and International 
Law, Im Neuenheimer Feld 535, 69120 Heidelberg) no 
later than 22 November 2002. 
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SCHOOL OF SOCIAL & INTERNATIONAL STUDIES 
DEPARTMENT OF PEACE STUDIES 


Research Fellow/Senior Research Fellow 


£18,265 - £33,679 per annum Ref: RSS 2301/E 
(possibility of appointment to PRF up to £39,958 p.a.) 

You will work in the newly established Centre for International 
Cooperation and Security, located in the University of Bradford's 
internationally renowned Department of Peace Studies. You will play a 
key role in delivering a major new programme for the provision of 
consultancy services on conflict, security and development (CSD) to the 
UK Government's Department of International Development. 

This post will suit an individual who is eager to develop our programme 
of work in this area, working closely with other colleagues in the Department _ 
and elsewhere, and who can meet the challenges of à programme T 
involving rapid response to the demands of a fast-moving policy agenda. ^ 
The post is fixed term for rwo years commencing Ist January 2003 or as 
soon as possible thereafter. 


Closing date: 15 November 2002. 
For more information and details of all our current vacancies see our 
recruitment website: www bradford aruk? jobs 
Further information including how to apply, is available on-line or from 
Personnel (quoting ref) email:jobs@bradford.ac.nk, tel: 01274 233091 
(hearing impaired applicants only tel: 01274 235807). 

ie UNIVERSITY OF 


MAKING KNOWLEDGE WORK 





Confronting Inequaliry : Celebrating Diversity 














At the Heart of Business and Management Research... 
Aston Business School (ABS) is one of the largest schools of study in Aston University. Situated at the heart of the UK's second city, ABS | 


has an established record of academic excellence (RAE 5), a thriving research culture and strong demand from well-qualified students for its 
range of undergraduate, Masters and post-experience courses (EQUIS and AMBA accreditation, QAA 24 out of 24). 






Lecturers, Senior Lecturers & Readers 

















Finance, Marketing Operations & Work & Public Management Strategic 
Accounting & Law — e Marketing Information Organisational & Sociology Management 
e Finance Communications Management Psychology e Public Policy & e Strategic management 
e Accounting e Consumer Behaviour — einformation Systems — e Social Psychology Management e Entrepreneurship 
e Business Law e Marketing Psychology — e Management Science — e Work Psychology e Social Policy & e innovation 
e e-Business Law e international Marketing — e Operations e Organisational Administration e Economics 
e IT Law e Marketing for non- Management Behaviour e Governance at the 

profit organisations e HRM European, National, 

Regional or Local Levels 

Ref: A02/183 Ref: A02/184 Ref: A02/185 Ref: AQ2/186 Ref: A02/187 Ref: A02/188 






Following a successful recruitment campaign earlier in the year, we are now seeking further lecturer, senior lecturer and reader appointments across all our subject 


groups. The posts are part of the five year strategy to create a world-class international business school built upon our considerable success in research Quality, 
teaching quality and programme innovation. 






Successful applicants will be team players committed to working in an entrepreneurial environment where we aim to excel in all we do. All applicants should have 
(or expect shortly to obtain) a relevant PhD, a strong commitment to publishing in the best international journals and a commitment to teaching excellence at 
undergraduate and postgraduate levels. Candidates must be excited by the opportunity to teach and research in a multi-disciplinary environment and will be 
expected to make an important contribution to core teaching and research, including research supervision. 










Jn'2D'U0]SD'MMM 


Further particulars and application forms may be obtained electronically on <) 
http:/Avww.aston.ac.ulVhr/recruitment.htm or from the Personnel Office on A S T O N 

Tel: +44(0)I21 359 0870; e-mail b.a.power@aston.ac.uk quoting the relevant reference number. 

Closing date for applications is ISth November 2002. ‘Quality and Equality’ BUSINESS SCHOOL 







Director Policy Division 


£70,725 rising to £95,325 subject to satisfactory perfomance. The most able can aspire to attain 
substantially higher figures based on sustained and demonstrated achievement. 


London or East Kilbride 


At DFID, our central focus is on an international commitment to halving the — With an understanding of development processes and a familiarity with the 
number of people in extreme poverty by 2015 — through sustainable — international development scene you'll bring solid leadership abilities and 
development, education, and better management of natural and physical — will recognise the importance of innovative development approaches 
environments. So we are looking for someone who can bring skills, in contributing to poverty elimination. You'll have a proven track record 
understanding and patience to even the most complex development activities. — in staff and financial management and an ability to take tough decisions 


DFID is reorganising the Division responsible for development policy ang When presented with competing priorities. Your ability to quickly understand 
approaches, and for long term research. The reorganisation will encourage 2d add to new thinking will be first class. 

more fluid team working. We are using a thorough and consultative Change — DFID is an equal opportunities employer. Applications are welcomed from 
Management Process to put the new structure in place. The new Division — all parts of the community. Selection is on merit. To be eligible applicants 
will demand high quality management, especially staff management. must be British nationals or protected persons, irish or Commonwealth 
To reflect this management emphasis, DFID is creating a new post of Director — citizens or nationals of Member States of the European Community or the 
Policy Division. The new structure will come into place on 1 April 2003. — European Economic Area. You will also need to satisfy UK Government 
But before that date there is important work to be done on the transition Developed Vetting requirements. 

from the present to the new structure. The Director will have a key role 
in this work, 

















For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website. Alternatively, you can email 

As Director, you will be responsible for delivering the Division's Public Service — dfid-recruitmentGdfid.gov.uk to request an application pack - 
Agreement of "Developing evidence-based, innovative approaches quoting Ref D/Pol. 

to international development", and for ensuring the Division meets its key Closing date - 15 November 2002. 
reorganisation aims of improved responsiveness, priority-setting, multi- 
disciplinariy and forward-thinking. You will play a key role in representing Working to eliminate global poverty and promote 
Policy Division and in helping it to contribute to DFID's poverty elimination Sustainable development 

goal. You will work with a wide range of staff both within the Division and 


outside it, including with DFID's Chief Professional Advisers. E i M | a 5 E Fa M i D E 


(> Department for 
INVESTOR IN PEOPLE i international 
Development 

gor ee 
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ARE YOU A 40 YR+ SENIOR EXECUTIVE 
EARNING $100K+ PER YEAR? 


at s0, you possess the invaluable business expertise which only 

-comes with maturity. Are you continually frustrated with your 

. current job opportunities? You need the international job search 
experience that only Resume Broadcast International offers 
with the personal contact necessary for success. That's why 
we work 24 hours a day, 7 days a week, 365 days a year for our 
clients. Don't wait another minute, contact us today to advance 
your career, 


Resume Broadcast international 

P.O. Box 6930, San Diego, Califomia 92166, USA, 
Tel: 619 224 9257, Fax: 619 224 9268 

Email: rbi1022243306 GG cs.com 


Resume 4 
Broadcast T 
internationa! 





THE GENERAL SECRETARIAT 
OF THE COUNCIL OF THE 
EUROPEAN UNION IN BRUSSELS 


is recruiting a 


DIRECTOR a 


(category À, grade 2) for its Legal Service 
The basie monthly salary is EUR 10 596.40 





The successful applicant will be required to: 

Li direct an administrative unit dealing with a specific sector 
of the Legal Service's activity; | under the authority of the 
Director General. Legal Adviser to the Council, carrying 
out analysis and advisory duties in the area of Community 
law and European Union law, and in particular providing 
advice and written or oral opinions to the Council (of 
Ministers) and its various preparatory bodies on the legal 
and institutional aspects of their work, 


i mitad must: 






condis relations at the ies level gad THAN a thor Mae" 
command of English and French, both written and spoken. 


A sound knowledge of common law would be an advantage. 


Applications should be sent to the Director-General for 
ADMINISTRATION OF THE GENERAL SECRETARIAT 
OF THE COUNCIL OF THE EUROPEAN UNION, 

rue de la Loi 175, B-1048 Brussels, no later than 

29 November 2002, the postmark serving as a proof. 

Only applications accompanied by a detailed curriculum 
vitae indicating, inter alia, qualifications, experience and 
current duties will be considered. Candidates! attention is 
drawn to the fact that by the same date they must submit 
supporting documents (copies or photocopies only) 
relating to their diplomas and professional experience. 
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Corporate Environmental Management 
Two Faculty Positions 




































The Bren School at the University of California invites 
applications for one tenure track Assistant Professor and one 
Associate or Full Professor whose research relates to 
environmental performance as a strategic element in the 
operation of business firms, NGOs or other organizations. For 
full text of position descriptions and information about the Bren 
School, refer to our web page at www.bren.ucsb.edu. For 
fullest considerations applications should be received by Jan 15, 
2003. Applications from minorities are encouraged. 


University of California, Santa Barbara 
Donald Bren School of Environmental 
Science & Management 


See UNIVERSITY OF 


OXFORD 


Said Business School 


The Said Business School continues to strengthen its reputation as a leading 
international Business School. Since its move to a magnificent new bullding in 
September 2001, the Schoo! is taking full advantage of its outstanding facilities. 





The Said Business School is now launching a major recruitment programme to attract 
world-class specialists in their field to the University The School seeks to appoint 
seven new lecturers, We are looking for outstanding scholars, many of whom will 
have a training in the wider social sciences, including business history, economics, 
international relations, international political economy, sociology and quantitative 
methods, and who wish to teach and research in a business school environment. 
The specialisms and college associations of the seven posts are as follows: 


Accounting in association with Christ Church, 
with a closing date of 22nd January 2003. 


Decision Science in association with St Cross College, 
with a closing date of 30th November 2002. 


Finance in association with St Catherine's College, 
with a closing date of 10th January 2003. 


Operations Management in association with Merton College, 
with a closing date of 30th November 2002. 


international Business in association with Corpus Christi, 
with a closing date of 30th December 2002. 


international Business in association with Lady Margaret Hall, 
with a closing date of 30th December 2002. 


Strategy in association with Wolfson College, 
with a closing date of 30th December 2002. 


Potential applicants should have a doctorate from a major research university or be 
close to completing doctoral studies, an outstanding research record or potential, 
and a strong publication record/potential. They should be able to teach with 
distinction on a range of courses at undergraduate and graduate level and on the 
School's MBA programme. Details of the more specific requirements for each post 
are given in the further particulars. 


Candidates will be considered for each post on the basis of the selection criteria 
outlined in the further particulars attached to each post. Further particulars, and 
methods of application are available on http;//www.sbs.ox.ac.uk/ or can be obtained 
from Jennifer Fielding, Said Business School, Park End Street, Oxford OX1 1HP 
(tei. (01865) 288813, fax: (01865) 288810, e-mail: acvacs@sbs.ox.ac.uk). Completed 
applications and three references (to be forwarded directly by the applicant's 
referees) should be sent to Jennifer Fielding at the Said Business School by the 
closing dates shown above. Should candidates wish to apply for more than one post, 
separate applications will be required. 


The University is an Equal Opportunities Employer. 
























THE UNivEnsiTY OF MICHIGAN 
Taubman Collage of Architecture and Urban Planning seeks a tenured or tenure-track faculty 
appointment in real estate development, rank to be determined, to begin in fall 2003. The appointee 
will teach and do research in real estate development and take leadership as Director of the new 
Real Estate Certificate Program for M.U.P.,, M.Arch., M.U.D., M.B.A. and J.D. students. A Ph.D. ina 
field related to real estate development is desirable. Application reviews begin December 1, 2002. 


Please see the College Web site for more information: www.tcaup.umich.edu/faculty/ 
The University of Michigan is 8 non-diseriminatory, affirmative action employer. 












A UNIVERSITY OF 


/|OXFORD 


Department of Economics 


University Lecturership in Econometrics in 
association with Nuffield College 


Two University Lecturerships in Economics in 
association with Keble College and 
University College 


University Lecturership in Economic History in 
association with St Antony's College 


Postdoctoral Fellow in Economics in 
association with Nuffield College 


Applications are invited for the above university lecturerships, which are tenable 
from 1st October 2003 or as soon as possible thereafter. The University salary will 
be according to age on the scale £22,191 - £35,845 p.a.. Each University Lecturer 
will provide lectures, supervise graduate students, and engage in research within 
the Department of Economics, and undertake college tutorial duties. The 
successful candidates will be expected to provide general lectures at the 
undergraduate level but will aiso have an opportunity to lecture on their particular 
fields of interest in the Department's graduate and undergraduate programmes. 
The successful candidate for each post may be offered a Tutorial Fellowship at the 
respective colleges, in which case the combined University and College salary 
would be according to age on a scale up to £42,900 p.a. Additional college 
allowances may be available. Full details of additional college stipend and housing 
and research allowances, where payable, are provided in the further particulars for 
each post. 


The Postdoctoral Fellowship in Economics (associated with Nuffield College! is for 
a fixed-term period of two years, commencing ist January 2003, or as soon as 
possible after that date. Salary on Research Staff scale 1A, ranging from 
£18,265 - £33,679 p.a. 


Those interested are invited to apply for one or more posts. Further 
particulars for the posts (containing addresses for applications and details of 
the duties and full range of emoluments and allowances attaching to both the 
university and the college posts) may be obtained from the Economics 
website at http://www.economics.ox.ac.uk; or from the Administrator, 
Department of Economics, Manor Road Building, Oxford OX1 3UL, e-mail: 
gillian.coates@economics.ox.ac.uk 


Representatives of the Department will be attending the American Economic 
Association Winter Meeting in Washington DC in January 2003 and 
preliminary local interviews can be arranged. 


The closing date for applications is 29th November 2002. 
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Business & 
Personal 


CHINA 


EXECUTIVE AVAILABLE 


A senior executive with comp- 
rehensive international experience 
and a proven record of success, 
operating at the CEO and GM 
level, whose most recent 
experience has been five years in 
the People's Republic of China as 


TAX-FREE 
Offshore Companies 


Offshore Accounts 


CEO of a major pharmaceutical 
joint venture, is seeking another 
similar opportunity involving a 
start up, turn around challenge, or 
interesting consulting assignment. 


| Belize Offshore Consultants inc. 


ch 501 822 1124 
If 1 may be of service fo your 
company, please contact me at 
610-353-2944, 
or email: 
garland.dnt@worldnet.att.net 


ix SOE 822 3785 
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International 
Property 


"City of Flemal Spring, Cuernavaca, Mexico.” 


Income producing large, new colonial 


The Paul H. Nitze School 
of Advanced International Studies (SAIS) of the 
Johns Hopkins University invites applications for: 


AFRICAN STUDIES/ 
COMPARATIVE POLITICS 


We seek to fill a tenured position in African Studies and compara- 
tive politics. The position is open to applicants in any field at the 
associate or full professor level. This position will begin with the 
fall semester of 2003 and will involve leadership of the African 
Studies Program and assisting the International Development 
Program at SAIS. The ideal applicant will be a person with strong 
credentials at his or her level in comparative politics, with a spe- 
cialization in the politics, history, and political economy of Sub- 
Saharan Africa. Proficiency in a major regional language is required. 
Preference will be given to candidates who combine excellence in 
teaching, outstanding academic research, and a record of involve- 
ment in current public policy issues related to Africa. Program lead- 
ership experience is highly desirable. The applicant would be 
expected to have a capacity and interest in working with the dean 
and the faculty in strengthening the International Development 
program at SAIS, which may involve working temporarily as an 
interim director of that program in addition to the other responsi- 
bilities. Applicants should submit curriculum vitae, by December 
31, 2002, to: Dr. John M. Harrington, Associate Dean for Academic 
Affairs, The Paul H. Nitze School of Advanced International Studies, 
The Johns Hopkins University, 1740 Massachusetts Avenue, N.W., 
Washington, D.C. 20036. No e-mail applications please. 


JOHNS HOPKINS 


doting Hopkins University is an Affirmative Action, Equal Opportunity Employer. 
Minorities and women are encouraged to apply. 





Conferences 


INTERNATIONAL 
CONFERENCE 





residence with large pool, gardens, 
terraces, views, and total privacy. 





——————Á— ———————— ——— M AMMAN AR 


Currently five suites and four staff rooms. 
Another three suites ready January 2003. 
Ready to convert into exclusive Inn. 
Reduced from $2.5m to US$1.2m 
to settle estate. 


Tel, New York 212-288-8505 


RENTAL 


Flood Street, Chelsea, London 
Three bedrooms, two-bathroom 
maisonette, with Garden. 
Unfumished. 

Contact: 
lettings @ beaneypearce.co.uk 
or phone +44 20 7838 1888. 
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Tal: (44-20) 7830 7000 
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ruthfox & economist,.com 


New York 
Beth Huber 
Tel: (212) 541-0500 
Fax: (212) 445-0629 
bethhuber € economist.com 
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rent 


The Value of Intangibles 


November 25-26, Madrid 


Objective: 

to act as an exchange platform for 
different practices and research 
initiatives with regard to 
knowledge and intangibles 
management and reporting. 
Best-practices from different 
industries will be presented by 
corporate executives. Leading 
researchers world-wide will 
present their latest findings. 


Organized by E*KNOW-NET 


and hosted by 
Universidad Autónoma de Madrid 


More information: 
www,.uam.es/meritum/conferenc 
e and www.eu-know.net 


Contact: eknow-net@uam.es 


Under the auspices of: 
EU Commission; OECD; 
Ministry of Economy, Spain. 








OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e _@ BANK INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed ÉL firm. 


LONDO : | i For immediate, driendly advice, ‘please contact: 


LICENSED CO. d a iae oido mm Helen Harper LL. B (Hons), Dip. Law, AO! Janson Lotery B.Sc (Hons) 
a & TRUST MANAGEMENT Langan E-mail: helen@sctgroup.com E-mail: jangon@sctgroup,com 
dom a ea | Í Tol: +44 (0) 20 7352 2274 Charles Baker M.A. (Hons) 

| Fax: +44 (8) 20 7795 0016 E-mail: charles@scfgroup.com 






Sterne & Co LLC 


M&A ADVISORS | 
TO THE SOFTWARE INDUSTRY 
914.674.0220 
sterne@attglobal.net 


HIRE THE MOST EXPERTENCED 


Offshore Corporations | — e AR RR a 
Banks, Trusts, Foundations AN INCREDIBL [BLE | a 


Bank ie Credit Cards INVENTION | Do you want your hook published? 
| Proven to cuit electricity casts by up to 40%.) 
FRONT 


Manufacturer seeks UK and overseas We offer publication packages inc. edit, design, print 
product with amazing customer demand. | Call now for a free brochure. PUBLISHING LTD 







SILK TIES 


for discerning buyers and 
or distributors 






PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 
Write or send your manuscript to 
ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TW1 AEG. U.K. 



















Contact 
sales@saladinltd.ie 













distributors for this top quality high tech | & distribution. See your book listed on Amazon.co.uk. 


Tei: 444 (0) 1872 222000 | | The Courtyards Business Centre, High Street +44 (0)870 331 3341 
Fax; +44 (0)1872 264325 j shire LES OQD deum 
For information pack : Fibworth Ppauchamp; Leicestershire www.upfrontpublishing.com 





www.akcanada.com 








Brox online consultas Z4 hours per day, 7 days per week 
P i ys pe 


Abrams & Krochak 


Canadian imroigoition Lawyers 
2590. Marte Sinet Gade 402, "Forense, Ounces, MAS 181 
Tek, ve 02 416 402 S587 Ban, ve OAM ARE 0647 


Banking specalists] | OFFSHORE 


Private Bank Acquisitions 


Bank Introductions 
Credit Enhancement 


2nd Citizenship Programs 
Diplomatic Introductions 
Tel: +44 (0)120 7958 9014 WEALTH PROTECTION 
Fax: +44 (0)20 7958 Ó AND TAX MANAGEMENT 
obal 


Email: Info globalcapital.cc 


BECOME A SUCCESSFUL 
CONSULTANT IN YOUR 
OWN FIELD 


Por free details contact 


With over 25 years experience in 


facilitating offshore and international 
The Consultants Institute, P... P a p AW A4 P iness liver le an 
245 NE 4th Avenue, Suite 102 Delray Beach business, we de workable and cost 


FL 33483, USA. FAX 561-278-5929. | OF FS HO RE effective solutions. 


www,americanconsultantsleague.com ! 
Seg TAX-FREE 


 beneledenchrim enr P4 A a SORA peser err Herren eere eta pet atenta Pro PON SPP i BOHM oriri olent 





Companies world-wide 


* Trading or investing internationally 


Formation and administration of 
companies, opening of hank accounts 
tel/fax/mall forwarding service 
UNITED KINGDOM | " 

LONDON 
LAVECO Ltd. 


Tel: +44-207-556-D900 
Fax: 444-207-556-0910 
E-mail: london & Ta aveco.com | 


"HUNGARY 
Tel: -36-1-.217-96-81 
Pax: 436-1-217-44-14 
E mail: hu n gary @laveco.com 


ROMANIA 
Tel: +40-722-326-329 
Fax: 440-21-313-7177 
. E-mail: romania @laveco.com 


CYPRUS 
Tel: 4357.24-636-919 
Fax: +337-24-636-920 
E-mail: cyprus @laveco.com 


“=. 


companies Protecting your wealth | 


oration 





Setting up a business overseas 


Contact David Stevenson for an 
exploratory discussion or a copy of 
our FREE 110 page brochure 


T: +44 (1624) 818899 
F: +44 (1624) 811011 


E: business@ ocra. com 


Tel: +44 m 20 76369618 - 
: Fax: +44 (0) 20 76369617 4 
! E-mail: econ@com-exp.com | 
Regent Street 1 
London , United Kingdom a 


W: WWW.Ocra.com 


P Our Offices: 
j Cyprus 
EI 

Po Lithuania” 


Russia 


ocrajorciwide 


ISO 9002 94 Certified - Credit cards accepted 


| | United King 
"i United 


NE. WA WA, CU CE RM. MU. 009A 08 
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E-mail: athenabaok@aol com www. swiss-bank-accounts. com 

























P Economic and financial indicators 


Overview 


America’s consumers are worried about the 
weak job market, the prospect of war with 
Iraq and the stockmarkets, says the Confer- 
ence Board. Its consumer-confidence index 
fellin October to 79.4, the lowest levelin 
nine years, from a reading of 93.7 in Septem- 
ber. The fallin confidence was the fifth con- 
secutive monthly decline. Another measure 
of consumer sentiment, the University of 
Michigan's survey, also showed a sharp de- 
clinein confidence in October. Industrial 
output fell by 0.1% in September, but rose by 
1.5% in the 12 months to September, up 
from 0.5% in the 12 months to August. 


Gloom deepened among euro-area firms. The 
Ifo index of western German business senti- 
ment dropped forthe fifth month running. 
Although companies' evaluation of current 
conditions improved, their expectations 
worsened. The INSEE indicator of French busi- 
ness confidence also declined. Italian con- 
sumer-price inflation edged up to 2.7% in 
October. In the same month, German infla- 
tion also rose, to 1.2%. The euro area’s cur- 
rent-account surplus widened to $31.6 
billion in the year to August. 


The euro area’s broad-money supply growth 
accelerated, from 7.0% in August to 7.4% in 
September, thanks partly to switching by in- 
vestors from equities into money-market 
funds and other cash assets. 


Sweden's trade surplus narrowed slightly to 
$14.3 billion in the 12 months to September. 


Inthe yearto thethird quarter, Britain's 
economy grew by 1.7% , the strongest an- 
nual growth rate fora year and a healthy rise 
from the 1.3% growth in the year to the sec- 
ond quarter. Renewed strength in manufac- 
turing, which had flagged in recent quarters, 
along with still-surging services, contrib- 
uted to the overall rise in output. 


Although Japan's industrial production fell 
by 0.3% in September, it rose by 4.9% in the 
12 months to September, marking a strong 
increase over the 1.8% growth in the year to 
August. Unemployment decreased slightly 
from 5.5% in August to 5.4% in September, 
though it remains near its post-war high. 
Consumer prices in Japan are still falling 
year-on-year: the deflation rate was 0.7% in 
September. 







Er 


Data on more countries, as well as currency tools, 
tables and charts for shares and indices worldwide 
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Output, demand and jobs 




















% change on year ago 

The Economist poll Industrial ^ Retail sales Unemployment 

GDP GDP forecasts production (volume) ^ rate 

eer ree ew Let LL AEN NEU. RE latest — latest —  — latest — yearago 
Australia — — «24 +38 02 +38 +35 +27 ü +63 a 625p 67 
Austria — — na +04 Q2 +07  *19 ^  -14 Aug — *27 X i 4.2 Aug 3.6 
Belgium — — «12 +03 02 +06 — «20  — «28 Aug — *35 Ju 12.0 Sept 117 
Britain — 8 — «€ 27 +17 0 +16 +27 ^ -35 Mg +46 Sep  — 52 Augh 51. 
Canada —— 43 € 32 Q2 +33 +33  —  * 33 Ju — v5.4 Ju — 7.7 Sep 72 
Denmark — [— * 44 +20 Qo +17 +21 . —-32 Aug — *3.4 Ag — 5.1Au 5.1 
Frame — (— *16 *10 0 +11 +22 ^ -11 Aug — - 15 Sep —— 9.0 Sepl! 87- 
Germany ——— tit +01 02/204 +16 — —-14 Ag — -2.2 Aug — 9.8 SeS 9.4 
Italy 09 +0. 
Spain — — *18 +20 Q2 + 19  t£6  -39 Aug &— à na — 1L3Aug 10.6 
sweden T 66 +21 m E TB. €25 04 Mg 21 9. A2 Soph 40. 
Switzerland +04 —04 05. +03. +16 520 2 06 Ag $285 17, 
Unitor states rio ee 0. *24. 28. *15 59 . £61 Nd . 5659 950 
Euro area — — * 16. «07 Q2 +08 +20 — — - 0.8 Aug +14 Jul 8.3Aug 8.0 - 


*% change at an annual rate. TNot seasonally adjusted. + June-Aug; claimant count rate 3.1% in Sep. 8EU harmonised rate 8.3% in Sep. 
* *Jul-Sep. tt Revised series. 
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Prices and wages 
% change on year ago 
The Economist poll 

Consumer prices consumer prices forecast Producer prices Wages/earnings 
Ce ne ee latest — yearago — 2002 2003 — ^ latest — yearago latest year ago 
Australia — — ^ £32 03 425 ^ 428 +25 -02 m *24 +37 Q +44 
Austria — — * L6 Sep +26 — *17 +17 ^. 70.1 Sep  *0.1  *2.3 Sep «2.9. 
Belgium o ti3 0t *24 +16 — *15 -— *08 Sp -10  Á «21 03 437 
Britain —  *17 Sep +17 *19 +24 ^  *04 Sp  -0.2  *38 Aug +45 
Canada — — — *23 Sep +26 +20 +25 05 Sp +10 +30 Jl +16 
Denmark — —  *2.4 Sep +23 — *2.3 — «20 -03 Sp +07 +37 02 +47 
France — — — *18 Sep +15 +18 «14 *0.3 Sp -02 43.8 02 +42 
Germany — — — * 12 Ot +20 — * 14 ^ «11 ^03 Sep - 0.2 +27 Ag *19 
Italy — — *27 0t *25 +24 £19 2 *05 Sp +04 +25 Au +25 
Japan — 7 Sp - 0.8 — -0.9 — - 0.6 — - 0.4 Sep -03 — - 34 Ag -13 
Netherlands — — « 3.4 Sep +4,7 $37  t2454 *02 Ag +18 +31 Ag +50- 
Spain — — — *35 Sep 934 +33 A. «2.6 — 40.8 Aug — * 16 +40 Q2 *29 
Sweden — — ^.  * 19 Sp +32  2-À23 +20 = 0.3 Sp +11 +23 JA +26 
Switzerland — +13 Ot +06 +07 +10 - 12 Se -09 4+ 2.52001 +13 
United States — 1.5 Sep +26 — $16 522 = 19 Sp +16 v3.0 Sp +41 
Euro area + 2.1 Sep + 2.2 + 2.2 * 1.6 -0.2 Aug  * 17 *3.3 02 +30 
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Money and interest rates 
Money supply” Interest rates % p.a. (Oct 30th 2002) M 
* change on year ago 3-mth money market 2-year 10-year gov't bonds ^ corporate 
p narrow broad latest — yearago  govtbonds latest — yearago — bonds | 
Australia -42 * 8.8 Aug 4.86 AR —0 481 5.64. à 5.21 ^ 680 
Britain — — -*€82 at ae + 5.4 Sep 3.91 ^ 4 13 3.04 MC. 4 59 4.47 58S 
Canada «147 + 6.6 Sep — 2.75 i 237 3.36 — 518  — 490 732. 
Denmark —— «7.4 +81 Sep 3.47 395 035€ 471 $459 $1886 
japan 429,7 *33 Sep — 0.02 — 001 à $000 à 10) à— 131 à 11 
Sweden +24  *40 Jn 4.09 366 ^ V 413 à  ' 5.06 — 486 4.80 — 
Switzerland — «12.3 — * 6.8 Sep —— 0.74 2.09 à0. | 0.95 260 , 287 «X À 392 
United States - 0.6 — «6.5 sep — 162 ^ 14 &— 1 171 396 427 — 6.58 — 
Euroareat — «82 — + 7.4 Sep —— 325 : 352. un 311 — 450 434 5.43. 


“Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. TGermany for bonds. Benchmarks: US 30-year 5.02%, Japan 
No.243 1.03%. Central bank rates: US fed funds 1.75%, ECB refinancing 3.25%, BOJ overnight call 0.001%, BOE repo 4.00%. Sources: 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbórsen, UBS Warburg, DRI-WEFA, Westpac, Thomson 
Datastream, Rates cannot be construed as banks’ offers. 
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Stockmarkets 
Market indices 

..."echangeon —  —— 1 

2002 — one record Dec 31st 2001 
Oct 30th high low week high in local in $ 

cuenta cu tat an ae agenda da gk Pt esa I ud 
Australia (All Ordinaries) — — 2,960.0 3,440.0 — 2,855.51 — 0.9 7140 — 7-119 = 50. 
Austria (ATX) — — — 10025 3 1,3522. 1,003.7 .— *09 .» 388 |^ - 68 +29. 
Belgium (Bet 20) — — 1,956.3 — 2,8998 1773.7 - 17. -469 —— -29. 72293 — 
Britain (FTSE 100) — 4,0027 5,3238 367111  — -01 X) -422 ^ ÁC233  -19 
Canada (Toronto Composite) 6,330.4 — 7,958.1 5,695.3 — - 0.1 —— -444 — -117 Á -161 
Denmark (KBX) — — 1663 à 2334 à 9 1564 — * 03 -449 -260 = 18.3 
France (SBF250) 2,069.6 3,081.9 — 1,7945 — * 29 1-529 — -306 à -233 — 
Acao) 3,0842 46880 260565 ^ * 31 4^ -554 . -333 à -203 
Germany (Xetra DAX) 3,113.6 — 5462.6 2,597.9 +33 -614 — -397 7 33.3 — 
Kaly(BC) — — — 10720 15130 &— 9744 &— - 055 750.9 * -?92  -14 
Japan (Nikkei 225) — — 7856.6 11,979.0 8,4396 ^  * 05 ^ -775 ^ ^) -169 2-115 .— 
^ (lopx |. — 8702 1139.4 &— 8356 — » 05 à9-698 ^à— -1957 100. 
Netherlands (AEX) — —  — 335.1 — 5312 — 2914 — + 17 -5922 « -339 -2 0 
Spain (Madrid SE) 632.8 8481 ^ 5685 à * 19 à A T232 Ne 
Sweden (AffarsvaridenGen) — 1444 236.8 — 1227 + 344 7639 -376 29.0 
Switzerland (Swiss Market) 4,886.0 — 6,604.1 — 4435.0 — * 26  . -419 3-239  -I91 - 
United States (DJIA) 8,427.4 10,635.3 7,286.8 — - 08 ^ -281  — -159 7159. 
U LLLLLL(SBPS00) — 8907 11725 à— 7768 ^ - 06 à— -617 &— -224 z4. 
(NASDAQ Comp) “4,326.7  2,059.4 1,1141 * 0.5 ^à^ 3-737 -320 -320 
Europe (FTSE Eurotop 300)" 886.5 1,279.7 = 797.2 ^  * 15 —& -480 ^ -297 7223 
Euro area (FTSEEbloc 100)* — — 737.7 — 1,125.] — 6394 1 * 27  — 2524 — — 733.9] 267 
World (MSC)! 786.8 10244 ^ 703] ^ - 04 -457 ma -?16 
World bond market (Salomon)? 496.4 504.2 — 4303 +42 à à - 15 à ma *129 





*In euro terms. | Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 
Salomon Smith Barney World Government Bond Index, total return, in $ terms. 


Economic and financial indicators 





The Economist commodity price index 








19954100 
* change on 

Oct22nd Oct 29th one one 
cee ra aiaa ONA VERE 
Dollar index 
Allitems — — 75.4 — 755 à  * 13 419.9 
Food — , 803 801  *08 213 
Industrials 
m. MMC REA. 68.9 — 692  *21 417.8 
“Mat O 711 — 711 = 0.8 +276 
“Metals — 1670 £677  —*50 +10.3 
Sterling index 
Allitems — — 769 — 764 X420 +120 
Euro index 
Allitems — — 1015 à 1008 à  *13 7106 
Yen index 
Allitems —n 100.4 98.4 à— * 12 420.8 
Gold 


$peroz — 312.85 317.25 -1.3 +13.2 


sa shev tr Ad Nata eme m eni 


West Texas Intermediate 
$ per barrel 27.8 26.72 ^  -13.2 +223 


— even vet ent ren rri eam aeree rr e 


* Provisional. 1 Non-food agriculturals. 
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Trade, exchange rates and budgets 

















Trade balance*, $bn Current account Exchange rate Currency units Budget 

latest 12 $bn The Economist poll trade-weighted per per per per balance 

months latest 12 mths % of GDP, forecast 19902100 $ £ euro X100 % of GDP 
MEER E ee ene eae ee 2002 2003 / Qct3Xth yexago  Oct30th yearago — 0 20925. 
Autula —  - 27 wp - i16 Q  -3]  -38 7&1 705 à $181 198 à 282 178 148  . 77 
Ausia — - li X — . - 10 Mg  -16  -i] 10085 102 ^ 102 ^à211 158  - 08 . — -0.3 
Beiium — 166 aa  * 125 m — *50 — *51 a 11$ 3990 R= e 
ritan — - 442 Mug -258 a  -21  -20 10-4 1065 ^ 064 2069 àA - $083 052 08. 
Canada GGG 44. 7779192078 520-9092 2. 789.7877 5. SIL, 199. 098. 154 06 e D 
Denmark + 73 Aug + 35 Mg +22 920 à 20 $1029 102.6 1 — | 7.56 827 . 118 743 6.5 2.2 — 
France + 97 Mg — *276 Ag —*17  *16 10.0 1016 ^4 102 111 158 . - 083 20 
Germany «1066 Ag ——  *319 Mg — *14 + X— 1$ 9995 986 à^ 102 à 11 158  - 089 .— -2.8 
May 10-8 M OO - 31 a — mi —-01 à 734 725 — 102 111 158 - 0835 . 5. 
Japan + 865 Aug 31140 Ag — *28 — *28 — 01317 194 à 13 a — 190 31101 - 
Netherlands + 26.0 Aug — + 27 Q2 — 435 O 9536 Á2. . 99.18 980 102 111 158 = . 08  à/4. 01. 
Spin — — —— "36.4 hg /  - 1&5 hb —-19  -16 1508 7&2 ^ ^ : 100 111 158 = 083 à 03. 
Sweden —  * 143 Sep + 79 Mg +33 +34 o 1781 BO /. 9.22 10.6 144 907 751 ., 21 
Switzerland + 3.8 Sep + 22.7 2 —*101 — 103 à à 1145 1023 0. 149 163 2.32 146 121 à . na. 
UnitedStates -446.5 Aug 428.8 Q2 — -47 — -49 1143  Á 191 1 - ...- -—— 156 098 081 10 
Euro area + 89.5 Aug + 316 Mg — *05 — «06 à 011818 — 789 à—à0 102. 1l 158 = 083 J5. 


“Merchandise. Australia, Britain, France, Canada, Japan and United States im 
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| Emerging-market indicators 
Overview | M heer 

















Economy 
Financial markets reacted calmly to Luiz In- % change on year ago Latest 12 months, $bn | Foreign 
aco Lula da Silva s victory in Brazil's prest- GDP Industrial Consumer Trade Current reserves* 
dential election run-off on October 27th. The production prices balance account $bn, latest 
stockmarket rose and the real strengthened ^ (wing +81 Qq 413.8 Sep -07 Sep +29.1 Sep +17.4 2001 258.6 Sep 
slightly over the week. In September, the HongKong 0.0. We <i 3. IIR ie e S Sep 
country's current account recorded its sec- India  .— «60 9o $53 Ag .. 439 Ad. . «51 X q +20 a2 595 Sep 
ond monthly surplus in a row. Indonesia — «35 a -138 t +10.1 Sep —— $266 Mg +61 Q 293 Ax 
Malaysia +38 Qe + 5.9 Aug * 2.1 Sep +12.8 Aug +69 QM 33.0 Aug 
Inthe 12 months to September, South Ko- Philippines +45 aq -12.0 A. +29 Seo . +26 hg *61 Ja 132 Sep 
rea's industrial production rose by 3.496, but Singapore ce aa ee - 04 Sep +75 Sp 417.5 02 807 Sep 
its current-account surplus fell again. South Korea — «63 a +34 sp +28 ot *99 Sep +52 Ses 116.0 ser 
Taiwan +30 a2 +12.5 Sep 0.7 Sep — *18.2 Sep — 424.8 Q2 156.4 Aug 
Thailand +5.1 Qe * 9,8 Sep * 0.4 Sep + 3.8 Sep +6.9 Sep 37.7 Aug 
Argentina — — -13.6 Q2  - 3.5 Sep +38.5 Sep — 1141 ^g — * 3.9 Q2 9.2 Aug 
Brazil — +10 Q0 — +09 Ag — *79 Sp — 9.9 Sp — -13.1 sep 37.6 Aug. 
Chile 0 * 17. @ +52 Sep +23 Sep +22 Sep -0.6 a2 149 Aug 
Colombia —— — +22 Q — +27 J 0 *60 Sp —— *05 X - 14 ü 106 Sep 
Mexico —  * 2.1 02? — *07 Ag — -*50 Sp —— 789 Se — -16.3 üd2 . 46.5 Aug 
Peru — 0 538 Aw o t48 Mg — 7*0. Sp — + 0.2 Ag — - 10 Q2 9.3 Sep 
Venezuela -9.9 Q - 66 Jul +28.2 Sep +85 02 +19 a2 8.2 Sut 
Egypt + 49 zmt +78 2001. + 27 Ag — — - 7.9 34 — nil q 13.0 dun 
Israet o a T a OMNE EB Mg 64 Se 2 Se -26 02 24.6 Sep 
South Africa — ter 0 1 785f Ag W125 So. - T A rs d e oni 5.9 Sep. 
Turke +82 Q + 7.2 Aug +37.0 Sep ~11.4 Aug *1.5 J 25.1 Sep 
Czech Republic — «2.5 a -28 Mg — +08 Se - 3.1 Se -23 @ 22.3 Sep_ 
Hungary — — — 1203109 22,2799 8. 4460 S T26 Ae -24 Ag —?—101 Sep. 
Poland — 108 a *67 Sep —0*13 Sp — — -103 Au — - 6.4 Aug — 28.2 Sep 
Russia *41 Qe + 5.5 Sep 415.0 Sep 442.6 Aug — 428.3 Qz 41.9 Sep 


* Excluding gold, except Singapore; IMF definition. Year ending June. 
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Currency units Interest rates — Stockmarkets % change on 
per $ per £ short-term Oct 30th .. Dec 31st 2001 

Oct 30th yearago Oct 30th % p.a. one in local in$ 
. week curren terms 
China 828 881 puo 15773 ^ -25 ^ - 19  - 79 
Hong Kong —— 7.80 — 780 — 121 ^ 193 ^ 9,5605 -25 - 161  - 161 
India — — 484 — 4&0 — 753 ^ 0572 2886 -20 - 115 -117 
Indonesia — — 9,227 10475 16370 1390 ^ 3611 *18 - 79 + 38 
Malaysia 3.80 3.80592 310 657.7 *08 - $5  - 55 
Philippines — 53.1 — 520 827 6.63 — à 10485 435 - 102 -128 
Singapore — — 177 — 182 — 276 ^ 113 ^ 1459.0 -03 - 101  - 63 
South Korea — 1,233 — 1291 ^ 1919 494 6580 — «01 — - 51 + 11 
Taiwan — — 348 — 345  — 541 ^ ^ 210 4498) -20 - 190  - 184 
Thailand 43.4 44,7 67.6 1.94 355.0 *2.5 * 16.8 * 19.1 
Argentina — — 3.56 — 100 — 5.54 — 16.80 č — 430.8 — 07 + 45.9 — - 59.0 
Brazil — 373 — 2.69 — $581 — 20.90 — 10,0086 — — 423 - 258 -54.1 
o — E — AES Cs ai Se] NNUS LC DIETE Fc 7 20,9 | 
Colombia 2.775 — 2,308 — 4,322 7.97 ^ ^ 1,3710 *36 +28.6 55 
Mexico — — 1022 —— 925 — 159 ^ 7.54 5,9638 (Sener 70,6 € S -6.4  -160 
Peru 3.61 3.44 5.62 PNE 395 0. 1,217.3 —0t15 + 36 ~ 14 
Venezuela 1,395 744 2,173 33.08 7,681.4 -1.2 + 16.9 - 36.5 
Egypt — — — 465 — 426 723 t 659 0 52177 4041 = i0  - 25 
Israel — — 477. 42 — 743 5 640 —  32B0 O -02 - 266 5 
South Africa — 10.1 — 9.3 — 15. ^ 1365 ^ 793306 . -40 - 106 + 63 
Turkey 1,676,500 1,593,500 2,610,981 42.00 10,138.5 * 2.0 - 26.4 - 36.2 
Czech Republic — 314 — 7373 — 489 25 423.6 -21 + 13  *216 
Hungary — — 246 283 — 382 970 — 7,3359 ^ «19 On. + 29  *151 
Poland — — 405 — : 403 ud. e 09 14,0625 +22 + 09  - 16 
Russia — — 318 — 297 — 495 ^ 2100 ; 35270 — -13 — 412 + 35.6 
EMF(MSC* — 100 — 100 ^ 156 ^ ^ ma ^ 2794 -02 na - 15.0 
EMBI+] 1.00 1.00 1,56 na 213.1 +2.0 na + 64 


*Emerging Mkts Free, 1 J.P. Morgan Chase's Emerging Mkts Bond Index Plus, t In $ terms. 


Sources: National statistics offices, central banks and stock excha nges; Thomson Datastream; Economist Intelligence Unit; Reuters: UBS War- 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israet: 
Standard Bank Group; Garanti Bank: Deutsche Bank: Russian Economic Trends, 
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JMISE TU. WUNDERS UF HL M-UN-GHIP RESEARL 
AND HOW SCOTLAND IS SHAPING THE FUTURE OF ELECTRONIC DESIGN. 















BUT FIRST WE NEED TO BET PAST THE KILT THING. 


The roots of the 
kilt design can 
be traced all the 
way back to the 
Roman toga. 


Larger kilts can 
also be used as a 
cloak, camouflage, 
travel bag or 
sleeping bag. 


Kilts. were never 
popular outside of 
their originating 
Highlands, where 
horses were 
expensive and rare. 
This is because 3 
they are impractical 1 
for riding. | 
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The reality is you'll find more Scots donning lab coats than kilts these days. 

In electronic design, our innovative Alba Centre is leading the world’s R&D in System Level Integration technology, as well as 
promoting enormously successful collaborations between top universities and private sector partners. And of course, there's Dolly, 
our now famous sheep who became the first mammal cloned from an adult cell—a direct result of Scotland's thriving and inventive 
biotech industry. 

Today, the question progressive companies are asking us has little to do with matters such as why we wear kilts—and has 
everything to do with how to gain access to the kind of vast knowledge base Scotland offers. 

Scottish Development International is a government-funded organisation that has a network of offices around the world that can 
help your business tap into Scotland's key strengths in knowledge, high-level skills, technology and innovation. 

Global companies are always looking for ways to gain a competitive 
advantage. Scottish Development International will help you find that 
expertise in Scotland. Find out more about bringing your business to 
Scotland. Or Scotland to your business. 

Visit www.scottishdevelopmentinternational.org for more information, 

or call our Glasgow Headquarters at 011 44 141 228 2828. 





©2002 Scottish Development International 
This ad is distributed by Mullen on behalf of Scottish Development International. Additional information is available at the Department of Justice. Wachinatan n c 
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Politics 





" id 
The Republicans claimed a 
great victory in America’s 
mid-term elections, taking 
control of the Senate and in- 
creasing their majority in the 
House. President George Bush, 
who campaigned hard for his 
party, became the first presi- 
dent to make mid-term gains 
in both houses for 68 years. 


At the gubernatorial level the 
Democrats were more success- 
ful, picking up three more gov- 
ernorships than they started 
with. They still failed to re- 
move Mr Bush's brother, Jeb, 
in Florida. Meanwhile, voters 
struck down a number of lib- 
eral ballot initiatives on drug 
policy. 


Turkey's landslide 

Turkey's voters gave a solid 
victory, and an absolute ma- 
jority in parliament, to the Jus- 
tice and Development Party of 
Recep Tayyip Erdogan. He was 
once an Islamist, but his party 
is not, he says. He promised to 
push ahead Turkey's applica- 
tion for EU membership and 
(though he wants some revi- 
sions) to stick to its agreement 
with the IMF. 


In Britain, lain Duncan Smith, 
leader of the opposition Con- 
servative Party, had to appeal 
for party unity against what 
he claimed was a plot to oust 
him by disaffected senior 
party members. Plot or no 
plot, his fate looked uncertain. 


Italy’s legislature gave the fi- 
nal vote needed for passage of 
a controversial bill that would 
enable defendants to have 
trials moved to a different 
court if they could claim “le- 
gitimate suspicion” of the 
original judges. One big po- 





tential beneficiary, said the 
bill’s critics: the prime minis- 
ter, Silvio Berlusconi. 


Gibraltar’s government held 
a referendum intended to 
show massive public hostility 
to Anglo-Spanish plans that 
could lead to joint sovereignty 
over the now British colony. 


Eleven British and two Dutch 
planespotters were acquitted 
on appeal in a Greek court of 
charges of spying at a Greek 
military airbase in November 
last year. 


Disarm, or else 

The UN Security Council ap- 
peared to be close to agreeing 
on an Iraqi resolution. The 
latest American-drafted reso- 
lution offers Iraq a final oppor- 
tunity to show it is complying 
with its disarmament obliga- 
tions but warns it of “serious 
consequences” if there are 
continued violations. 





A missile fired from an un- 
manned CIA aircraft killed a 
senior al-Qaeda leader and 
his five companions travelling 
in a car in remote north-west- 
ern Yemen. Though America 
has taken similar action in Af- 
ghanistan, this was its first 
military attack on Islamist mil- 
itants in the Arab world. 


France arrested eight people in 
connection with an al-Qaeda 
suicide attack in Tunisia in 
April, which killed 19 people. 
The Hong Kong government 
disclosed that it had arrested 
three men accused of trying to 
buy anti-aircraft missiles for 
al-Qaeda. A German intelli- 
gence chief said he thought 
Osama bin Laden was still 
alive. 


A showdown between Iran's 
reformist president, Muham- 
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mad Khatami, and the conser- 
vative establishment drew 
closer as parliament began de- 
bating a bill aimed at stripping 
conservative hardliners of 
some of their powers. In 
contradictory developments, 
Abdullah Nouri, a senior re- 
former, was freed two years 
early from a five-year sentence 
for political crimes, but Abbas 
Abdi, another leading reform- 
ist, was arrested. 


Ariel Sharon, failing in his ef- 
forts to create a narrow Israeli 
government, called an elec- 
tion. He appointed his Likud 
rival, Binyamin Netanyahu, to 
be caretaker foreign minister. 
Israel now faces three months 
of political campaigning: a 
general election in January, 
and primary elections for the 
leadership of the Labour party 
on November 19th and of the 
Likud soon after. 


The governments of the main 
diamond-trading nations 
agreed on new regulations to 
curb the buying of gems from 
war zones. The intention is to 
deny the rebel armies who 
mine them the cash to buy 
weapons. 


An ex-president of Burundi, 
Jean-Baptiste Bagaza, was ar- 
rested on suspicion of plotting 
to assassinate the current pres- 
ident, Pierre Buyoya. Human- 
rights groups protested at 
what they called political per- 
secution. 


A soccer team in Madagascar 
lost by a record 149 goals to 
nil. To protest against alleg- 
edly biased refereeing, they 
kicked shot after shot into 
their own net. 


Bad signs for Chavez 
Venezuela’s opposition de- 
livered to the electoral author- 
ity more than 2m signatures 








backing a call for a referen- 
dum on the rule of President 
Hugo Chavez. More than a 
dozen people were injured, 
many by gunfire, when police 
clashed with supporters of Mr 
Chavez who had attacked an 
opposition rally. 


Colombia’s president, Alvaro 
Uribe, intervened to block a 
judge’s order granting early re- 
lease from prison to the Rodri- 
guez Orejuela brothers, the 
leaders of the Cali drug gang. 
Lawyers said the president 
had acted illegally; he said 
that it was a matter of “na- 
tional dignity”. On November 
7th, however, another judge 
ordered the release of one 
brother. 


Undiplomatic means 

North Korea said that unless 
talks with Japan to establish 
diplomatic relations were 
speeded up it would think 
about the resumption of its 
testing of ballistic missiles. In 
1998, North Korea shocked Ja- 
pan by launching a missile 
over Japan without prior 
warning. 


The opening of Pakistan’s 
new parliament was delayed 
indefinitely, apparently to pro- 
vide time for a government to 
be formed acceptable to the 
military ruler, General Pervez 
Musharraf. 





The Chinese Communist 
Party convened in Beijing to 
choose a new generation of 
leaders, expected to be headed 
by Hu Jintao. 


Indonesia, the world’s most 
populous Muslim nation, 
marked the start of the holy 
month of Ramadan by order- 
ing the closure of massage par- 
lours and nightclubs, and 
restricting the opening hours 
of bars. 


>> 
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Business 





America’s Federal Reserve re- 
sponded to America’s faltering 
recovery with the first cut in 
interest rates for nearly a 
year. The Fed made a surpris- 
ingly big cut of half a percent- 
age point, to take rates to 
1.25%. The next day, the Euro- 
pean Central Bank decided 
not to cut rates but it seems 
likely to do so next month. 


Harvey Pitt resigned as chair- 
man of America’s Securities 
and Exchange Commission, 
after 15 months in the job that 
saw a string of accounting 
scandals, including Enron and 
WorldCom. His close relations 
with the accountancy profes- 
sion and a public row over the 
appointment of a boss for a 
new accountancy-oversight 
board hastened his departure, 
which came after pressure 
from the White House. 


The extent of inflated profits at 
WorldCom was revised up- 
wards yet again. The SEC said 
that misleading financial state- 
ments were issued as early as 
1999 and that a further $1.8 
billion would be added to the 
overstatement of profits, 
bringing the total to $9 billion. 


Terminal justice 

Microsoft's long-running 
antitrust trial reached a con- 
clusion, after a judge endorsed 
an agreement between the 
software giant and the Ameri- 
can government. A complaint 
from nine states that the sanc- 
tions on Microsoft for abusing 
its dominant market position 
were too lenient was dis- 
missed. Microsoft's shares 
rose by 6%. 


As media companies hope for 
signs of recovery in advertis- 





ing, News Corp offered a little 
comfort. Rupert Murdoch's 
media group reported that 
quarterly profits had jumped 
to $162m from $73m a year 
ago, partly because both tele- 
vision and print media con- 
cerns enjoyed improving 
revenue from advertising. 


Vivendi Universal refused to 
give details of a criminal in- 
vestigation launched by 
American federal prosecutors, 
but itis thought to centre on 
alleged accounting irregular- 
ities under Jean-Marie Mess- 
ier, a former boss of the 
French media conglomerate. 
French authorities began a 
similar probe last week. 


TXU, an American power 
company, revealed the cost of 
its failed venture into Europe's 
power markets. It will write 
off $4.2 billion. Txu sold its 
British energy interests to Ger- 
many's EON last month for 
$2.1 billion. 


Switzerland's biggest life in- 
surer, Swiss Life, shed its sec- 
ond chief executive this year. 
Rolf Dórig is to take over from 
Roland Chlapowski as boss of 
the troubled firm, which plans 
to make a big rights issue later 
this month. Swiss Life's shares 
have shed 90% of their value 
over the past two years. 
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Better Marks 

A recovering British high- 
street institution, Marks & 
Spencer, reported some good 
news. Profits for the first half 
were up by 30% to £287m 
($414m) compared with a year 
ago, when things were admit- 
tedly very bad for the retailer. 


Weak stockmarkets persuaded 
Kingfisher, a British retail 
group, to abandon a flotation 
of BUT, its French electrical 
group. Instead, it put BUT on 
the market, hoping to raise up 
to £480m ($745m). 


Taking off 

Ryanair's money-making 
ability reached new highs. 
Profits were up by 71% in the 
first half compared with a 
year ago, to arecord €151m 
($143m). New routes and fuller 
planes helped to boost profit- 
ability but the Irish low-cost 
airline cautioned that the 
same pace could not be sus- 
tained in the second half. 


British Airways surprised in- 
vestors with the news that it 
had made a healthy operating 
profit of £248m ($384m) in the 
third quarter, three times as 
much as a year ago. The effects 
of September 11th and compe- 
tition from low-cost airlines 
were offset by strenuous ef- 
forts at cost-cutting. Another 





| ~ A FUNGUS! 


wer 


aa kT tl CHA E 


UPCOMING LIKUD PARTY LEADERSHIP DEBATE 


T SAY HESA 
LOATHSOME. 


SCORPION | 


surprise for investors; BA will 
not share the bounty by pay- 
ing a dividend. 


Lufthansa also did well. In 
the nine months to the end of 
September, the German air- 
line made unexpectedly 
healthy pre-tax profits of 
€650m ($601m), after an im- 
proved third quarter. 


Free flight 

The European Court of Justice 
ruled that bilateral “open- 
skies" deals between eight EU 
countries and America were 
unlawful because they dis- | 
criminated against other Euro- 
pean airlines. But it stopped 
short of giving the European 
Commission a mandate to ne- 
gotiate instead of national 
governments, 


A single European market for 
financial services edged 
closer-maybe. Eu finance 
ministers agreed on a directive 
to allow securities to be issued 
across Europe with a single 
prospectus giving information 
on the issue with the approval 
of regulators in just one mem- 
ber state. But for many small 
issues, the regulator must be 
the home country, protecting 
less efficient jurisdictions. 
Other economic data and news 
can be found on pages 104-106 















at's not how many ideas you have. 
ts how many you make happen. 


Spending as much as $6.5 billion a year with 
more than 14,000 suppliers, British Airways 
needed to centralise and optimise its 
procurement process, reduce the number of 
suppliers and develop a strategic sourcing 
i ON TNE aAA | am British Airways' idea, delivered. 
i OMAE Accenture worked with BA to develop one of 
he airline industry's first successful eProcurement systems, including 
|^. —3n intensive communication and training programme to implement new 
yrocesses for strategic sourcing and ensure compliance among 
-mployees. The system is generating estimated annual savings of 
$260 million. 


D” a Be Deutsche Bórse has a clear goal: 
C AM BRAU leading stock and 


DEUTSCHE derivatives exchange. In 1996 Deutsche 
6 $ Borse began developing the first fully 
fee RSE S > electronic securities trading platform. 

| am Deutsche Börse's idea, delivered. 

Partnering with Accenture, it produced the 


ett eer in me 14 months. Less than 4 years later, the Xetra 
narketplace has set the worldwide standards for security, reliability 
ind performance. More than 400 banks and brokerage companies 
otalling over 5,000 traders exchange German and international 
stocks - in real time and under identical conditions, whether they 
nter their orders from Hong Kong, London or Frankfurt. 


The FIA World Rally Championship pits man 
and machine in nature's harshest 
environments, from the snow fields of Sweden 
to the scorched plains of Kenya. Fourteen 
gruelling events attract a global TV audience 
of 4.8 billion. To start the 2002 season, WRC 
wanted to deliver a much more technically 
advanced website, offering a real-time, interactive experience that 
nirrored the championship itself. | am the WRC's idea, delivered. 
Accenture brought together new technologies and interfaces to deliver 
a new flagship WRC site in just ten weeks. Which has meant fans can 
Jet results as they happen and can interact with WRC as never before. 
t has also meant an increase in hits of over 2 200% 











E 
3 
nN 
2 
E 
Iri 
a 





OSA UAR 


Tos 





Leaders 


The Economist November 9th 2002 





By George! 


A great result for the president. Now to build onit 


HE mid-term elections are 

seldom a cause for celebra- 
tion in the White House. Dwight 
Eisenhower, Ronald Reagan and 
Bill Clinton all saw their parties 
take a hammering in the con- 
gressional elections half-way 
through their first terms. Not 
George Bush. That much- dismissed “accidental president" of 
a “50-50 nation" has pulled off the best result for a first-term 
president since FDR. Against the odds, not only did the Repub- 
licans strengthen their grip on the House; they also retook the 
Senate and seem to have restricted the Democrats to gathering 
afew new governorships. 

This is a considerable achievement. Senate and guberna- 
torial races tend to revolve around local issues and personal- 
ities. All the same, the president worked his jeans off for his 
party, campaigning in 15 states in six days. Despite a dithering 
economy and a plunging stockmarket, his own approval rat- 
ings remain extremely high—and they seem to have made all 
the difference in several tight races. Nor was the result just an 
inevitable act of loyalty to the chief in the wake of September 
11th. Mr Bush has cannily out-manoeuvred his opponents, 
leaving the Democrats in a muddle over the economy and 
Iraq. The White House even—unusually—intervened to help 
select several of the winning Republican candidates: if the 
California Republicans had bothered to listen, they might 
even have won back the governorship of the Golden State. 





And he can’t even talk right 

At the very least, Mr Bush’s critics abroad, especially in Eu- 
rope, need to reappraise that clueless cowboy who stole an 
election and is driving the world to hell in a stetson. (True to 
form, the London Guardian seems suddenly to have decided 
that the idiot might—secretly, of course—actually be rather 
shrewd: “Goddamn, he's good,” it breezed this week.) Saddam 
Hussein, too, has been served notice. Throughout his career, 
Mr Bush has followed a clear formula: announcing relatively 
few goals and then sticking to them. He now looks likely to get 
what he wants from the United Nations to deal with Iraq 
speedily—and rightly so (see next leader). 

This week has been a triumph for him. Even so, it would be 
foolish for Mr Bush to take too much for granted. The real prize 
he seeks is one that eluded his father: a second term. Here the 
portents are far more cloudy; they seem, oddly enough, to be 
tracing the history of George Bush senior. The father, remem- 
ber, did relatively well in his mid-term elections, losing only 
one Senate seat and eight in the House. He then began his third 
year with a triumphant war (against Iraq, as it happens) and 
ran up approval ratings so high that he scared away most 
Democratic challengers. But voters soon decided that success 
overseas was less important than the ailing economy—and in 
1992 helost to a relatively unknown Arkansan. 

Can Bush the younger avoid the same fate? He has a num- 
ber of obvious advantages, not least the fact that the war 
against terror will, alas, go on much longer than Desert Storm 


did. He is also more clearly a man of the people than his father 
was: it would be hard for voters to imagine that he enjoyed di- 
plomacy more than domestic politics. All the same, this 
week's success comes with three caveats. 

The first revolves around that evenly split *50-50 nation" 
(see pages 23-25). Karl Rove, Mr Bush's political Svengali, had 
hoped to create a new Republican majority. This week's re- 
sults are a step in the right direction—but no more. America's 
electorate contains more self-confessed “conservatives” than 
"liberals". Yet control remains firmly with independents. 
These swing voters tend to like small government and a strong 
foreign policy, which is good for Mr Bush; but they prefer 
Democrats on matters such as health and education, and they 
are suspicious of Republican “extremism” on subjects like 
abortion. Mr Bush has shifted the balance his way, but a mod- 
erate Democratic challenger in 2004—a southerner, say, with a 
united party behind him—would stand a chance. 

Especially if the Republicans become unpopular. For the 
second caveat is that the president will now be held more 
strictly to account. Mr Bush had a merry time this week blam- 
ing Democratic senators for the log-jam on judicial appoint- 
ments, for putting off health-care reform and for failing to pass 
homeland-security laws. That whipping-boy has gone. 
Choosing judges may bring up the difficult issue of abortion. 
Nobody in Washington believes that there are easy answers to 
questions such as health care or pensions, and it is far from 
clear that the administration has its own answers ready. 

Many of these doubts cluster around the third and biggest 
caveat—the economy. Mr Bush's success at the polls came on 
the same day that the man whom he had backed to clean up 
corporate America, Harvey Pitt, resigned as head of the Securi- 
ties and Exchange Commission; and it came the day before the 
Federal Reserve, once again, had to cut interest rates to revive 
the economy. A double-dip recession remains a possibility. 


Wield the cleaver 
A Republican Congress is likely to cut taxes again: that could 
provide a useful short-term stimulus. But the polls still Show 
that voters trust the Democrats more on the economy. And the 
White House's economic team has seemed far from sure- 
footed: it has devoted a lot of time to trying to make the huge 
2001tax cut permanent (something which will not happen for 
nearly a decade), and it has been prone to mis-steps on every- 
thing from Enron to Brazil. One of Mr Bush's hallmarks is per- 
sonal loyalty. But he might remember the lesson his political 
hero, Winston Churchill, learnt from Herbert Asquith: that ev- 
ery successful political leader needs to be a *good butcher". 
The road towards 2004 looks bumpy. But, thanks to this 
week's results, Mr Bush is the master of his own destiny, and 
he has yet again shown that he can win when the odds 
seemed against him. Despite his wealthier background, the 
president Mr Bush increasingly resembles is the haberdasher, 
Harry Truman-another ordinary-seeming man who fell into 
politics, but seemed to have a knack for knowing what the 
American public wanted. Truman fought only one presiden- 
tial election. Mr Bush stands every chance of winning two. m 










Iraq 


But the road ahead still forks 


F THIS is where cowboyism 
leads, long live the old West. 
Though the vote had not yet 
taken place as The Economist 
went to press, the Security 
Council seemed poised this 
week to issue a fresh resolution 
3 giving Saddam Hussein a "final 
opportunity" to give up his illicit work on weapons of mass 
destruction (W MD) or face "serious consequences". If the text 
drafted by America and Britain is adopted by the council, Iraq 
will have seven days to confirm that it accepts it, and another 
30 to disclose all its wMD activities. Within 45 days, a team of 
UN inspectors will visit Iraq for the first time since 1998, armed 
with sweeping new powers (see page 46) to go anywhere and 
see anything. Within 60, the inspectors must report on their 
progress. Even before then, any Iraqi false statement or omis- 
sion, or attempt to obstruct the inspectors, would result in the 
convening of the Security Council-and, though the resolu- 
tion itself does not explicitly say this, the possibility of war. 
Should the Security Council back this resolution, and if 
Iraq accepts it, George Bush will have added a second triumph 
to his remarkable week. A great many people, from critics at 
home to the chancellor of Germany, have lately accused the 
American president of an alarming “adventurism”. They are 
correct, inasmuch as Mr Bush has pointed a pistol at the head 
of the Iraqi dictator, and given every impression of being eager 
to pullthe trigger. This has alarmed polite society and Saddam 
Hussein in almost equal measure, with excellent results in 
both cases. Before Mr Bush uttered his threats, polite society, 
in the shape of the Security Council, had more or less given up 
trying to impose its will on Iraq. Now it is sending its inspec- 











Resolution, at last, from the Security Council? 


tors back, with sharpened teeth. As for Saddam, he has every 
reason to co-operate, if he is to save his head. 

The French and the Russians will claim much of the credit 
for this outcome. They worked to ensure that nothing in the 
resolution makes war automatic if Saddam fails to comply, 
and seem to have got their way. The Americans have accepted 
that Iraqi delinquency should trigger another meeting of the 
Security Council, not—as they had wanted—an immediate UN 
licence to open fire. But everyone knows that there would 
have been no new inspections if Mr Bush had not put his fin- 
ger on the trigger, that Saddam will co-operate only for as long 
as it remains there, and that, in extremis, the Americans will go 
to war without the Security Council's say-so. Besides, if the in- 
spectors' return does indeed lead to the much-delayed disar- 
mament of Iraq, and so avoids a war, there should be credit 
enough, and delight enough, for all to share. 

Much, though, can still go wrong. The obvious danger is 
that his craving for powerful weapons will tempt Saddam to 
cheat again. In that case, the Security Council could soon be 
back in session, and possibly split once again between those 
who believe (with us) that a wMD-armed Saddam is a danger- 
ous enough prospect to justify a war, and those who do not. 
Such a rift cannot be papered over by clever drafting. For the 
Security Council to retain its credibility, what is required is 
good faith. Those who were keen to offer Iraq this “final oppor- 
tunity" must accept that, if Saddam squanders it, armed force 
may be the only way forward. By the same token, the Ameri- 
cans should give this new resolution a reasonable chance to 
succeed. If Saddam really does decide to save his skin by giv- 
ing up his weapons, and if the inspectors can prove that he has 
done so, so be it; the case for war evaporates. But given his past 
record, the evidence will have to be as solid as rock. m 





Microsoft 


Was the big antitrust trial a waste of time? 


HE end, it seems, is finally 

nigh in Microsoft's lengthy 
battle with America's antitrust 
enforcers. Having been found 
guilty, in April 2000, of abusing 
its monopoly, the software giant 
was ordered to be broken in 
two. This punishment, but not 
the guilty verdict, was overturned on appeal last year, after 
which Microsoft accepted a less painful sanction: a bundle of 
restrictions on its conduct agreed with the Department of Jus- 
tice and nine of the 18 states that were co-plaintiffs in the case. 
Ajudgehasnow ruled thatthis settlement was adequate, with 
one ortwo tweaks. A number of private lawsuits are outstand- 
ing, and the European Commission is about to rule on its own 





Giving the invisible hand a helping hand 


investigation into the company's practices. But Microsoft's big- 
gest and longest-running legal battle may be over—and with 
its monopoly intact, not much seems to have changed. So was 
it wrong to bring the case? 

The answer is No. It is true that the world has changed a lot, 
both within the computer industry and without, since the 
case was launched in 1997. Now that the Internet bubble has 
burst, the PC industry is stagnant, and technology firms are in 
the depths of a recession, the case's arcane arguments about 
middleware and bundling do, it must be admitted, seem 
other-worldly. And itis too early to say if the feeble-looking re- 
strictions on Microsoft's behaviour will make much real differ- 
ence, since the firm is skilled at avoiding such measures. 

But even if the settlement proves toothless, the trialhashad 
several penenis, As s with IBM's long Funning a antitrust st case, p 








> which ended 20 years ago, its greatest impact may be felt in 
how the market reacted as it went on (see page 61). The invisi- 
ble hand of market forces will probably administer the most 
effective punishment. But market forces could not have been 
left to deal with Microsoft on their own. Markets thrive on in- 
formation, and the trial provided plenty about Microsoft's 
misdeeds. By shining a spotlight on Microsoft's practices, the 
courtroom proceedings emboldened its competitors in its 
main market, alerted potential rivals in other markets, and 
forced the software company to restrain its normal behaviour 
towards customers and competitors alike. 


When Microsoft's not there 

Thus even without the settlement, restrictive contracts with 
PC makers have been dropped. Consumer mistrust has forced 
Microsoft to drop ambitious plans to set up a central reposi- 
tory of Internet users' personal information. Wariness of Mi- 
crosoft's practices has boosted the fortunes of open-source 
software such as Linux. And Microsoft has, in effect, been fro- 
zen out of entire new industries, as its software for smart 
phones and television set-top boxes has been shunned. The 
world's mobile-phone makers went to the trouble of setting 


up their own software consortium, rather than license Micro- 
soft's software and risk the same fate as PC makers. 

Has any of this really made a difference, even so? What is 
striking is how little innovation there has been in the bits of 
the market that Microsoft dominates, and how much where it 
has little influence. Operating systems, web browsers and 
word-processing software all look much as they did five years 
ago. But not many people are using five-year-old mobile 
phones, handheld computers or music-sharing software. 

Opponents of the case always argued that there was no evi- 
dence that Microsoft's monopoly was doing any harm. But the 
harm lay in the (necessarily invisible) innovation that did not 
occur. Conversely, much of the innovation going on in other 
parts of the technology industry owes a lot to Microsoft's ab- 
sence. And that absence can be attributed, at least in part, to 
the trial, which lifted the lid on Microsoft's behaviour. 

Microsoft has not emerged unscathed, in short, and it still 
faces a number of further challenges. The European Commis- 
sion may have better luck in devising a punishment to fit Mi- 
crosoft's crimes. Just as the damage done by Microsoft's mo- 
nopoly is hard to quantify, so too are the benefits of taking it to 
court. But benefits there certainly have been. m 





China 


Out with the old, in with the old 


The 16th Party Congress will install China's *fourth generation" of leaders. Will they change anything? 


U JINTAO, the uninspiring 

bureaucrat who is about to 
become ruler of China, was ac- 
tually awarded his job ten years 
ago, when he was first ap- 
pointed to the Standing Com- 
mittee of the Communist 
Party's Politburo—reputedly on 
the strength of a judgment by Deng Xiaoping, who then held 
no formal office but was still the “paramount” leader, that 
“Hu’s not bad." As the only member of China's most powerful 
body then under 50, everyone knew that his elevation was de- 
signed to place him in line to succeed Jiang Zemin as general 
secretary of the party: and so it has proved. In an extreme ex- 
ample of the principle of *one man, one vote", the new leader 
of the world's largest country has been chosen by the vote of 
one man, and a dead one at that. 

China's Communists like to congratulate themselves on 
the orderliness of the current succession, whereby the “third 
generation" leadership (Mao's and Deng's were the first two) 
of Mr Jiang is giving way to the fourth, headed by Mr Hu. The 
truth is that the procedure has been marked by a high degree 
of internecine squabbling (see page 29). As the 2,100 or so de- 
legates to the congress assemble in Beijing, very few of them 
can be certain of the identity of more than four or five of the 
seven members of the Standing Committee who will eventu- 
ally be rubber-stamped into office. Up until the last minute, it 
wasunclear whether Li Ruihuan, one of China's relatively out- 
spoken reformers, would keep his seat on the committee. It 
was also unclear whether Jiang Zemin would stand down as 
chairman of the party's Central Military Committee—boss of 
the army—as well as relinquishing his post as general secre- 





tary of the party. (His third and least important post, that of 
state president, will go to Mr Hu next March.) Equally impor- 
tant, but unknown, was the question of which under-50 
would join the Politburo this time around, ready for the suc- 
cession to Mr Hu in 2012. One thing is certain, however: rank- 
and-file delegates, let alone ordinary Chinese, have no more 
say in the process than do the voters of Florida or Missouri. 


What Hu represents 
In a country that prides itself on its stunning modernisation— 
economic output has risen eightfold in the past 25 years, aver- 
age life expectancy is on a par with Turkey's or Hungary's and 
cities like Shanghai and Guangzhou are as glitzy as any in 
Asia—the mediaeval nature of China's politics grows ever 
more incongruous. Everything that is known about the way 
politics is conducted at the highest levels suggests that flattery, 
friendship, nepotism and favouritism count far more than 
policies or ability. This process has reached its apotheosis in 
the case of Mr Hu, who has diligently applied himself for the 
past ten years to promoting Mr Jiang's "Thought", through 
campaigns such as the “Three Stresses” and the “Three Repre- 
sents", but whose own record of achievement is thin and 
whose true views about most things are a Chinese puzzle. 
Outmoded though its electoral procedures may be, the 
Communist Party is at least trying to reinvent itself in one re- 
spect. The congress looks set to enshrine a change to its con- 
stitution which lays down that the party exists to represent not 
justthe proletariat but also the *advanced productive forces"— 
Communist jargon for capitalists. Though a number of busi- 
nessmen are already party members, these have often been 
people who run newly-privatised state-owned enterprises, 
rather than genuine entrepreneurs. Entrepreneurs will now, » 
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according to the script, be able to join: one or two may even be 
slotted into the Central Committee. Arguably, this could sig- 
nal a profound transformation, if a growing number of busi- 
nessmen entered the party to push for more open government 
and the rule of law, at least in economic matters. On the other 
hand, it might only invite rampant corruption, or grant a 
temporary reprieve to a moribund political system. 

Even if the inscrutable Mr Hu turned out to be a Chinese 
Gorbachev, he would find change hard to promote. To a 
greater extent than is usually realised, China's leadership is 
collective, with the Standing Committee and the wider Polit- 
buro exercising considerable power over the nominal leader: 
it took Mr Jiang five years to establish himself, and he was 
nearly ousted in 1992. In the case of the fourth generation, the 
elaborate process of consensus-building over the past few 
years has meant that Mr Hu has a particularly disparate bunch 
to deal with. None of the other six likely members of the 
Standing Committee is really his man: they owe their loyalties 
either to Mr Jiang or to Li Peng, the man who ordered the crack- 
down in Tiananmen Square, or to Zhu Rongji, the outgoing 
prime minister. 

Not that there is much sign of democratic reform on the 
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cards anyway. Despite talk of introducing competitive elec- 
tion for party positions if not state ones, the process has been 
stalled since 1987. The only approximately democratic elec- 
tions are to village councils, which have limited say even over 
village affairs: expanding that process, too, has become stalled. 
A bit more press freedom seems as far as Mr Hu is ready to go. 

If democracy is not a live issue within China’s new leader- 
ship, what is? Nothing, possibly. The success of the Jiang Ze- 
min years has been to bring an end to debate about economic 
reform, and about China’s relations with the United States. No 
senior figure advocates reversing China’s economic engage- 
ment with the world, its embrace of capitalism and its pursuit 
of good relations with America. These are considerable 
achievements. Everything thatis known about Mr Hu, and his 
main rivals, suggests that there will be continuity on these is- 
sues. Internal party files have Mr Hu quoting Mr Jiang’s dic- 
tum that China should “increase understanding, reduce trou- 
ble, be non-confrontational, develop co-operation”. Fine 
words. But can a country of almost 1.3 billion people undergo- 
ing turbulent economic and social changes really keep its poli- 
tics squashed under the thumb of a self-perpetuating party 
caste? Everything in history suggests the opposite. 8 





Britain's Conservative Party 


The quiet of the grave 


Finding a new Tory leader would be an awful business, but the alternative looks worse 


l YEAR and a half ago, when 
Tony Blair won a second 
. successive landslide victory, the 
. Conservative Party seemed to 
have reached its nadir. It hadn't. 
Things have got even worse 
since then. Iain Duncan Smith, 
elected leader in the wake of 
that defeat, has failed to boost the party's poll ratings or heal its 
divisions. His embarrassing performances in Parliament have 
contributed to a rumble of discontent which reached a cre- 
scendo this week when eight MPs rebelled against the party in 
a vote, and Mr Duncan Smith summoned the press to call for 
Tories to *unite or die". At last month's party conference Mr 
Duncan Smith billed himself as *the quiet man". Some of his 
fellow MPs are now out to silence him altogether. 





Could things be any worse? 
In many ways, it looks as though ditching Mr Duncan Smith 
might be a mistake. After all, he hasn't been in the job for much 
more than a year. That's not long enough to get things right. At 
last month's party conference he launched a perfectly sensible 
strategy for reviving the party: getting rid of its image as the 
"nasty party" (xenophobic, homophobic and misogynistic) 
and adopting some of the ideas for reforming the public sector 
(decentralising power and introducing more private-sector 
participation) that Mr Blair is finding it hard to get the Labour 
Party to accept. And thanks in part to Mr Duncan Smith's re- 
fusalto confront the issue, the split over Europe which tore the 
party in two under John Major has half-healed. 

Anyway, the process of changing leaders is enough to put 
anybody off going through it again in the near future. The last 


leadership contest, and the rifts it caused, are one of the rea- 
sons for the persistently unpleasant atmosphere in the party. 

Getting rid of Mr Duncan Smith would not be all that 
hard-it needs a no-confidence motion signed by 25 MPs, fol- 
lowed by a vote in the parliamentary party in which a major- 
ity opposes him—but electing a new leader is another matter. 
The system is public and painful-intentionally so. Mr Duncan 
Smith's predecessor, William Hague, designed the system to 
deter challengers. The leader is elected in a series of ballots 
first by MPs and then by a party membership whose age (70- 
odd, on average) image (xenophobic, homophobic and 
misogynistic) and revealed preferences (Mr Duncan Smith, 
last time around) inspire little confidence. 

Moreover, the alternatives do not look promising. Michael 
Portillo, the favourite last time around, lost partly because of 
the party's homophobia and partly because he did not really 
have the stomach for the job. He now insists that he does not 
wantit any more. That leaves Kenneth Clarke, a clever, experi- 
enced former Chancellor of the Exchequer and Home Secre- 
tary, whose enthusiasm for the euro would put him at odds 
with the rest of his party and thus re-open that painful split; 
and David Davis, the party chairman whom Mr Duncan 
Smith sacked last summer, mistrusted by MPs and party rank 
and file alike; or Theresa May, the new, very inexperienced, 
party chairman, whose main advantage is that she is female 
and thus has something in common with the last leader who 
did the party any good. But would they want to lead a party 
which itself assumes that it willlose the next election? 

Another leadership contest, thus, sounds a dreadful idea. 
But with every day that goes by, it looks less horrible than the 
alternative. Mr Duncan Smith has made too many awful er- 
rors of judgment, maybe because he is isolated and badly ad- >» 
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This week was a fine illustration of his determination to marginal: 
 bellion; y 


snatch defeat from the jaws of victory. Things had been going 
quite nicely since the party conference, when along came a 
vote to allow unmarried couples (including homosexuals) to 
_ adopt children. Labour, sensibly, billed it as a free vote—a mat- 

ter of conscience on which mes could vote as they wished. 
The Tories decided to oppose the change, and made it a three- 
line whip (take the party line, or else). How Mr Duncan Smith 
squared this position with his determination to *modernise" 








ty is one baffling question; another is why he allowed a 
'arginal social issue to become ground for a serious party re- 
ellion; yet another is why he then chose to escalate the row 
by calling his silly press conference, leading the main Tory pa- 
per, the Daily Telegraph, to describe November 5th as “the 
most desperate day in the history of the Conservative Party”. 
If Mr Duncan Smith can look back on this week, see what a 
twit he has been, and work out how not to make such crashing 
mistakes in future, he may have a chance of showing he can 
lead the party. If he can't, he doesn't, and he should go. m 





The Turkish election 


After the earthquake 


Here isanew Turkey. Others mustlearn to live with it 


A It was more 
like an earthquake. Turkey's 
voters this week dumped most 
of their political parties, nearly 
all of their political heavy- 
weights and nine out of ten 
members of their previous par- 

! w= liament. In place of eight par- 
ties, the new legislature includes just two, of which one has a 
huge overall majority, a rare thing in Turkey. Still rarer, this 
party, though not Islamist, has a clearly Muslim background— 
the sort of thing that the secularist armed forces would not 
normally tolerate, indeed did not the last time (briefly, up to 
1997) Turkey had an Islamic-led government. 

Such shifts would be striking in, say, Ireland. They come in 
fact in a land of 68m people and of wide geopolitical signifi- 
cance: one that shares borders with the European Union, Iraq, 
Syria, Iran and the old Soviet Union; a NATO member and 
would-be member of the Eu; the sole backer of the “Turkish 
Republic of North Cyprus” and (for other reasons too) quite of- 
ten at odds with Greece; a friend of Israel; and the site of an air- 
base already used by American aircraft to patrol Iraq and des- 
tined for much more lethal use if war happens. To crown the 
politics, a country of recurrent economic crises, deep in hock 
to the rMr. When Turkey changes, the world must take note. 

Yet in all this political earthquake, the victors, Recep Tay yip 
Erdogan and his Justice and Development Party, promised 
strikingly little change of policy (see page 51). Their essential 
appeal was simple: they were not the rascals in power and 
they were seen as uncorrupt. In the issues that concern the 
outside world, they talked of changing virtually nothing. 

Mr Erdogan's political origins are Islamist. Some of his fol- 
lowers lean that way and most are observant Muslims. But he 
has disavowed any religious label for his party, and since the 
election he has said explicitly that Turkey will remain a secular 
democracy. Maybe he wishes otherwise, but he knows the 
army and judges would stop him if he tried. He has promised 
repeatedly to push on with Turkey's application to join the EU, 
which for years the Eu has kept in the pending tray. He plans 
to visit Greece within days. As for the United States and, nota- 
bly, the Iraq issue, his attitude is that of the outgoing govern- 
ment: Turkey will be guided by the United Nations. The Turks 
donot want war. They say the Gulf war cost them vastsums in 
lost trade, and are unmoved to be told that trade with a post- 





Saddam Iraq could far exceed today's (large) figure. They fear 
disorder near their borders, and are terrified of the risk of 
Kurdish autonomy, let alone independence, in northern Iraq. 
Yet it is hard to see any Turkish government ultimately refus- 
ing to let America's warplanes use its Incirlik base. The army 
chief has spent this week in the United States. 

Asfor the economy, Mr Erdogan has proposed one notable 
change affecting outsiders: he wants some revisions of the 
IMF deal. But until they are agreed, he says, the new govern- 
ment will stick to the present terms. To the Fund, that is less 
than ideal. But remember that his voters include many who 
believe that mF medicine has cost them their jobs. 


Challenges and responses 
Mr Erdogan's victory calls for a fit response from, above all, 
two forces: inside Turkey, the secularists; outside, the gu. He 
himself was banned from standing for parliament (and so 
from the prime ministership) because of an old conviction for, 
allegedly, stirring up religious hatred. He wants this ban 
ended. Fair enough. It's bizarre that a man can lead his party to 
electoral victory, yet be denied the prize. And an eve-of-elec- 
tion attempt by Turkey's top prosecutor to ban the party itself 
should plainly be halted. Mr Erdogan also aims to repeal the 
ban that stops women, in some circumstances, from wearing 
the headscarf. His party has almost the two-thirds of par- 
liamentary seats needed to change the constitution. Provided 
all is done constitutionally, why not? Let those who are keen 
secularists—above all the army—give those who are not the 
chance to prove that Islam and democracy can live together. 
For the Eu, the challenge is simple. Here is the real Turkey; is 
itan acceptable EU member? In principle, the answer for years 
has been yes. In practice, endless reasons have been found for 
not even starting to talk. Some were solid. But Turkey this sum- 
mer took some big steps—giant ones, given its history—to meet 
EU doubts: at least in law, the death penalty is all but dead, the 
Kurdish language, at last, all but respectable. Turks now ask: 
what is the EU's real reason? Does it just not fancy a Muslim 
member? That is not a silly objection: for all its Muslim inhab- 
itants, Europeis an ex-Christian continent. But 2002is decades 
late to raise this objection: wisely or not, the Eu overruled it 
long ago. The Turks now want a starting date for talks from the 
EU's December summit. It should give them one. Slap some- 
one in the face often enough, and they will turn against you. 
That would be Turkey's loss. It would be the Eu's too. m 
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-The keyboard jungle ——— 


SIR - You assume that com- 
puters in schools will be used 
to do what teachers now do: 
instruct students ("Screen it 
out", October 26th). As you 
. say, the prospect is depressing. 
However, the computer 
. changes education. It proba- 
— bly will not “teach” but will 
be an entry-point for students 
to a world of information far 
larger than the school can ever 
bring into the classroom, moti- 
vating students by individua- 
lising learning. 

There are now secondary 
schools in Minnesota where 
students use computers to en- 
ter the web as a resource li- 
brary for work on their 
projects. The schools have no 
courses or classes. The teach- 
ers are advisers—in essence, 
coaches. The schools also 
have no employees; teachers 
have formed a workers co-op- 
erative, a professional partner- 
ship through which they 
contract with the school to de- 
sign and run its programme. 
The new model has appeared 
in the chartered sector of Min- 
nesota public education and is 
now spreading into other 
states. 

TED KOLDERIE 
Saint Paul, Minnesota 


SIR - Computers in the class- 
room should be used appro- 
priately. One use would be in 
drill and practice where the 
computer's speed, consistency 
and lack of personality would 
allow the development of ba- 
sic skills on which the teacher 
could base education in liter- 
acy and numeracy. Another 
would be in academic gaming 
(such as computer-based man- 
agement games) which would 
allow the teacher to foster so- 
cial and practical skills and at- 
titudes. All this would require 
not only a great investment in 
software but also a much 
greater investment in teacher 
training and education. 
NEVILLE HOLMES 

Dilston, Tasmania 


SIR - There is a case that tech- 
nology can improve learning. 
Two highly successful teach- 
ing aids are the overhead pro- 
jector and the photocopier. 


cried is the promotion of tech- 
nology without consideration 
of its impact in the learning - 
situation. In the 18th century 
Samuel Johnson said, “Lec- 
tures were once useful; but 
now, when all can read and 
books are so numerous, lec- 
tures are unnecessary." 
MARTIN GILBERT 

Woking, Surrey 


Greek mythology? 


SIR - In addition to the etymo- 
logical theories about ox dis- 
cussed in Allen Read's 
obituary (October 26th), there 
is also its derivation from olla 
kala, a Greek phrase meaning, 
"all good" or "all right". The 
Hellenic origins could explain 
its diffusion, which happened 
with many other Hellenic 
words. On the other hand, I 
hesitate to promote this ex- 
planation as modern Greeks 
are a bit too quick to take 
credit for the origins of much 
in the western world. 

JASON BIELAGUS 

Cambridge, Massachusetts 





Native land 


SIR ~ When the Czech Repub- 
lic returns property to the 
heirs of expropriated former 
occupants, do you refer to the 
transactions as “government 
handouts”? Probably not. Yet 
you do not hesitate to cast this 
slur on land claims pursued 
by native bands in British Co- 
lumbia (“From whine to 
wine”, October 19th). 

The original inhabitants, 
unlike in other Canadian 
provinces, were involuntarily 
dispossessed of most of the 


land. In Canada (compared 


with Australia, Israel or Amer- 
ica, for example), the resulting 
trespass has always been ille- 
gal. These facts are not in dis- 
pute. A reasonable settlement 
is not easy to reach after 120 
years of malfeasance but the 
principal obstacle is the re- 
fusal of British Columbia’s 
government to negotiate, de- 
spite repeated condemnation | 
by the courts. You are right to 
observe that investors will 
hesitate to develop land 


What should rightly be de- = 








PE 
but you are completely wrong 
to blame native bands for the 





delay. 

DAVID MCINTOSH 
Toronto 

Custer’s late arrival 


SIR ~ I was startled to discover 
that General George Arm- 
strong Custer was one of the 
leading explorers of his age, 
having managed to find his 
way to the Yellowstone river 
in 1873 ("Too dashing a soldier, 
but no villain", October 12th). 
The general should have ex- 
perienced no difficulty, since 
regular steamboat services 
from St Louis via the Missouri 
river to the Yellowstone had 
started in 1832. Lewis and 
Clark found their way there in 
1805 and various trapper-ex- 
plorers from Canada had been 
there earlier than that. The 
American west had been thor- 
oughly mapped by 1873; Gen- 
eral Custer went nowhere that 
fur traders, mountain men, 
cartographers, soldiers and 
scientists had not found their 
way to as much as 60 years 
eatlier. 

LARRY MCMURTRY 

Archer City, Texas 


We haven't the technology 


SIR - You assert that large gov- 
ernment iT projects have a 
poor record (“Getting rr", Oc- 
tober 19th). I have seen little 
evidence that large private- 
sector IT projects are more 
successful. The difference is 
that private-sector firms have 
the opportunity to hide their 
failures that the public sector 
often lacks. 

DUNCAN HARRIS 

Hartford, Cheshire 


The "stupid" pact 





SIR - You seem to agree with 
Romano Prodi that the Eu's 
stability and growth pact is 
“stupid” (“Restoring Europe's 
smile”, October 26th). How- 
ever, you overlook a number 
of details. 

The euro has proven to be 
a tremendous success, provid- 


ing low inflation, no more ex- 
change-rate volatility and 












historically low interest rates 
throughout the whole region. 
The low interest rates have, for 
example, saved Italy about 
€30 billion ($30 billion) a 
year. This has been possible 
only on the condition that the 
political “flexibility” which 
Italian politicians showed in 
the past became impossible. 
Of course, in times of re- 
cession it is advisable to run 
deficits. The pact explicitly al- 
lows for this possibility: when 
GDP falls by 0.75% a country 
can get dispensation, and in a 
recession of more than 2% the 
3% threshold is automatically 
abolished. Currently, no Euro- 
pean country is in a recession. 
In times like these, the appro- 
priate policy is a balanced 
budget-or rather surpluses to 
get rid of public debt. This is 
what all the Nordic countries 
have been doing for many 
years. 
WOLFGANG ZANK 
Aalborg University 
Aalborg, Denmark 


SIR - On the "stupid" stability 
and growth pact, you ask 
"What word better describes a 
regime that tells economies in 
recession to raise taxes and cut 
spending." Yet that is exactly 
what the IMF orders develop- 
ing countries to do in adjust- 
ment programmes. 

FRIDA JOHANSEN 

McLean, Virginia 





The dam bussers 


SIR - You reveal that *1,500 
hapless fish are driven around 
the Elk Creek dam every year 
at a cost of $150,000" ("Fishy 
stuff at Elk Creek", October 
19th). It would be much 
cheaper to bus pensioners on 
excursions round the dam 
and, in contrast to the fish, 
they would be much less 
likely to die during the trip. 
GEORGE FRASER 

Oxford @ 
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Just more interestino. 


For career opportunities in microeconomic consultin 
contact us at recruitment@frontier-economics.com 


www.frontier-economics.com 


Frontier Economics Network 
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Planet Ernst & Young S.A. is the largest regional consultancy in SE Europe, based in 

Athens and with operating companies throughout the Balkans, Turkey and Cyprus. 
; We provide consultancy services and technical assistance to the public and private 
: sectors throughout the region. As an active participant in EuropeAid programs 1 
E (Phare/Tacis) we work with a wide range of independent experts from EU member 
states and countries of the region. For current projects we are seeking long- and 
4 short-term experts for assignments in the following fields: i 
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: Requirements; EU/CEEC/NIS nationality; seven years relevant experience; country 
: experience; relevant qualifications; experience in EU funded TA projects; fluency in 
1 English. A working knowledge of focal languages is an asset. 


i Please submit your CV, preferably by e-mail and in PHARE format, to our Athens 
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equirements: EU/CEEC/NIS nationality; seven years relevant experience, country 
perience; relevant qualifications; experience in EU funded TA projects; fluency 
in English. A working knowledge of local languages is an asset. 


jease submit your CV, preferably by e-mail and in PHARE format, to our Athens 


Office: vpap@planetey.com 
Or alternatively to: 









To the attention of Ms Valia Papadea 
y^ PLANET 
Ernst & YOUNG 
Apollon Tower — 64, Louise Riencourt Str., Athens 
115 23, GR ~ HELLAS 
Tel: +30 210 6905000 
Fax: +30 210 6981885 

































International Cocoa Initiative 
Working towards responsible labour standards for Cocoa growing 


Executive Director/General Secretary and Project Manager 


ICI's Role 

The International Cocoa Initiative (ICI) is a partnership between members of the chocolate and cocoa 
industry, non-governmental organisations and organised labour, established in Geneva Switzerland 
in July this year. 

The ICT aims to oversee and sustain efforts to promote responsible labour practices in the growing 
, and processing of cocoa beans and their derivative products. 


A -With this aim in mind, the ICI will engage in field projects, joint programs of research and 
- information exchange and joint action programs as well as acting as a clearinghouse of best practice. 


^ The Opportunity 
The ICT wishes to recruit an Executive Director and Project Manager, both of whom will be based 
in Geneva, Switzerland. 


Executive Director/General Secretary 

The Executive Director/General Secretary will develop an operational plan of action to deliver the 
vision, strategy and goals, as adopted by the ICI Board and will provide the leadership and 
management to carry out that plan. 


Project Manager 
The Project Manager will support the Executive Director/General Secretary in the development 
and implementation of the operational plan. 


The Project Manager will be responsible for identifying, developing, managing and monitoring the 
ICT's field based projects. 


Selection Criteria 

Successful candidates will have appropriate academic backgrounds or experience in a relevant 
field, including international relations, law or social sciences. 

They will have an in-depth understanding of political, cultural and social issues in West Africa or 
other similar environments, with a knowledge of the agriculture sector and experience with cocoa 
or another cash crop being desirable. 

We are seeking individuals with excellent interpersonal and communications skills who have 
initiative, dynamism and ability to work under pressure. They will be computer literate, have 
excellent writing and organisational skills, and an ability to work in an international environment 
and to travel. Fluency in either English or French and a high degree of proficiency in the other is 
also required. 


Applications 
Interested. candidates are invited to submit applications and request further information and 
application procedures regarding both positions to ICI Co-presidents Ron Oswald at the 
International Union of Food, Agricultural. Hotel, Restaurant, Catering, Tobacco and Allied 
Workers’ Associations (TUF) (ron.oswald@iuf.erg) and John Claringbould, Mars, Incorporated 
Se ee ee by November 15, 2002. 


AFRICAN DEVELOPMENT BANK 


Established in 1964, the African Development Bank (ADB) is the premier pan-African 
development institution fostering economic growth and social progress in Africa. The ADB's 
primary goal is to reduce poverty and improve living standards by mobilising resources in and 
outside Africa and providing financial and technical assistance for development projects and. 
programs in Africa. The ADB is based in Abidjan, Cote d'Ivoire, and has a total of 77 member 
states comprising 53 regional (African) and 24 non-regional countries. At the continental level, the 
ADB's vision focuses on Economic Integration, while at the country level, three broad. priority 
themes are predominant: Agricultural and Rural Development, Human Resource Development, and 
Private Sector Development. 


The ADB currently has openings at different levels to fill present vacancies. 


DIVISION MANAGER ~ (Ref: VN ADB/02/086) 
The incumbent will be involved in developing policies and identifying strategic priorities for the 
Bank training activities in Regional Member Countries (RMC). He/She will also be Penne for 
the efficient implementation of the Bank’s training programs in RMCs, The. 


will close on the 25th of November 2002 





The ioum will help Taolale policies and ideis for bpüindt aite geneul of the Bank's 
exposure to country credit risks. He/She will help develop Hx RIOdetogibs and processes for 
assessing and analyzing country credit risks facing the Bank. Y 


on the Lst December 2002 


The ADB offers an internationally competitive remuneration and benefits package. This includes a 
tax-free salary, dependency allowance, education grant, education travel, medical, group life 
insurance, generous annual leave, home leave every two years, pension plan, and diplomatic 
immunity and privileges depending on level. 





Applicants must be nationals of ADB member countries. Interested applicants are invited to visit 
the Bank Website Iutp;//wwwafdb.org for detailed description of duties and Hed TATEM 
as well as procedure for applications. 


Division Manager 
Staff Planning and Recruitment Division 
African Development Bank 
91 B.P. 1387 ABIDJAN 01 - COTE D'IVOIRE _ 
FAX (225) 20.20.49.43 ADB Homepage: http://www.afdb.org — E-mallrecrut@afdb.org 

























American University in Bulgaria 
PRESIDENT 


The Board of Trustees of the American University in Bulgaria (AUBG) seeks nominations 
and applications for the position of President. 





Founded in 1991, after the fall of the totalitarian regimes in Eastern Europe, AUBG is the 
region’s first and until recently only American-style liberal arts, residential, undergraduate 
institution, founded to educate a civic and business leadership. It has an annual budget of 
approximately $10 million; an elite student body of over 600, slated to grow to 1000 over 
the next seven years, which consists of two-thirds Bulgarian students and one-third from 25 
other countries, with the largest number coming from Yugoslavia, Romania, Macedonia and 
Moldova. The faculty is a liberal arts faculty with Bulgarian and expatriate, usually 
American, origins, English is the language of instruction. AUBG is accredited by the New 
England Association of Schools and Colleges and the Bulgarian Ministry of Education. 


The new President will have the unique opportunity to build this elite university. The 
university seeks a President who is a proven, experienced and decisive leader and manager 
with a history of institution building; a person with the stature to fulfill AUBG's Presidential 
role as an important and influential regional leader: an effective advocate for the liberal arts; 

a successful fundraiser; an accomplished professional with international experience and 
interests, especially in political and economic development, ready to become 
knowledgeable about the long history and rich traditions of the Bulgarian and regional 
cultures; à person of enormous energy and curiosity, a risk taker and a pioneer, a person 
driven by mission and the desire to contribute to a better world. 


The new President will be expected to assume the duties in July 2003. 


Nominations and applications, and cover letter, which will be treated in full confidence, 
should be sent, preferably electronically to: 


Ms. Barbara R. Stevens 
Isaacson, Miller 
1275 K Street, NW Suite 1025 
Washington, DC 20005 
bg @imsearch.com 


The American University in Bulgaria is an equal opportunity employer and seeks a diverse 
pool of candidates. For further information on AUBG, and the Presidential search, see the 
University's website at www.aubg be 


DIRECTOR OF DEVELOPMENT 
& PLANNING 


The Commonwealth Parliamentary Association (CPA) brings together some 16,000 
Parliamentarians from more than 170 Parliaments and Legislatures in 52 of the 54 
Commonwealth countries. The Secretariat is located in London, U.K. 


Reporting to the Secretary-General, the Director of Development and Planning is 
responsible for initiating and organising seminars, workshops and similar 
programmes on contemporary issues in parliamentary democracy. 


The successful candidate will have a sound know ledge of planning systems, 
experience in developing and implementing strategic plans, and skills in planning 
and implementing projects to contribute to the development of Parliament, its 
Members and officials, A degree in a relevant field, preferably with a post-graduate 
qualifi cation, or equivalent professional qualifications or experience is required. 





Candidates should have knowledge of issues affecting Commonwealth countries 
and their governance, experience in liaising with other international organisations 
including fundraising, and skills in training and research. Knowledge of 
Commonwealth parliamentary practices and procedures would be an asset. First- 


rate communication skills, drive and integrity are important attributes. 





The appointment will be for a five-year contract period from Ist November 2003. 
The. salary will be commensurate with qualifications and experience and will be in 
ang of £32,600 to £65,000 p.a. A non-contributory pension plan and health 
care. insurance are also provided. 





Further details of this appointment together with information on the CPA can be 
obtained from the CPA website: www.cpahq.org 


Candidates wishing to apply for the post should submit their application and 
detailed curriculum vitae in writing (e-mail not accepted) to ensure. receipt by 31st 
December 2002. Applicants should be marked CONFIDENTIAL and sent to: 


HON, DENIS MARSHALL, QSO 
SECRETARY-GENERAL 
CPA SECRETARIAT 
SUITE 700, WESTMINSTER HOUSE 
7 MILLBANK 
LONDON SWIP 3JA 
UNITED KINGDOM 
Tel: 44 20 7799 1460 Fax: 44 20 7222 6073 
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| Director, Regulatory Economics 


CEPA is a young economic and financial consultancy focusing 
on the challenges of private sector partnerships in the delivery 
of public services. 


We are looking to recruit a Director to develop the economic 
regulation and competition policy area of our business. We 
aim to become a market leader in the provision of advice on 
devising and implementing market and regulatory structures 
for private sector provision of network services consistent with 
mobilising private finance. 


The ideal candidate will have a minimum of ten years relevant 
experience, preferably within the energy and/or water sectors, 
gained within a consultancy, regulator or infrastructure 
developer; and have experience of UK and developing market 
issues. A lively interest in public policy is a must. 


Working in association with Cambridge University, CEPA is 
based in Cambridge. However, we are looking to open a 
London office within 18 months. 


Further information is available at www.cepa.co.uk. 


Applications should be sent to Céline Curtis, CEPA, 38 Station Roud, 
Cambridge CB1 2]H, celine.curtis@cepa.co.uk 


International Whaling Commission 


Head of Finance and Administration 


Required to take up appointment at the Commission's office in Impington, 
Cambridge, from June 2003. The appointment will be initially for three years 
with provision for review after one year. 


The International Whaling Commission is currently composed of 49 member 
governments and is the body responsible for the conservation of whales and 
the management of whaling worldwide. The Commission meets annually but 
at other times it is administered and represented by a small Secretariat based 
near Cambridge. 


The Head of Finance and Administration is a senior member of the Secretariat 
and is responsible to the Secretary of the Commission for the management of 
the organisation's finances and the general administration of the office and its 
staff, He or she will also participate in the Secretariat's Management Team. 
He/she will be directly supported by a staff of three. 


As a guide, the person appointed will have qualifications to degree level or 
equivalent, experience in financial administration and a good command of 
English, the Commission's official language. Previous experience in general 
office management and knowledge of personnel issues would be an advantage. 
A flexible approach and commitment to work as part of a team are essential. 


Starting salary will be in the region of £40,000 depending on qualifications 
and experience. 


For further details contact: 
The Executive Officer (ref. HFA) 
The International Whaling Commission 
The Red House, 135 Station Road, Impington, 
CAMBRIDGE UK 


Website: www.iwcoffice.org 


Fax: + 44 (0) 1223 232876 Tek + 44 (0) 1223 233971 


Applications, including names and addresses of two referees who have known 


-HE the applicant for at least three years, may be submitted electronically or by 


- |p post. The closing date is 15 December 2002. 
“The Economist November 9th 2002 


ARCADIS euroconsutt fà ARCADIS au 


ARCADIS Euroconsult and ARCADIS BMB are part of the ARCADIS Group, 
one of the world's largest engineering and consulting firms, employing over 8,500 
people. Both AEC and ABMB are providing technical assistance in over 50 
countries, For the Departments Water and Natural Resources Management 


(WNRM) and Management Consultancy, as well as for strengthening our roster | | 


of consultants, we are looking for international experts for short and long term: 
positions in ongoing and new projects (as well as for some vacant positions in our E 
Head Office in the Netherlands) in the following fields: cal 
AEC 

1. RIVER BASIN PLANNING & MANAGEMENT 

2. WATER RESOURCES POLICY DEVELOPMENT / ECONOMICS 

3. WATER QUALITY AND WATER RE-USE 

4. WATER SUPPLY AND SANITATION 

5. CLIMATE CHANGE RESPONSE STRATEGIES 

6. ISO 14000 AND CLEANER PRODUCTION TECHNOLOGY 

7. AGRICULTURAL MARKETING AND EXPORT PROMOTION 
ABMB 

8. MUNICIPAL MANAGEMENT AND FINANCE 

9. PUBLIC SECTOR MANAGEMENT AND REFORM 
10. UTILITY / INFRASTRUCTURE PRIVATIZATION / RESTRUCTURING 
11. SME POLICY, LEGAL AND REGULATORY 
12. BANKING AND CREDIT 
13. BASIC EDUCATION (Primary, Secondary, Adult and Continuing) AND 

TECHNICAL AND VOCATIONAL EDUCATION 

14. SOCIAL PROTECTION 
All experts should have significant international experience in their field 
and be fluent in English and have excellent writing and teamwork skills. 
For assignments in Eastern Europe, knowledge of EU procedures, 
guidelines and legislation would be an advantage. 
Candidates with relevant profiles should apply under ref 065.(1-14), 
(your choice) to: 065@arcadis.nl For further details please visit our websites: 
www.euroconsult.nl, www.bmb.nl and www.arcadis.nl 


International Monetary Fund 


For its headquarters in Washington, D.C., 
the international Monetary Fund is seeking: 


Qualified Accountants 


The International Monetary Fund (IMF) is seeking accountants to 
participate in safeguards assessments of central banks. This policy 
evaluates member country central banks' control, accounting, 
reporting and auditing systems to ensure that financial resources, 
including those provided by the IMF, are adequately monitored and 
controlled. The successful candidate is expected to prepare assessment 
reports, participate in missions to member countries, and contribute 
to the ongoing development of the conceptual safeguards assessment 
framework. Additional information concerning safeguards assessments 
can be found on the IMF's website under the heading of IMF Finances. 


QUALIFICATIONS: An advanced university degree in accounting, : 
business administration, finance or economics, or equivalent, as well ` 
as professional certification in accounting (CPA/CA) are both required. ` 
A minimum of three years of auditing experience, preferably with a 
large intemational accounting firm, and full knowledge of International 
Accounting Standards and Intenational Standards on Auditing are 
required. Experience with central bank operations and knowledge 

of French or Spanish are highly desirable. 


TO APPLY: Qualified candidates are invited to apply online through 
the IMF's website at www.imf. ere en by 

November 18, 2002 making explicit reference to 

Vacancy No. R02325B. 


Further details about the role and function 
of the IMF ara provided an its website: 


http.//www.imf.org 








Is the capital you seek 


just out of reach? 





Traditional financing sources tend 
to reward companies that follow 
certain rules. But if your plans 
don't submit to convention, you 
could be denied the capital you 
need. Enter Centre. At Centre, we 
know how to uncover capital. With 
a careful balance of discipline and 
innovation, we help make deals 
happen through unique forms 

of credit enhancement, financial 
products and insurance coverage. 





CENTRE 


centresol ut j ons.com A member of the vA Zurich Financtal Services Group 


] 











Bermuda Dublin Hong Kong London New Jersey New York Paris San Francisco Sydney Zurich 
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Special report George Bush 


On his high horse 


WASHINGTON, DC 


s progress 


In the wake of his party's remarkable electoral performance, can George Bush now 


unlock America's political stasis? 


HE 2002 mid-term elections were an 

extraordinary success for George Bush. 
The Republicans have expanded their con- 
trol of the House of Representatives and 
even regained the Senate. By the light of 
history, this was remarkable. During its 
first term, the party that controls the White 
House has never won back the Senate, and 
has lost seats in all but two of the past 34 
mid-term elections. Had normal patterns 
prevailed, the Democrats should have 
done well, with the economy weak and 
the stockmarket down over 40% from its 
high point in March 2000. 

That they did not has much to do with 
Mr Bush himself. With his high personal 
approval ratings~-60% of the population 
still regard him favourably—-he seems to 
have broken the usual rule for mid-terms: 
that presidents can harm their party but 
seldom do much good. 

In the month before election day, Mr 
Bush campaigned like a man with his 
shirt-tail on fire. Breaking with his reputa- 
tion as a man "above politics", he threw 
his prestige into the battle. His frenzy of 
campaign appearances in the final stretch, 
when he visited 15 states in six days, may 
well explain the last-minute shift towards 
the Republicans and could have tipped the 
balance in several close Senate races. 

Mr Bush is not just the Republican 
Party's biggest electoral draw. He is also its 
champion fundraiser and dominant deci- 


sion-maker. He has centralised in the 
White House the power to take many 
party-political decisions. He intervened in 
at least three Senate races, overruling local 
favourites and picking moderate candi- 
dates more to his liking. Two of them— 
Saxby Chambliss in Georgia and Norm 
Coleman in Minnesota—won their races 
against the odds. 


The great divide 

Having successfully bucked one historical 
trend, the question now is how far Mr 
Bush can break free of another: the elec- 
toral tie that has dominated American pol- 
itics since the early 1990s. Here, the evi- 
dence is mixed, but there are hints that he 
may be starting to change the landscape a 
little. If so, this would prove the most im- 
portant story of the mid-term elections. 

As Rhodes Cook, a political analyst, 
points out, if you add up all the congres- 
sional votes between the last round of re- 
districting in 1991-92 and 2000, you get 
204m Republican votes and 203m Demo- 
cratic ones. The parties came within a 
whisker of one another in the elections of 
1996, 1998 and 2000. Bill Clinton was re- 
elected president with 49% of the vote. Mr 
Bush got 48% in 2000. This was the same 
number, over and over again: the 50-50 na- 
tion (or, as one misprint put it, "America: 
the so-so nation"). 

Such political divisions cannot easily 





be shifted by any president, let alone in 
two years, because they reflect deep demo- 
graphic divisions. In 2000, Democrats 
took an overwhelming share of urban vot- 
ers, Republicans a large share of rural vot- 
ers, and the suburbs split evenly between 
the two. The 50-50 nation appears to be 
made up of two big, separate voting 
blocks, with only a small number of swing 
voters in the middle. 

So it would be asking a lot for Mr Bush 
to change America's political landscape. 
Yet there is some evidence he may—just 
may --be starting to. Republicans won 53% 
of all votes in the Senate races. This is the 
same share Mr Bush's father won in 1988, 
before parity set in. Admittedly, this is not 
a nationwide figure (there were only 34 
Senate races). It is not a decisive break with 
the 50-50 pattern. But it does stretch that 
pattern to the limit. And in several states 
that were close in 2000, including Florida 
and Minnesota, the margin of Republican 
victory was larger than expected. 

Not too much should be read into the 
result of one election. Newt Gingrich mis- 
took the 1994 mid-term Republican land- 
slide as proof of permanent change, and 
over-reached to his cost. Yet it is worth 
remembering that a 50-50 division is ex- 
tremely rare in America. For most of its his- 
tory, one party has dominated—Republi- 
cans between the 1890s and the early 
1930s, Democrats from then until the 
1980s. The last period in which neither 
side was able to establish a clear advantage 
was the 1880s. And because political stasis 
is so rare, it should also, on the face of it, be 
amenable to change. 

Mr Bush has a better chance than most 
to break the deadlock. To begin with, he 
was, when elected, the first Republican in 
50 years to control all three branches of 
government. He has now regained unified » 
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greater power to initiate legislation. 

Next, some long-term trends in Amer- 
ica ought to help Republicans more than 
Democrats. On the campaign trail, Mr 
Bush's chief political adviser, Karl Rove, ar- 
gued that the president had an opportu- 
nity to pave the way for a period of Repub- 
lican dominance by extending his party's 
appeal to new immigrants and "new econ- 
omy” wotkers-rather as President McKin- 
ley did in the 1890s, breaking an earlier 
period of deadlock, by attracting votes 
from European immigrants who were 
powering America’s industrial cities. 

Mr Rove's thesis is more plausible than 
some suppose. Over the past decade, there 
has been a sharp increase in the number of 
people who own shares, and a huge 
growth of new immigrants. Corporate 
scandals and a falling stockmarket have 
slashed the value of portfolios, but it 
seems clear that people do not blame Mr 
Bush or his party for this. As for the new 
citizens, they are often socially conserva- 
tive. Mr Bush won 40% of the Latino vote 
when he was governor of Texas. This time, 
Republicans won two of the biggest states 
with large Hispanic minorities (Florida 
and Texas) and narrowed the Democratic 
majority in California. 

The other helpful trend for Republicans 
has been the recent weakness of the other 
side. In this election, the Democrats failed 
to offer any constructive alternative econ- 
omic policies and were split on Iraq. It is 
true that they have been tenacious in 
hanging on to, and turning out, their tradi- 
tional constituencies—trade union voters, 
blacks, teachers and others. But the Demo- 
cratic alliance is even more fractious than 
the Republican one. Union members are 
declining as a share of the population, 
though not of the electorate. This time, 
blacks seem to have stayed home in 
droves. If, as is possible, Democrats react to 
their disappointments by drifting to the 
left, Mr Bush should have a good chance to 
pick up votes in the centre. 

Lastly, political deadlock is often ended 
by ground-shaking events at home and 
abroad. In the past two years, the boom of 
the 1990s has bust. The collapse of Enron 
has sparked the biggest crisis in corporate 
governance for decades. The attacks on the 
World Trade Centre have transformed 
America’s sense of its own vulnerability 
(the Senate is debating the largest reorga- 
nisation of government since the 1940s in 
the new Department of Homeland Secu- 
rity), and have transformed its relations 
with the rest of the world. The country is 
preparing for possible war with Iraq. 

Against that background, a partisan 
breakthrough should at least be possible. 
That the mid-term elections show only 
hints of it reflects partly the intrinsic diffi- 
culties of changing a political landscape, 
and partly Mr Bush’s own record. In es- 





sence, he chose to ignore the closeness of 
his 2000 election victory and sought to 
govern as if he had a mandate for his plat- 
form. This worked, in the sense that his 
first year saw two big legislative victories. 
Yet it complicated his attempt to appeal 
past the divide of American partisanship. 


The record so far 

On the campaign trail of 2000, Mr Bush of- 
fered three main domestic programmes— 
tax cuts, education reform and “com- 
passionate conservatism” (whatever that 
meant). Despite his party’s loss of congres- 
sional seats, Mr Bush signed a $1.35 trillion 
tax cut—the largest since 1981—into law in 
June 2001 on a strict party-line vote in the 
House of Representatives. This was speed- 
ier than Ronald Reagan's tax cut, which 
was signed nine months after an over- 
whelming election victory. 

Mr Bush's other main domestic 
achievement was a 1,000-page education- 
reform bill which had, as its centrepiece, a 
plan to test every public-school pupil be- 
tween the ages of eight and 13 and to sanc- 
tion schools and school systems for fail- 
ures. This, too, fulfilled a campaign 
promise to "leave no child behind" by giv- 
ing more money to schools but increasing 
their accountability for the way they spent 
it. Unlike the tax cut, this measure won a 
lotof Democratic support. Indeed, Senator 
Edward Kennedy wrote much of it. 

Between them, these measures gave Mr 
Bush a political identity as a small but not 
anti-government conservative. The tax cut 
was the conservative bit, restraining the 
public sector in a time-approved manner: 
by choking off cash. It also split the Demo- 
cratic Party, because 12 Democratic sena- 
tors, most in close contests, voted for it. 

The education bill was the small-gov- 
ernment bit, showing that Democrats 













have no monopoly of social concern, and 
that Republicans have a distinctive ap- 
proach to matters like education: they are 
no longer just the party that says No. Mr 
Bush thereby managed to combine two of 
the main, and sometimes conflicting, 
strands of recent Republicanism: “leave- 
us-alone" tax-cutting ideologues and the 
sort of pragmatic, social-policy types to be 
found among Republican governors. 

Whether these policies have been suc- 
cessful, however, is a different matter. Mr 
Bush was lucky with the timing of his tax 
cut, which provided a measure of stimulus 
as the economy slipped into recession last 
year. The stimulus increased thanks to the 
expansion of government spending after 
the terrorist attacks of September 2001. All 
that helped the economy. 

On the other hand, most of the tax cut 
was “back-loaded”—that is, its main im- 
pact will be felt after about 2008. When 
that happens, all things being equal, it 
should help economic growth. But it will 
also reduce future administrations’ room 
for fiscal manoeuvre, even though no one 
knows what the economy will be like in 
2008. So while the measure's short-term 
impact has been modest and beneficial, its 
longer-term impactis larger and uncertain. 

The education bill has also had mixed 
effects. School-testing has improved edu- 
cation in many states, and the federal gov- 
ernment has a good case for encouraging 
more of it. But, argues Chester Finn, the 
president of the Fordham Foundation, 
some of the law's provisions are not being 
implemented because they cannot be. 
Any district with failing schools is required 
to offer pupils an alternative. Many do not 
have one. Other provisions are being un- 
dermined by states that dislike them. Each 
state is required to propose its own reading 
and arithmetic tests within 12 years. That » 
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» timetable has had the perverse effect of 
causing states that were working slowly to 
bring in tough tests to give up and propose 
easy ones. Other states are trying to fudge 
definitions of what counts as a "highly 
qualified teacher" in order to circumvent 
top-down requirements for more. 

It is unfair to judge Mr Bush on these 
two policies alone (voters certainly did 
not). But when you add to that uneven 
achievement the fate of "compassionate 
conservatism" and his administration's re- 
sponse to corporate scandals, it is easier to 
see why Mr Bush's record as a landscape- 
changing president is only mixed. 

The essence of compassionate conser- 
vatism is that it tackles traditional Demo- 
cratic issues~poverty, drug addiction, illit- 
eracy, recidivism-in a conservative way, 
by giving more choice to recipients of gov- 
ernment money and also setting tougher 
targets. Proponents of compassionate con- 
servatism also argue that it can create new 
electoral alliances to help break the 50-50 
deadlock—alliances, say, of high-minded 
suburbanites who support social-policy 
reform, people in inner cities freed from 
the ravages of crime and drug abuse, and 
conservative blue-collar workers. This is 
not a pipedream. Republicans like Ru- 
dolph Giuliani in New York city and 
Tommy Thompson in Wisconsin showed 
thatit can work at state and local level. 

But it has not so far translated to the na- 
tional sphere, and that is partly Mr Bush’s 
doing. He dropped school vouchers from 
the education bill. He did not protest when 
his proposal to involve religious institu- 
tions more in social policy (the “faith- 
based initiative”) was eviscerated in Con- 
gress. Most important, he has not yet gone 
to the public to say he is serious about 
“compassionate conservatism” or even to 
explain what it means. It is hardly surpris- 
ing that the landscape-reshaping conse- 
quences have been modest. 

Especially when you compare the ad- 
ministration's response to corporate scan- 
dals. It is possible that had Mr Bush re- 
sponded quickly to the Enron scandal, and 
initiated some of the reforms he ended up 
embracing, he might have altered the Re- 
publicans' image as a party in hock to big 
business. Instead, he dragged his feet over 
accountancy reform and has been embar- 
rassed by the continuing chaos at the Se- 
curities and Exchange Commission. This 
left the president looking hidebound by 
traditional corporate interest groups, and 
made it much harder for him to launch an 
appealto new voting coalitions. 


Facing anew world 

Still, for most people, compassionate con- 
servatism, tax cuts and corporate malfea- 
sance matter much less than national secu- 
tity. This, since September 11th, has 
defined Mr Bush's administration. Elec- 
torallv.it helped Republicans. Not because 


war with Iraq is popular (doubts are grow- 
ing). Nor because the attacks of September 
2001 have left a lasting impression on the 
domestic political landscape (they have 
not. Rather, it is because Mr Bush's re- 
sponse to those attacks kept his personal 
approval ratings high, and because na: 
tional security-broadly conceived—pre- 
vented the economy or any single domes- 
tic matter from dominating the election. 

Foreign policy is also one area where 
control of Congress will not be so impor- 
tant. Over time, national security has be- 
come more and more a presidential pre- 
rogative. After September 11th, partisan 
differences over Russia, China and North 
Korea have faded. Democrats support Mr 
Bush's defence build-up, and Republicans 
support increased foreign aid. 

Only on Iraq is there the making of par- 
tisan division, and this will certainly affect 
the president's future standing. A clear-cut 





victory over Saddam Hussein would be 
his own triumph and would benefit him 
accordingly. If anything were to go wrong, 
however-either in the military phase or, 
more probably, afterwards-the Demo- 
crats, as the more reluctant warriors, 
would hold him responsible. 

Thatis for the future. What is most strik- 
ing now is the way in which Mr Bush’s for- 
eign policy has changed. Before Septem- 
ber 2001, he had seemed to be following a 
policy of classic Realpolitik: it was all 
about power and America’s freedom of 
manoeuvre. He withdrew from interna- 
tional treaties he disliked, such as the 
Kyoto protocol, and made almost no use of 
diplomacy to express what he wanted. 

The climax of this approach appeared 
to come in September this year, with the 
announcement of the policy of pre-emp- 
tion. From now on, America, in Mr Bush's 
words, would act against "emerging 
threats"—most notably Saddam Hussein's 








attempts to procure nuclear weapons— 
"before they are fully formed". The world 
outside America has noted, and worries 
about, this policy more than any other. Yet 
it masks subtler changes in Mr Bush's for- 
eign-policy thinking that America's allies 
may find more congenial. 

For one thing, Mr Bush has chosen (for 
the moment) to work through the UN on 
Iraq, giving substance to his stated prefer- 
ence for pre-empting multilaterally. This is 
also an intriguing reassertion of an old- 
fashioned east-coast Republican interna- 
tionalism that had seemed to be dying. 

Mr Bush also increasingly associates 
American power with the espousal of uni- 
versal democratic principles-something 
that may persuade other countries to ac- 
cept American hegemony more readily. 
He talks far more about removing the long- 
term causes of terrorism—not poverty, but 
the resentment that grows from lack of 
proper representation in countries that 
sponsor terrorism. In short, Mr Bush is 
morphing into a “national-greatness con- 
servative"—one of those who argue that 
America should use its power to help re- 
form countries in the light of its demo- 
cratic ideals. 


In search of greatness 

This is a reversal. During the Republican 
primary campaign of 2000, national 
greatness types had supported John 
McCain, who argued that America itself 
needed reform to prevent special interests 
stifling its democracy. Mr Bush rejected 
that view both on the campaign trail and 
in office (witness his response to the cor- 
porate scandals). Yet he has ended up pick- 
ing the foreign bit of the national-greatness 
agenda, if not the domestic part. 

Thatis a strength and a weakness. Itis a 
strength because it means Mr Bush ap- 
peals to national-greatness Republicans as 
well as to small-government conserva- 


tives. Butitisa weakness becauseitcreates - 


tension between the foreign and domestic 
sides of his presidency. The most obvious 
example is the contrast between the 
strength of his foreign-policy team and the 
lack of experience and clout of the econo- 
mists. A more subtle example is Mr Bush’s 
unwillingness to rally Americans to any 
wider national goals after September 11th. 
Perhaps most important, the simple cost of 
the defence build-up and of possible ac- 
tion in Iraq would leave less money for 
some of the social policies that national- 
greatness types would like to see. 

Clearly, these tensions have not weak- 
ened Mr Bush’s presidency. This week’s 
elections show that he is in fine shape, and 
has a chance to get in better shape in two 
years’ time. But the danger remains that 
the tensions could grow-the inevitable re- 
sult, perhaps, of trying to manage a world 
that is changing fast and a country that is 
changing only slowly. & 
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Behind closed doors 


BEIJING 


China's change of leadership, now under way in Beijing, marks the beginning, not 


the end, of a secretive succession struggle 


FTER more than half a century in 
power, and for the first time in China's 
history, the Chinese Communist Party is 


on the verge of a leadership change that in- 


volves neither the death nor the over- 
throw of an incumbent. At the party's 16th 
congress, which begins on Friday, Jiang Ze- 
min, a man once widely dismissed as a 
lightweight, is likely to give up his 13-year 
tenure as party chief and move into semi- 
retirement. China will trumpet this as evi- 
dence that, in spite of all the economic and 
social problems the country faces, its poli- 
tics are stable and its leaders are full of con- 
fidence. It will be wrong. 

The five-yearly congress, held in Beij- 
ing's Great Hall of the People, will appoint 
anew Central Committee (currently about 
330 members, of whom about 40% are “al- 
ternates" with no voting rights). This will 
meet immediately afterwards to give its 
rubber-stamp approval to a new line-up of 
the ruling Politburo (currently 21 mem- 
bers, of whom seven will serve on its all- 
important Standing Committee) that for 
months has been the subject of bitter feud- 
ing between party leaders. 

A couple of months ago there was 
widespread speculation that Mr Jiang 
might keep his job as general secretary. 
Though he is 76, he is not formally obliged 
to stand down. But now it seems likely 
that, for the first time in 15 years, Mr Jiang 
will not be in the Politburo. This would be 


in line with a new though unwritten rule 
that nobody over 70 should be appointed. 

The biggest question is whether Mr 
Jiang will continue serving as chairman of 
the party's Central Military Commission, a 
position that makes him supreme com- 
mander of the armed forces. Some observ- 
ers believe that Mr Jiang will give up the 
post next week. He would then complete 
his formal retirement at the annual session 
of the legislature, the National People’s 
Congress, which is due to be held next 
March. This would involve stepping down 
as state president (which he is constitu- 
tionally obliged to do, having served two 
terms) and as chairman of the state’s Cen- 
tral Military Commission (a body confus- 
ingly identical to the party’s body of the 
same name). 

But on the eve of what could be the big- 
gest change of leadership in China since 
the death of Mao Zedong in 1976, little is 
really known for sure. It is all but certain 
that Hu Jintao, a so far colourless 59-year- 
old former engineer, will be touted by the 
party as China’s new leader after the new 
Central Committee meets, probably at the 
end of next week (in keeping with the 
party’s traditional secrecy, only the open- 
ing date of the congress has been made 
public). But the extent to which that will 
really be true will be hotly debated. Mr 
Jiang will continue to exert influence, pos- 
sibly as head of the Central Military Com- 
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mission, but, if not, then through his allies 
in the Politburo. It is a safe bet that his re- 
tirement will be incomplete, at best. 

The new Politburo—and particularly its 
Standing Committee-is likely to be 
stacked with Mr Jiang's supporters. Mr Hu, 
after all, was not Mr Jiang's choice. It was at 
Deng Xiaoping's request that he was pro- 
moted to the Standing Committee ten 
years ago with a view to succeeding Mr 
Jiang. None of the new Standing Commit- 
tee members are likely to be protégés of Mr 
Hu. He has no power base of his own to 
call upon for support. Even though Mr 
Jiang's succession arrangements have 
been unusually smooth compared with 
those of Mao and Deng, there are still good 
reasons why the party should worry 
about the future stability of its leadership 
and indeed about the future of the 66m- 
member party itself. 

It is true that Mr Jiang himself came to 
power in the wake of the Tiananmen 
Square protests in 1989 with many of the 
disadvantages now faced by Mr Hu. In 
some ways, Mr Jiang was in an even worse 
position. He was a provincial leader— 
Shanghai's party chief—with no experi- 
ence in the armed forces (Mr Hu was ap- 
pointed vice-chairman of the Central Mili- 
tary Commission in 1999) and was only an 
ordinary member of the Politburo. 

But Mr Jiang had the backing of power- 
ful elders, including a still living Deng. He 
also used a loyal aide with superior 
knowledge of Beijing's political intrigues 
to plead his case with the elders. That aide, 
Zeng Qinghong, looks likely to be re- 
warded by Mr Jiang with membership of 
the Politburo Standing Committee after 
this congress. Mr Hu will have enormous 
difficulty outmanoeuvring such a skilled 
political operator. 

Even if Mr Hu were able to appeal to re- ») 
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> tired or semi-retired elders for support, it is 
unlikely that they would be able to exert 
power in the way Deng and his octogenar- 
ian colleagues (the eight Immortals, as or- 
dinary citizens liked to call them, all but 
one of them now dead) did in the late 
1980s and early 1990s. Apart from Mr 
Jiang, the most influential elders will be 
the chairman of the National People’s 
Congress (or parliament), Li Peng and the 
prime minister, Zhu Rongji, both 74, who 
are expected to retire next year. 

Another may be the 68-year-old Li Rui- 
huan, who is head of the parliament’s ad- 
visory body, the Chinese People’s Political 
Consultative Conference. Beijing has been 
awash with rumours that Mr Li, a rival of 
Jiang’s, will also retire from the Polit- 
buro—a last-minute compromise that 
could help edge Mr Jiang out of the mili- 
tary commission. 

None of these men has anything like 
the revolutionary credentials or standing 
within the party enjoyed by the Long 
Marchers of Deng's generation. Mr Jiang is 
the butt of jokes among party officials, 
who resent his vanity and the dominance 
of the "Shanghai faction" he has built up 
around him. Li Peng is widely disliked for 
his prominent role in the crushing of the 
Tiananmen Square protests. Rumours of 
corruption have also long swirled around 
members of his family. 

Mr Zhu-though lionised by foreign 
businessmen-is considered by many in 
the party to be arrogant and abrasive. Li 
Ruihuan, a plain-spoken reformist, is more 
popular among ordinary Chinese and 
party members. But he does not have 
enough clout in key institutions such as 
the armed forces to help Mr Hu much. 

Hu Jintao's strongest supporter in the 
Politburo is likely to be Wen Jiabao, who is 
all but certain to replace Mr Zhu as prime 
minister next March. Mr Wen is a quietly 
spoken consensus-seeker rather than an 
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Still a sea of troubles 


PHNOM PENH 
But China makes a generous gesture 


EMBERS of the Association of 

South-East Asian Nations (ASEAN) 
came to their annual summit in Phnom 
Penh this week hoping a solution to dis- 
putes over the Spratlys, a group of is- 
lands in the South China Sea, would 
come out of it. They had wanted China 
to sign a new code of conduct covering 
the islands. But China has always re- 
fused to sign a legally binding agreement 
to prevent armed conflict, and showed 
no sign of changing its mind. 

The summit had little choice but to 
accept a much watered-down version 
document, called *a declaration of con- 
duct". Vietnam wanted the declaration 
to include a promise not to build new 
structures on the islands in pursuit of 
territorial claims. China has said no. 

Four ASEAN countries—Malaysia, the 
Philippines, Vietnam and Brunei—claim 
sovereignty over parts of the Spratlys, 
which are thought to be rich in oil and 
gas. China and Taiwan seek sovereignty 
over all the 100-odd islands of varying 
size, some no more than reefs. The dis- 
pute has in the pastled to armed clashes 
between China, Vietnam and the Philip- 
pines. A Philippine official said this 
week that his government still expects 


aggressive politician (much like Mr Hu 
himself). But while being courteous to col- 
leagues has helped Mr Hu and Mr Wen 
make it to the top, staying there and using 
their power effectively will require other 
political skills that both have yet to dem- 
onstrate. Some observers believe Zeng 





incidents to arise over claims to Spratlys, 
given that the summit had not settled 
any territorial disputes. 

Still, the summit proved to be a gener- 
ally friendly one; the Chinese prime 
minister, Zhu Rongji, put in an affable 
guest appearance. The leaders agreed to 
set up a free-trade zone between China 
and the more developed ASEAN econo- 
mies by 2013. 

China said that, as an act of friend- 
ship to the host nation, all old Cambo- 
dian debts to Beijing, some dating back 
to the 1960s, had been written off. It is 
believed that Cambodia owed China at 
least $210m. A Cambodian minister re- 
marked that this was a smart move for 
China, given that many old debts would 
never have been repaid anyway. 

Last month it was reported that 
China's military aid to Cambodia in 
2003 will be tripled to $2.4m. At the sum- 
mit Mr Zhu said that in addition China 
would lend Cambodia $12.5m free of in- 
terest. Over the past two years a succes- 
sion of high-ranking Chinese 
delegations to Cambodia, along with va- 
rious aid commitments, has greatly in- 
creased Chinese influence over one of 
ASEAN'S poorest members. 


Qinghong and not Mr Hu will emerge as 
China's most powerful figure as Mr Jiang's 
authority fades. 

Mr Zeng and fellow protégés of Mr 
Jiang are likely to be the dominant faction 
in the Politburo Standing Committee. 
Members of this group are likely to include 
Wu Bangguo (tipped to become first dep- 
uty prime minister), Huang Ju (until a few 
days ago the party chief of Shanghai) and 
Jia Oinglin (until recently the party chief of 
Beijing). Luo Gan, the party's head of inter- 
nal security and a protégé of Li Peng, is also 
a strong candidate. If Li Ruihuan leaves the 
Politburo, Huang Ju would be a likely, if 
uninspiring, choice to become head of the 
National People's Congress and Jia Qin- 
glin could succeed Mr Li as chairman of 
the legislature's advisory body. 


Adapt or die? 
Mr Hu may find that allegiances shift once 
Mr Jiang is no longer in office, perhaps 
even in his favour. But more probably the 
Politburo will consist of contending 
groups with no clear voice of authority. 
That does not bode well for a country 
which will face enormous social and econ- 
omic stresses in the coming years as its 


state-owned industries crumble, its mar- >> 








* kets open wider to foreign competition, 
the gap between rich and poor grows, cor- 
ruption spreads and a fast-growing middle 
class begins to demand greater political in- 
volvement. "There is a danger when so 
many new leaders come into position, and 
they are not used to working with each 
other very well, that cases of social unrest 
may sharpen differences and create insta- 
bility," says Jean-Pierre Cabestan of the 
French Centre for Research on Contempo- 
rary China in Hong Kong. 

Mr Jiang appears belatedly in his career 
to have recognised that the party is failing 
to adapt to the wrenching changes around 
it. The congress is expected to revise the 
party charter to include his idea of the 
“Three Represents”. This concept, first un- 
veiled two years ago, suggests that the 
party represents not only its traditional cli- 
entele of workers, peasants, intellectuals, 
soldiers and officials but also new social 
forces such as private enterprise. For the 
first time, a sprinkling of private business- 
men has been included among the 2,100- 
odd delegates to the congress. It is even 
possible that one or two will make it on to 
the new Central Committee. 

The revised party charter is likely to 
mention Mr Jiang by name as the author of 
the "Three Represents", much to the an- 
noyance of many in the party who regard 
this as an attempt by Mr Jiang to prolong 
his influence and create a personality cult. 
But, by raising the idea, Mr Jiang has made 
it easier for the party to co-opt the middle 
class rather than be marginalised by it. 
From the party's perspective, such a step is 
essential-even though more orthodox 
Maoists, of whom there are still a surpris- 
ing number around, find Mr Jiang's admis- 
sion of "exploiters" into the party ranks 
difficult to swallow. 

China's new leaders, of whatever fac- 
tion, are likely to pursue Mr Jiang's efforts 
to woo private business. Party literature is 
suffused with a sense of crisis about the 
way the growth of private enterprise and 
the decay of the state sector are eroding the 
party's grip. In moribund state-owned en- 
terprises, party members are often as de- 
moralised as ordinary workers and some- 
times even lead protests (though party 
regulations explicitly ban members from 
joining such activities). 

In 2000, 82% of private businesses had 
no party members (all state-owned enter- 
prises have not only members but also 
party cells). In rural China, party control at 
the grassroots is similarly under assault as 
power shifts to village chiefs (many of 
them not party members) directly elected 
by villagers. Thís has resulted in fierce 
power struggles between party cadres and 
elected officials in many rural areas. 

The congress will try to shore up the 
party's legitimacy by stressing the need for 
greater "inner-party" democracy. But in 
this area Mr Jiang has come up with no 


new ideas. At best it will involve extending 
the practice of giving low-level party orga- 
nisations a choice of more than one candi- 
date to fill a party post. The Tiananmen 
protests and the collapse of communism 
elsewhere still haunt the party so much 
that nobody in the leadership is willing to 
grasp the issue of political reform. 

Bao Tong, a former member of the Cen- 
tral Committee who helped to organise the 
party's 13th congress in 1987 (and was sen- 
tenced to seven years in jail for being on 
the wrong side in the power struggle that 
erupted during the Tiananmen demon- 
strations), says that, if inner-party reforms 
under way in the late 1980s had been pur- 
sued, the party by now would have multi- 
ple candidates for the post of general secre- 
tary. "Very unfortunately, [the unrest in] 
1989 marked an end to any progress with 
inner-party democracy, if not a retreat 
from it," Mr Bao says. 

Despite its proclaimed stability, the 
party is still fearful of a Soviet-style col- 


Pakistan 


Make my day (or government) 


LAHORE 


Politics is deadlocked between Islamists, moderates and the military 


N MOST democratic countries, govern- 

ments are made and unmade in parlia- 
ment. Not so in Pakistan. A month after the 
general election of October 10th returned 
a hopelessly fractured parliament, there is 
still no knowing when parliament will ac- 
tually meet to approve a prime minister. 

It was scheduled to convene on No- 
vember 8th, but, with 36 hours to go, the 
supporters of General Pervez Musharraf, 
Pakistan's self-appointed president, forced 
a postponement. The problem that led 
them to do this is the fact that none of the 
three main parties in the house can muster 
a simple majority. This makes a coalition 


























lapse. Outspoken critics, like Mr Bao, are 
kept under close police surveillance. The 
general secretary at the time of Tianan- 
men, Zhao Ziyang (for whom Mr Bao 
worked), remains under house arrest. Mr 
Hu has given no indication that he is a 
closet liberal impatient to revive political 
reforms. Indeed, the indications are other- 
wise. As party chief in Tibet he imposed 
martial law in 1989 and organised the bru- 
tal suppression of anti-Chinese unrest. 

His speeches give warning of the dan- 
gers of ideological deviation and the threat 
posed by western ideology. A state-con- 
trolled publication, News Weekly, says that 
Beijing's police have been on high alert 
since September to prevent attempts by _ 
organisations such as the Falun Gong cult 
and “hostile elements inside and outside .. 
China" to sabotage the congress. The con- _ 
gress will mark the start of Mr Jiang's pro- | 
tracted withdrawal from politics, but that 
alone is no reason to expect any big- 
changes in China. @ 


government inevitable. But any such co- 
alition has to win the approval of General 
Musharraf. And that is much easier said 
than done. 

To offer even a hint of stability, a gov- 
ernment needs the support of about 180 
members in the house of 342. With 118 
seats, the pro-Musharraf Pakistan Muslim 
League-Quaid (PMr-Q) is the leading con- 
tender for government. But it hates the 
Pakistan People's Party (PPP) of Benazir — 
Bhutto, a former prime minister now in ex- 
ile, which has 81 seats. General Musharraf, 
too, is acutely averse to sharing power 
with Miss Bhutto. He is, after all, prosecut- »* 
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> ing her for corruption, and he disqualified 
her from fighting the election. Instead, the 
PML-Q has been flirting with the Mutta- 
hida Majlis-i-Amal (MMA), the six-mem- 
ber alliance of religious parties that 
stunned everyone by winning 60 seats. 

But the MMA's condition for joining 
any coalition has been that it wants its 
leader, Maulana Fazlur Rahman, to be 
prime minister. This is not acceptable to 
the president. Maulana Rahman and his 
partners in the MMA have vowed to Isla- 
mise Pakistan, close down American bases 
in the country, and put a stop to the Ameri- 
can hunt for al-Qaeda operatives. A gov- 
ernment with the MMA in it would dis- 
may the West, whose economic and 
political support Pakistan badly needs. 

Miss Bhutto, though, has no such com- 
punctions. She has hit back at General 
Musharraf by threatening to ally herself 
with the MMA and to offer the prime min- 
istership to Maulana Rahman, though it is 
not clear that she was being serious. The 
PPP, the MMA and the PMr-N (a party led 
by another ousted former prime minister, 
Nawaz Sharif, with 19 seats) together hold 
160 seats and are expecting the support of 
at least ten religious-minded members 
from the tribal areas, plus a couple of oth- 
ers from tiny parties, for a total of about 
173, a majority of one. 


The general's options 

This leaves General Musharraf with two 
options. He can manoeuvre the PML-Q 
into joining hands with the PPP and the 
small groups of moderates to form a sort of 
national government. Or he can help the 
PML-Q win defectors from the PPP by re- 
scinding the constitutional provision 
against floor-crossing and bribing and ca- 
joling parliamentarians to switch parties. 

Until now, neither plan has seemed ap- 
petising. In return for giving the PPP's sup- 
port to the pro-Musharraf camp, Miss 
Bhutto insists that the general accept her 
PPP nominee, Makhdoom Amin Fahim, as 
prime minister. She also wants all corrup- 
tion cases againsther to be dropped and all 
senior leaders of her party, including her 
husband Asif Zardari, to be released from 
prison. So far General Musharraf has re- 
fused to eat so large a helping of humble 
pie. But the other route, depending as it 
does on mass defections, is bound to look 
sleazy, and may well not work. 

General Musharraf has now succeeded 
in obtaining a postponement of the open- 
ing of parliament, though it is not clear if 
that will be enough. Miss Bhutto was in- 
censed. “We want parliament to be called 
immediately and we shall take the oath 
only under the constitution before it was 
unilaterally amended by Musharraf," she 
said. That hints at another big headache 
for the general, whose only claim to the 
presidency relies on his own rewriting of 
the constitution. Interesting times. W 
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Bicycling Tigers 
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Peacemakers are on a roll; but the hard parts are still ahead 


EACEMAKING, like making war, has a 

momentum of its own. That at least is 
the hope of all those involved in ending Sri 
Lanka's 19-yearlong conflict. A second 
round of peace talks that wound up in 
Thailand on November 4th surpassed 
expectations. That reflects the modesty of 
the negotiators' goals, but also their appar- 
ent determination not to let the chance of 
peace slip. They know that, as on a bicycle, 
forward movement is the only alternative 
to falling off. 

The talks, mediated by a Norwegian 
deputy foreign minister, brought together 
representatives of the Sri Lankan govern- 
ment and of the Liberation Tigers of Tamil 
Eelam. Some 65,000 people have died in 
the war waged by the Tigers to secure a 
separate homeland in the Tamil-domin- 
ated north-east of the country, free from 
the depredations inflicted on them by the 
country's Sinhalese majority. 

In a ceasefire in February, the Tigers 
agreed to stop fighting and bombing. At 
the first round of peace talks, in Septem- 
ber, they agreed to settle for substantial au- 
tonomy in the north-east rather than full 
independence. Having forsworn warfare, 
terrorism and separatism, they have now 
embraced democracy and a constitutional 
approach. Or so they say. 

It is probably too good to be true. The 
assessment of Rauff Hakeem, a member 
of the government delegation, was that 
the two sides were not even a quarter of 
the way even to an interim solution. Nev- 
ertheless, after the talks, the amiability 
with which the leaders of the two delega- 
tions posed for the television cameras 
planting a tree (with Norwegian help) 
seemed genuine enough. 

The talks were to concentrate on confi- 
dence-building measures, and issues such 


as removing mines, the fate of internal ref- 


ugees, and plans to attract foreign aid. In- 
deed, two sub-committees dealing with 
these issues were set up. But, unex- 
pectedly, so was a third—whose task is to 
start tackling the difficult political issues. 
This followed the Tigers' agreement to 
shelve, for now, their demand for an in- 
terim administration in the north-east. 
This was presented by Anton Balasing- 
ham, the Tigers' chief negotiator, as a rec- 
ognition of the speed and scope of the 
talks. More likely, it was intended to help 
the government of Ranil Wickremesinghe, 
Sri Lanka's prime minister. The govern- 
ment faces fierce opposition from some 
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Prabakaran: facing 200 years in jail 


Sinhalese nationalists to any deal with the 
Tigers, and cohabits awkwardly with an 
opposition president, Chandrika Kumara- 
tunga, who last month criticised attempts 
to chip away at Sri Lanka's constitution. 

An interim administration would re- 
quire a constitutional amendment, need- 
ing a probably unattainable two-thirds 
majority in parliament. Last month the 
government failed to secure an amend- 
ment that would have curtailed the presi- 
dent's power to dissolve parliament and 
call elections. 

The Tigers' other surprise was a com- 
mitment to enter the country's political 
system. To this end, Mr Balasingham said 
they were returning children drafted into 
their army to their parents. He also prom- 
ised that the Tigers, who their enemies say 
are more used to killing rivals than engag- 
ing them in debate, would accept the exis- 
tence of other political parties. 

Neither side has clean hands. The day 
the talks in Thailand began, the High Court 
in Colombo announced its decision in a 
case against Velupillai Prabakaran, the Ti- 
gers' reclusive leader, for planning a 
bombing in Colombo in 1996 in which 76 
people died. The court sentenced him in 
absentia to 200 years in prison. It made no 
difference to Mr Prabakaran. But, even if 
the negotiations have not solved the dis- 
pute, they have at least begun to discuss 
some of its most intractable aspects. B 
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South Korea 


A sorry legacy 


SEOUL 
President Kim Dae-jung's party is 
collapsing around him 


LEVEN MPs left South Korea's govern- 

ing Millennium Democratic Party 
(MDP) on November 4th. Others were ex- 
pected to quit later in the week. The num- 
ber abandoning the sinking ship may total 
more than 20. The party has never had a 
majority in the National Assembly, gov- 
erning as the leader of a coalition. Since 
the defections, it now holds fewer than 
100 seats in the 272z- member parliament. 

The defectors believe that Roh Moo- 
hyun, the Mpp’s candidate for the presi- 
dential election on December 19th, is un- 
likely to win. Mr Roh, a former human- 
rights lawyer, who was chosen in a series 
of American-style primaries, had an early 
wave of popularity, dubbed the “Roh tem- 
pest”. But the tempest has now subsided, 
in part because of the governing party’s 
own unpopularity. 

The defectors say they plan to form a 
negotiating group in an effort to replace Mr 
Roh. They say they will try to put pressure 
on the MDP to forge an alliance with an- 
other presidential candidate, Chung 
Mong-joon, a millionaire businessman 
whositsin the National Assembly as an in- 
dependent and formed his own party this 
week. The mpre and Mr Chung would then 
choose a single candidate who could run 
for president on a reformist platform. The 
MPS fear that, without such a plan, victory 
will go to Lee Hoi-chang, the candidate of 
the conservative opposition Grand Na- 
tional Party. Mr Lee is currently ahead in 
opinion polls, and may pick up the votes 
of disenchanted supporters of the MDP. 

Mr Roh has been reluctant to strike a 
deal with a man he regards as a rich boy, 
isolated from the daily concerns of ordin- 
ary people. But, bowing to pressure from 
party members, he now says that he 
would agree to a single candidate if there 
were an open primary. 

Mr Chung is a son of Chung Ju-yung, 
founder of the Hyundai industrial empire, 
who died last year. The elder Chung also 
ran for president, in 1992, but without suc- 
cess. The son is head of the Korea Football 
Association and was co-chairman of the 
Korean organising committee for the 
World Cup; he owed much of his recent 
support to the football fever that swept the 
nation this summer, when the national 
team become the first Asian side to reach 
the last four in the championship. He said 
that as president he would bring the na- 
tion twice the happiness they felt during 
the World Cup. 


Asian art market 


Asia 33 


London sells, America buys 


Britain displays its oriental treasures 


N THE market for Asian art, London, 

New York and Paris each has claims to 
be an important centre. Each city has a 
week or so in the autumn when dealers 
and auction houses make a special push 
to promote Asian treasures. London's 
started this week on November 7th and 
continues until November 15th. Around 
50 dealers are exhibiting in galleries in 
St. James's, Mayfair and Kensington. The 
British Museum has put on an exhi- 
bition, *7,000 Years of Chinese Jade", 
with experts lecturing on various Asian 
art themes. 

London dealers say that Britain is the 
world centre for expertise, conservation, 
restoration and packaging. *Of the 80 or 
so dealers of oriental art in England, 
about 15 are top dealers," says Giuseppe 
Eskenazi, chairman of Asian Art in Lon- 
don. New York has only five to eight top 
dealers of oriental art. As for Paris, this 
used to be the chief centre of the Asian 
art market, says Christian Deydier, a 
Paris dealer specialising in Chinese ar- 
chaeology. But he wistfully notes that 
London dealers took over after the sec- 
ond world war. 

One of Mr Eskenazi's competitors, 
James Lally, a dealer of Chinese art in 


Jade wars 


Though he is urbane and good on tele- 
vision, Mr Chung has lost ground by fail- 
ing to spell out his policies. He says he 
would bring *common sense" to politics, 
but any politician can claim to do that. 
With the football frenzy fading, his popu- 
larity seems to be fading too. 

All this political manoeuvring is taking 
place against the background of the sad fi- 
nal months in power of President Kim 


New York, says that London has a very 
strong, maybe the strongest, dealer mar- 
ket, but the majority of money is in 
America. Many London art dealers set 
up shop at New York's “Asia Week”, but 
none of the New York dealers exhibits at 
London's event. “The art market de- 
pends on where the money is," says Mr 
Lally. Most collectors are in America. 

At present, even in America, money 
is tight. The best stuff continues to be 
bought by the very rich, or devoted col- 
lectors or museums that are willing to 
pay for an object that comes up once in a 
lifetime. But while prices at the top are 
still very strong, the middle market has 
virtually disappeared. People who used 
to spend $30,000 to $50,000 a year on 
art are not buying any more. Auction 
houses had a fairly dismal time in New 
York's *Asia Week" this year, with many 
lots unsold. 

The balance of power in the market 
for Asian art should change if and when 
Japan recovers. Japanese have virtually 
dropped out of the market after a buying 
binge in the 1980s. Hong Kong, Beijing 
and Shanghai will also gain importance, 
even dominance, in a trade now com- 
manded by Europe and America. 





Dae-jung. His reputation has been bat- 
tered by a series of corruption scandals in- 
volving senior government officials and 
the conviction of two of his sons for influ- 
ence-peddling and tax-evasion. His “sun- 
shine policy" towards North Korea is dis- 
credited. In an effort to rescue the MDP, 
which he founded, Mr Kim has resigned as 
its president, and as a member. But it looks 
as though the party is beyond saving. m 
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The mid-term elections 


Mission accomplished 


WASHINGTON, DC 


While Republicans exult, the Democrats must face some hard questions 


dion Republicans won a historic victory 
on Tuesday. Since Lincoln's day, the 
president’s party has only three times 
added seats in the first mid-term election. 
Since 1946, in each such election, the presi- 
dent's party has lost an average of 25 seats 
in the House and four in the Senate. 

The Republicans retained control of the 
House, adding four more seats, and won 
back control of the Senate with 51 seats. In 
addition, they stand a chance of winning 
another Senate seat in Louisiana in a run- 
off, forced by that state's peculiar election 
laws, on December 7th. This gives them 
control of the entire policy-making ma- 
chinery of the federal government: Repub- 
lican government as far as the eye can see. 

The Democrats managed to win two 
closely watched Senate seats, Arkansas 
and New Jersey. But they lost a swathe of 
close Senate races: Colorado, Minnesota, 
Missouri, Georgia and New Hampshire. 
The Republicans added insult to injury by 
humbling the Democrats in Florida. Dem- 
ocrats had made a huge fuss about taking 
Jeb Bush's scalp, thus humiliating the pres- 
ident and avenging the Supreme Court's 
decision in Bush v Gore. A week ago Terry 
McAuliffe, chairman of the Democratic 


National Committee, breezily pronounced 
Mr Bush a goner. But in the end the presi- 
dent's brother easily held the governor's 
mansion. For good measure, Katherine 
Harris, the pouting secretary of state who 
so infuriated Democrats during the im- 
passe of 2000, comfortably won a seat in 
the House. 

It is possible to pick holes in these re- 
sults. The presidential party had fewer 
seats in play than normal. Gerrymander- 
ing has made it easier for incumbents to 
keep their seats. Presidents usually bring 
large numbers of vulnerable congressmen 
with them on their coat-tails: Ronald Rea- 
gan's Republicans won 33 additional seats 
in 1980 and then lost 26 in 1982. Mr Bush, 
who famously lost the popular vote in 
2000, had no coat-tails; that year, his party 
lost seats in both houses. 

But the results were nevertheless re- 
markable. The Republicans had 20 Senate 
seats up for grabs, more than the Demo- 
crats. And with a weak economy and a de- 
valued stockmarket, there were reasons 
aplenty to punish the ruling party. Yet Mr 
Bush succeeded in using the twin issues of 
tax cuts and terrorism to divide and de- 
moralise the Democrats. 
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40 Lexington: One Democratic smile 


The first represented a deliberate strat- 
egy. From the beginning, Mr Bush used tax 
cuts to force Democrats from states that he 
won in 2000 to vote with his party. The 
second was an unintentional conse- 
quence of the war on terrorism. Both is- 
sues confronted the Democratic Party 
leadership with an impossible conun- 
drum: do you side with the moderates and 
risk alienating the leftists who provide the 
party with much of its energy and money? 
Or do you side with the activists and risk 
looking extreme? 

The Democrats were thus dealt a terri- 
ble hand. But there is no doubt that they 
could have played it better. They did noth- 
ing to presenta positive vision of how they 
would deal with America’s most pressing 
problems. What is the Democratic plan for 
combating terrorism? Nobody knows. 
What is the Democratic plan for combin- 
ing tax cuts with all their expensive social 
programmes? A strategic silence. 

The Democrats failed to exploit the is- 
sue that voters told many pollsters was 
their biggest concern-the state of the econ- 
omy-because they failed to unite around 
an alternative policy. They failed to do that 
because, despite eight years of ostensibly 
successful economic management under 
Mr Clinton, they have not decided what 
sort of party they are. Are they a populist 
party fighting for the people against the 
evil bosses? Or are they a pro-capitalist 
party that wants to champion the small in- 
vestor against irresponsible managers? 

The result was a vision gap. The Repub- 
licans went into the mid-term elections 


united behind the president's vision of a >» 





i Bucking the trend 
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> smaller government at home and a vigor- 
ous foreign policy abroad. The Democratic 
Party was divided, with the party’s foot- 
soldiers largely demoralised. Turnout 
among blacks was probably low. The 
Democrats did badly in the South, a Re- 
publican-leaning area that they cannot 
win without high black turnout. (A star- 
tling exception was Arkansas, where Mark 
Pryor, the son of a hugely popular former 
Democratic senator, unseated Tim Hutch- 
inson.) One reason why Katherine Ken- 
nedy Townsend lost the governorship of 
Maryland, one of the most Democratic 
states in the country, was that she snubbed 
the local black leadership. Her opponent, 
Bob Ehrlich, had a black running-mate. 

The Democrats are now bound to en- 
gage in an orgy of blood letting. As The 
Economist went to press, Dick Gephardt, 
the House minority leader, who has spent 
the past eight years failing to deliver a 
Democratic majority, looked set to resign 
his post-though this seemed less an ad- 
mission of failure than preparation to run 
for the presidency. Tom Daschle will prob- 
ably hang on as Senate minority leader, for 
no better reason than that there is no obvi- 
ous alternative, but he is a diminished fig- 
ure. Mr McAuliffe, whose cocky assur- 
ances ring so hollow now, may find that 
his days are numbered. 

The party's liberal wing now stands a 
good chance of capturing control of the 
party—or at least pushing it some way to 
the left. The liberals can rightly point out 
that a party that lacks vision lacks the stuff 
of political life. They can argue that Mr 
McAuliffe's policy of trying to pick off nar- 
row groups of voters (while wringing as 
much money out of business as possible) 
has failed. They can also point out that sev- 
eral prominent *Bush Democrats" lost on 
Tuesday despite embracing Mr Bush on 
both tax cuts and Iraq. One was Jeanne 
Shaheen in New Hampshire; another was 
Jean Carnahan in Missouri, though part of 
the reason she lost was that her rival at- 
tacked her for her “unpatriotic” reserva- 
tions aboutthe new Department of Home- 
land Security. 

Al Gore, a man who campaigned for 
the people against the powerful in 2000 
and who has been an increasingly vocal 
critic of the war on terrorism, stands 
poised to emerge as the lefts champion— 
though Mr Gephardt may fight for that ti- 


*Turnover based on presidential election year congressional result 


tle. But there is no point in embracing a vi- 
sion if that vision is out of tune with the 
mood of the nation on things like taxes 
and terrorism. The Democrats risk march- 
ing off into the McGovernite wilderness. 

It is important not to over-estimate the 
Republican triumph. They do not have the 
votes they need to break a filibuster in the 
Senate. They have lost control of some im- 
portant governorships (see Lexington). 
They will also learn that power has its 
downside. They will face mounting pres- 
sure from their core constituents to deliver 
on their promises—and mounting discom- 
fort from liberal Republicans. They will 
not have the luxury of being able to blame 
failures on the rival party. But, in the end, 
winning is alot better than losing. Wi 


Popular initiatives 


We'll decide this 
ourselves 


WASHINGTON, DC, AND LOS ANGELES 
How the propositions went 


I: IT was a sunny day for Republicans, it 
was a greyer one for American expo- 
nents of a more direct form of democracy, 
the referendum system. Only 49 citizens' 
initiatives—proposals for new laws put for- 
ward by non-politicians—appeared on the 
ballot, in 24 states, compared with 69 in 
2000 and 55 in 1998. And the voters' reac- 
tion was pretty sceptical. Proposed tax cuts 
lost (though some only barely). But many 
of the decisions had a conservative bent, 
striking down some brave calls for tax rises 
and a fair number of attempts to make so- 
cial policy more liberal. 

Two of this year's most controversial 
measures came up in Oregon. Measure 23 
would have raised taxes to provide health 
care for every citizen in the state, wrapping 
all Medicaid, Medicare and other public 
programmes into one. Measure 27 would 
have required all genetically modified 
foods sold in or exported from Oregon to 
be labelled as such. Both proposals lost by 
roughly three-to-one majorities. 

In general, tax measures had mixed 
success. Many proposed cuts failed, but a 
proposal to make Massachusetts the tenth 









state with no income tax got so many votes 
that even its supporters were surprised. 
Utah decided that radioactive-waste dis- 
posal was a good enough reason to raise 
taxes, but voters in Washington state de- 
cided that better transport was not (in a 
legislative referendum). North Dakotans 
were asked to attract young people to the 
state by offering them tax credits and loan 
reimbursements; they decided to keep 
their state relatively grey-haired. 

Although voters have supported it in 
the past, drug-law liberalisation did less 
well this year. In Ohio, people decided not 
to give drug offenders remedial treatment 
instead of jail (though a similar measure 
passed in the District of Columbia). Arizo- 
nans decided against a proposal for medi- 
cal marijuana, even in exchange for tighter 
laws on illegal possession. Nevadans also 
declined to legalise the weed. 

Californians were fairly cautious this 
year. An initiative to split Los Angeles in 
two, with the northern half becoming a 
new city called San Fernando, lost two-to- 
one (though it passed by a whisker in the 
Valley itself). But a proposal to cut the 
amount of money San Francisco gives to 
homeless people, and provide them with 
food and lodging instead, sailed through. 
The proposal’s chief backer, Gavin New- 
som, may offer himself to be mayor of San 
Francisco in 2003. 

In school matters, voters in Massachu- 
setts decided to ban bilingual education 
(as California and Arizona have done). But 
in Florida three proposals demanding a 
university governing board, universal pre- 
kindergarten training and smaller classes 
got the thumbs-up. Governor Jeb Bush had 
campaigned against the smaller-classes 
one. His re-election means that he now has 
to fit them into an already tight budget. A 
Californian proposal to provide after- 
school activities for poor children also 
passed the finishing-post, with Arnold 
Schwarzenegger’s muscle shoving it along. 

Animal-lovers can beam. Pregnant pigs 
won protection in Florida. In Oklahoma, 
of all places, cockfighting is now banned. 
Direct democracy has its kindly side. m 


ramets 


He's back 


The new agenda (1) 
Economically, it's 
looking grim 


WASHINGTON, DC 
America's ailing economy will make 
life hard for the Republicans 


HEN the Republicans' political cele- 

brations die down, one sobering 
thought will emerge. Now that they con- 
trol the White House and both houses of 
Congress, they alone will have to explain 
an increasingly ropy economy. 

George Bush's economic team-nota- 
bly Paul O'Neill, the treasury secretary— 
still cling limpet-like to their view that the 
economic recovery is on track (Mr 
O'Neill's only concession: that it is a 
"bumpy road"). Few others share that opti- 
mism. The consensus on Wall Street, and 
increasingly on Main Street, is that Amer- 
ica's recovery has stalled. Many econo- 
mists reckon that the economy will grow at 
an annual rate of only 1% in the last three 
months of 2002. And a quick rebound next 
year looks unlikely. 

The day after the Republicans swept to 
victory, America's central bank cut interest 
rates by half a percentage point, to 1.25%, 
citing "greater uncertainty" that is "cur- 
rently inhibiting spending, production 
and employment". There is no shortage of 
figures to back up that assertion. 

The worst indicate that the famously 
spendthrift American consumer may fi- 
nally be tiring. Last week's stunning drop 
in consumer confidence to a nine-year low 
has been followed by other poor numbers. 
Chain-store sales remain weak. Despite 
zero-interest loans for buyers, vehicle 
sales—which gave a big boost to the econ- 
omy over the summer--dropped dramati- 
cally in October to the lowest level since 
April 1998. Other figures showed that over- 
all consumption had already fallen in Sep- 
tember, even though incomes rose more 
than expected. In short, Americans appear 
to besaving more and consuming less. 

Gloom about stockmarket losses and 
uncertainty about the prospect of war 
may explain some of the unease. But the 
biggest concern is probably jobs—and the 
signals from the labour market are not 
good. Overall payrolls outside agriculture 
shrank by 5,000 in October and by 13,000 
in September. Take out government jobs, 
and the situation looks darker. Net private 
jobs fell by 29,000 in October and 17,000 
in September. And there aresigns of worse 
to come. The number of lay-offs compiled 
by Challenger, a consultancy, rose from 
70,000 in September to 176,000 in Octo- 
ber. The amount of time for which people 
are unemployed is rising. And the average 
number of hours worked fell in October. 

Of course, there are bright spots. The 


housing market is holding up, although 
mortgage refinancing is unlikely to keep 
underpinning consumption as it once did. 
Productivity is rising impressively, wages 
solidly. But the best hope now seems to be 
arepeat of George Bush senior's jobless re- 
covery of 1991-92. Meanwhile, pessimists 
fear a renewed recession. 

What can the Republicans do? Fiscal 
policy is their main economic lever. In 
principle, a Republican-controlled Con- 
gress should be able to push through tax 
cuts quicker than a gridlocked one. In prac- 





tice, fiscal policy will depend on four 
things: how Mr Bush weights his priorities, 
how effectively his team translates them 
into policy, how tightly congressional Re- 
publicans hold together, and how much 
the Democrats try to block the agenda. 

So far, Mr Bush's top fiscal priority has 
been to make permanent the 2001 tax cut, 
even though it is not obvious that making 
permanent tax cuts that are due to expire 
in 2010 will stimulate the economy now. If 
the economy stalls, accelerating the tax 


cuts—as well as making them permanent— »» 
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> might be part of the package. 

Various tax breaks for investors that Mr 
Bush toyed with over the summer are also 
likely to reappear. These include increas- 
ing the amount of money Americans can 
put in tax-preferred retirement accounts, 
increasing the amount of losses investors 
can set against taxable income, and per- 
haps some attempt at reducing the double 
taxation of dividends. And some Demo- 
cratic priorities, such as extending unem- 
ployment insurance (which runs out on 
December 28th), could be added. 

In the medium term, the Bush team 
wants a more fundamental overhaul of 
the tax code. The Treasury is beavering 
away at a study on this, which may be- 
come part of Mr Bush's re-election drive. 
Similarly, the White House is keen to push 
through a prescription-drug benefit—rela- 
tively limited and generally in line with 
what drug companies want-in 2003, so 
thatit can be touted in the 2004 campaign. 

In its first two years, the White House 
seemed unable to refine its economic mes- 
sage to take account of the tumult in the 
economy. The economic team was widely 
criticised, often by Republicans. Harvey 
Pitt, Mr Bush's embattled chairman of the 
Securities and Exchange Commission, 
helpfully resigned just after the polls 





Louisiana's new multimillionaire 


Over the next month Suzanne Haik Terrell, 
a relatively unknown state elections 
commissioner in Louisiana, will be the 
beneficiary of millions of dollars from 
Republicans all over the country. The party 
got three Republicans to run against the 
incumbent Democratic senator, Mary 
Landrieu. That kept Ms Landrieu's vote 
below 509; —the number needed to win in 
the state. There will be a run-off on 
December 7th. Republicans calculate that 
in a straight-party fight one quiet 
Saturday, their enthusiastic voters will all 
turn out for Ms Terrell, while too few 
Democrats will turn out to save the 
hapless Ms Landrieu. 





closed. The smart money suggests that 
Lawrence Lindsey, the controversial White 
House economic adviser, may be next. But 
the chances of a big shuffle seem to have 
receded in the wake of the mid-terms. *The 
president knows he has a very strong 
economic team," said Ari Fleischer, the 
White House spokesman, on November 
6th, “and he knows he gets very good ad- 
vice from [them]." Given the problems 
ahead, Mr Bush had better beright. m 


The Minnesota Senate race 


In memoriam 


MINNEAPOLIS 
Paul Wellstone's memorial service 
backfires on the Democrats 


INNESOTA was billed as one of the 

states that could help to decide con- 
trol of the Senate. As it turned out, the Re- 
publicans did not need its help. But the 
drama there carried on wellinto the morn- 
ing after the election. In the end, Norm 
Coleman, a moderate Republican candi- 
date encouraged to run by George Bush, 
prevailed in a race marked by tragedy and 
late theatrics. 

Senator Paul Wellstone, the feisty and 
maverick incumbent Democrat, was killed 
in an aircraft crash almost on the eve of the 
election, in late October. The Democrats 
immediately chose Walter Mondale to re- 
place him. He seemed tried and tested: a 
former vice-president, senator and ambas- 
sador to Japan, a solidly reliable man. At 
74, he was admittedly old both for the job 
and for campaigning. But he so dwarfed 
Mr Coleman in political experience that 
Mr Coleman—who has been no more than 
mayor of St Paul—said he felt he was run- 
ning against Mount Rushmore. 

In the few days they had for sparring, 
Mr Coleman treated his rival with defe- 
rence and awed respect. The two men de- 
bated for the first and only time just a day 
before the election. Mr Mondale adopted 
an authoritative and grandfatherly tone, 
calling his opponent *Norman". Mr Cole- 
man parried with well-studied reverence 
(“Mr Vice-President"). But when the youn- 
german tried to play up his energy and vig- 
our, implying dodderiness in his oppo- 
nent, Mr Mondale suddenly found a 
vehemence even his supporters thought 
he had lost. 

Yet personal differences may not have 
swung this race. The pivotal event, many 
think, was Mr Wellstone’s memorial ser- 
vice on October 29th. From the start, Mr 
Mondale’s campaign had had a funereal 
air, full of gravity and barely suppressed 
grief for the loss of Mr Wellstone, his wife 
and daughter and three campaign helpers. 





Coleman came through 


The memorial service was meant to turn 
grieving into political action. But it went 
too far, with many speakers striking a par- 
tisan note. One of Mr Wellstone’s closest 
friends even asked Republicans to keep the 
senator’s legacy alive by voting Demo- 
cratic: if they did not, “we will all drown in 
a river of tears.” 

This was too much, many people said 
after the service. The Republicans vowed 
to get out a protest vote; and the combina- 
tion of that resolve, and the Democrats’ de- 
sire to honour Mr Wellstone, resulted in a 
turnout of more than 60%—though it is 
true that, in Minnesota, people always 
tend to vote more eagerly than elsewhere. 

The results came in slowly, as election 
workers counted by hand the supplemen- 
tal ballots which replaced Mr Wellstone’s 
name with Mr Mondale’s. From the begin- 
ning, the Democrat was behind. The most 
heavily Democratic counties were the last 
to be counted; but, even as the numbers ar- 
rived from the Twin Cities of St Paul-Min- 
neapolis and from the rural northern 
counties, where iron-ore miners are strug- 
gling to survive, the race slid into Mr Cole- 
man’s hands. 

The governor’s race also went the Re- 
publicans’ way. The outgoing candidate, 
Jesse Ventura, wrestler and independent, 
had anointed an independent successor; 
but he failed to give a clear sense of direc- 
tion and gained only 15% of the vote. Min- 
nesota’s new governor is Tim Pawlenty, 
again a Republican, who won by a wide 
margin despite the bankrupting of his 
campaign when he broke campaign ad- 
vertising laws. In both the governor’s man- 
sion and the Senate, Minnesota is in for 
less exciting times. But there may be no 
harmin that. m 


The Economist November 9th 2002. 


Georgia goes Republican 


The rain fell 


ATLANTA 
Andit was the Democrats who got 
spattered by the mud 


ARY MORROW spent from dawn to 

dusk on Tuesday at the intersection of 
two highways near Dahlonega in north- 
eastern Georgia, the rain splashing on his 
umbrella, mud spattering his cowboy 
boots. One of his pro-Republican placards 
asked motorists to “Boot Barnes"—Roy 
Barnes, the sitting Democratic governor— 
and displayed a picture of the Confederate 
flag. It was Governor Barnes who had the 
Confederate symbol removed from the 
state flag in 2001, and Mr Morrow hoped 
he would now pay for it. “It’s not about 
race,” Mr Morrow said. “Blacks, Jews, 
Asians and Hispanics all fought for the 
Confederacy. This is to honour the mem- 
ory of 300,000 Confederate veterans." 

A few miles down Federal Highway 19, 
at the Lumpkin County Courthouse 
(whose walls hold paintings of Confeder- 
ate soldiers), along, winding line of people 
waiting to vote endured the dreary rain 
that fell all day. More than 5,000 votes 
were cast in the Senate race, in a county 
with fewer than 10,000 registered voters. 
All over Georgia, conservative precincts re- 
ported higher-than-expected turnouts. 
The new electronic touch-screen ballots 
proved unexpectedly user-friendly. There 
was nothing to save Mr Barnes and his fel- 
low Democrat, Senator Max Cleland, from 
the wrath of conservative rural voters such 
as Mr Morrow. Both lost their races. 

Mr Barnes had been considered a sure 
thing by most people, including this news- 
paper. His opponent, Sonny Perdue, a lit- 
tle-known ex-Democrat, had defeated two 
similarly obscure challengers in the Re- 
publican primary. Mr Barnes had the 
money, having spent $19m to Mr Perdue’s 
$2.8m by October 25th. He had, unlike 
many Democratic governors, a reputation 
for thrift. He had a powerful endorsement 
from Zell Miller, his revered predecessor. 
He even had history on his side: no Repub- 
lican had captured the governorship since 
1872. Against all that, rural rage over the 
flag and the fact that Mr Barnes had trod- 
den on the toes of the state teachers’ union 
seemed unimportant. Wrong. The shoo-in 
was a shoo-out. 

Senator Cleland had looked slightly 
shakier. His Republican opponent, Saxby 
Chambliss, a congressman in Washington 
who has been chairman of the House sub- 
committee on terrorism and homeland se- 
curity, attacked Mr Cleland for voting 
against President Bush's homeland-secu- 
rity bills. At first this seemed a low blow: 


Florida's governorship 


How dynasties happen, maybe 


MIAMI 


This time let's all turn out, said the Democrats. But they didn't 


BROTHERLY eye in the White House 

made sure that Jeb Bush will have a 
second term as governor of Florida. 
George Bush has visited the state 12 
times in the past two years, and mem- 
bers of his cabinet have gone there to 
give his brother frequent pats on the 
back. There have been accusations that 
the federal government has improperly 
favoured Florida, for instance by giving it 
$8 billion for restoration of the Ever- 
glades and a special waiver that lets the 
state offer cheap medicine to the elderly 
poor. However much such things helped 
him, Jeb Bush easily beat his Democratic 
rival, by 56% to 43%. 

After Florida's troubles with voting in 
recent years, a clear-cut victory was a 
happy change. In south Florida, particu- 
larly, voting officials breathed a sigh of 
relief as polling went smoothly ahead, 
unlike in the primary elections on Sep- 
tember 10th, when new electronic vot- 
ing machines did not work. 

The Florida race, one of 36 guberna- 
torial contests across the country, would 
not in past times have aroused much in- 
terest. But the state's growing wealth, its 
polarisation in 2000 and the name of 
Bush drew everybody's eyes this year. If 
George Bush holds on to the presidency 
in 2004, runs the theory, Jeb will try to 
take over from him in 2008. 

The Democratic candidate, Bill 
McBride, got within three percentage 
points of Jeb in the opinion polls in Oc- 
tober. But in the last two weeks of the 
campaign Mr Bush launched a state- 
wide advertising blitz that Mr McBride 
had neither the money nor, it seemed, 
the arguments to counter. In a television 
debate Mr Bush ambushed his opponent 
by claiming that the Democrats' pro- 
posal to put a cap on school-class sizes 
would cost the state $27 billion. Mr 
McBride's halting response revealed that 
he hadn't done his maths. The irony is 


Mr Cleland lost three limbs fighting in Viet- 
nam, and is a former head of the Veterans’ 
Administration. But Mr Chambliss’s attack 
paid off. He won the endorsement of a 
prominent local veterans' group, and then 
the race. 

The Republicans made the vote an is- 
sue of parties, not individuals. Mr Bush, 
who easily won Georgia in 2000, cam- 
paigned for both Mr Chambliss and Mr 
Perdue. The voters seem to have listened; 
they threw out both incumbent Demo- 
crats, and a couple of Democratic con- 


that on Tuesday the voters passed a ref- 
erendum in favour of limiting class sizes. 

The Democrats pulled out their big 
guns, Bill Clinton and Al Gore, for the 
last weekend of campaigning. Mr Clin- 
ton, a rare sight on the trail this year, 
came to Miami and urged the Democrats 
to make sure that, this time, they got out 
the vote. “If you don't vote this time be- 
cause of what happened last time, it's 
like letting them take your vote away 
twice," he said. Mr Gore visited Orlando 
and Miami and told black voters to 
“walk through fire" to cast their ballots. 

It was too little, too late. Mr McBride 
had originally wanted to tip-toe round 
the Clinton-Gore years, in the hope of 
pulling in wobbling Republicans. When 
he tried to rally the Democrats' core vote, 
by calling in his party's past stars, the 
core vote declined to be rallied. The Bush 
dynasty, if that is what it proves to be, 
rolled on to victory. 





He has friends in high places 


gressmen to boot. Even Tom Murphy, the 
Democrat who has ruled the state House 
of Representatives with an iron fist for the 
past 28 years, lost his race. 

It will take time for Georgia's Demo- 
crats to recover. Newly elected Mr Perdue, 
addressing his Republican supporters on 
election night in posh north-western At- 
lanta, was jubilant: “Thank God almighty, 
we are free at last!” An odd sentiment for 
someone whose victory was due, at least 
in part, to voters with Confederate sympa- 
thies and long memories. B 
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They may have lostin Washington, but they gained something valuable out there in the states 


nuns 





I IS only natural, come election time, for eyes to focus on the 
nation's capital. Yet some things happened this week in out-of- 
the-way places like Springfield, Illinois and Santa Fe, New Mex- 
ico that will temper the pain of the Democrats over their bleak 
performance in Congress. The quaint governors' mansions that 
the Democrats picked up may seem small consolation for the 
marble halls of Capitol Hill. But wait a while. Governors have 
much power to change the American political landscape, even 
beyond their own states' borders. 

Even if they lose Alabama (still undecided as The Economist 
went to press), the Democrats have made a net gain of three gov- 
ernorships. That was less than they expected (who would have 
imagined that they would lose Georgia or Maryland?). But they 
have picked up four big industrial states—Illinois, Michigan, 
Pennsylvania and Wisconsin. They hung on to California, de- 
spite an unpopular incumbent. And they grabbed Arizona, a 
state that voted heavily for George Bush in 2000. Altogether the 
proportion of Americans living under Republican governors has 
shrunk from 70% in 1994 to only 46% today. 

To be sure, the Republicans, who were defending 23 of those 
36 governorships, were partly the victims of attrition. Their gov- 
ernors have been severely weakened by the economic depres- 
sion, ballooning budget deficits and the loss of some of their 
heaviest hitters. Wisconsin's Tommy Thompson and Pennsylva- 
nia's Tom Ridge have gone to Washington to join the Bush ad- 
ministration. Michigan's John Engler had reached the end of his 
legal term. Their shoes were filled by smaller-footed fellows. 

Even so, the Republicans’ losses on Tuesday could have seri- 
ous consequences. Lee Atwater, a legendary Republican strate- 
gist, used to point out that when it comes to presidential 
elections a friendly governor can tip a tight race in all sorts of 
ways-by raising money, organising rallies, prodding the voters 
and, if worst comes to worst, supervising the recount. 

Just as Mr Bush's path to the White House was eased by the 
network of 29 helpful Republican governors around the country, 
his ability to stay there will be hampered by the shrivelling of 
that network. Illinois, Michigan, Wisconsin and Pennsylvania to- 
gether account for 69 votes in the electoral college. Republican 
hopes of capturing New Mexico (which in 2000 gave Al Gore a 


tiny majority of 365 votes) will be complicated by the Demo- 
crats' easy capture of its governorship. 

The Democrats have not only improved their chances of 
putting a spanner in Mr Bush's electoral plans a little. They have 
also prepared the ground for a revival of their own party. The 
governors' mansions are excellent training grounds for the presi- 
dency. All but one of America's past five presidents have been 
ex-governors (the exception was George Bush senior). Gover- 
nor's mansions provide an ideal perch for training campaign 
teams, raising cash and gathering executive experience. The cur- 
rent crop of Democratic governors includes some potential stars, 
though the most telegenic, Michigan's Jennifer Granholm, was 
born in Canada, so she is ineligible for the White House. 

Controlling governors' mansions helps in another way. It 
tends to bring out moderate pragmatism rather than bloody- 
minded extremism. In the 1990s the Republicans almost split 
into two parties: a pragmatic one based in the governors’ man- 
sions, and an ideological one in Congress. The ideologues were 
the heirs of the conservative revolt that began in the 1950s with 
William Buckley (who wanted to stand “athwart history, yelling 
Stop") and Barry Goldwater (who wanted to repeal laws rather 
than pass them). The Republican governors, eschewing all this, 
went for pragmatic reform and bipartisan coalitions. 

The biggest risk for today's Democrats is that they will fall 
prey to their own new brand of extremism. The anti-Iraq-war 
movement is tugging the party towards something that can look 
like anti-Americanism. A majority of congressional Democrats 
voted against giving war powers to the president. Two of them 
even visited Baghdad to cast doubt on the administration. Some 
hard-core Democrats have gone berserk in their detestation of 
Mr Bush: take a look at the websites accusing him of murdering 
Paul Wellstone. A strengthened phalanx of Democratic gover- 
nors will act as a powerful corrective to this sort of nonsense. 

Governors also get a chance to try out clever new ideas. The 
states have long been America's "laboratories of democracy", 
the places where novel policies are tested and refined. State capi- 
tals have more direct responsibility for delivering public services 
than far-away Washington; they are also less encumbered with 
lobbyists and vested interests. During the 1990s Republican gov- 
ernors pioneered many of America's most creative reforms, such 
as Mr Thompson's welfare reforms in Wisconsin. Before that, in 
Arkansas, Bill Clinton used the governor's mansion to moder- 
nise the Democrats' relationship with business. 


If, that is, the economy allows 

This week's victors will not have an easy time. In 1990, Bill 
Weld was in an airport when a passer-by pointed him out to a 
colleague with the words, *That's the poor bastard who just got 
elected governor of Massachusetts." They are all poor bastards 
now. The Republican governors who swept into power in 1994 
enjoyed the luxury of being able to reorganise public services 
while cutting taxes. The new Democrats may have to raise taxes 
while cutting services. Trapped between soaring costs (particu- 
larly for education and Medicaid) and slumping revenues, the 
50 states have a $50 billion budget shortfall. 

The new Democratic governors may have to spend more 
time wrestling with budget deficits (and with their firmest sup- 
porters) than pioneering new ideas. Most will end up badly 
wounded. But the few who survive with their reputations and 
their animal spirits intact will be prepared for the big time. & 





Colombia's conflicts 





More order and less law 


BOGOTA 


Can President Uribe reconcile security and human rights? 


HE police could, as Nelson Berrio 

points out, have visited him during of- 
fice hours. But instead the 40 or so state-se- 
curity agents who searched the Bogota of- 
fices of the Permanent Assembly for Peace, 
a coalition of peace groups, last week 
chose to break through a window at 5am. 
They forced open filing cabinets and 
combed computer files, before leaving 
empty-handed. *We have not received any 
explanation as to why the search took 
place," says Mr Berrio, a director of the as- 
sembly, which includes religious and 
trade-union groups and which receives 
funding from several European embassies. 

Pre-dawn raids on lobbying groups are 
not yet a daily occurrence in Colombia. 
But Mr Berrio and others are concerned 
that the government and the security 
forces, in their zeal to crack down on the 
left-wing guerrillas of the FARC, are get- 
ting increasingly heavy-handed. How to 
improve security without undermining 
civil liberties is perhaps the thorniest issue 
confronting Alvaro Uribe, who took office 
as Colombia's president in August. Mr 
Uribe was elected on a promise to get 
tough with the FARC in the wake of three 
years of futile peace talks with the guerril- 
las. But to do so, he depends in part on aid 
from the United States, running at around 
$500m a year, and which, in theory at 
least, is subject to conditions relating to the 
maintenance of human rights. 

The new president argues that talk of 
human rights means little in a country that 


is intensely legalistic but lawless, and 
where order has broken down. Colombia 
is plagued by three rebel armies: the FARC; 
the ELN, a second guerrilla group; and the 
right-wing paramilitaries of the AUC, as 
well as by violent drug gangs. Some 
25,000 citizens are murdered every year 
and at least 3,000 kidnapped. 

To deal with this, Mr Uribe is trying to 
equip the security forces with new powers 
as well as extra resources. The raid on the 
peace assembly took place under emer- 
gency powers decreed in September. 
These allow security forces to conduct 
searches without the presence of an offi- 
cial from the attorney-general’s office. Mr 
Uribe has also designated two particularly 
war-torn regions “rehabilitation and 
consolidation zones” (see map). Foreign- 
ers need permission to travel to these ar- 


i Caribbea 







F » 
Fagen sense ty%, 


Gon. 
PACIFIC Medellin 
OCEAN d 

fot ; we 
(us COLOMBIA Fy 


Emergency 
“ ECUADOR 






zones 


"X. Oil pipeline 
L 


soom 





A OA A OA 41 


Also in this section 
42 Latin America and the United States 
44 Argentina's worker-run firms 


44 Quebec's troubled separatist 
government 


eas. Local residents must register their 
movements with military commanders. 

These measures go hand in hand with a 
military build-up. This includes 55,000 ex- 
tra soldiers and police by next June, as well 
as new squads of civilian informers. Un- 
der an arrangement struck by the previous 
government, American advisers will 
shortly start training an army battalion to 
protect the country's main oil pipeline in 
Arauca, one of the special zones. Last year, 
guerrillas bombed the pipeline 170 times. 

So far, Mr Uribe's tough approach has 
the support of most Colombians. The gov- 
ernment claims that it is gaining the upper 
hand against the rebel groups; its own fig- 
ures point to a sharp increase in casualties 
(see chart on next page). Indeed, many mil- 
itary analysts are perplexed by the FARC's 
relative quiescence since Mr Uribe took of- 
fice: they believe the FARC, which num- 
bers around 18,000, may be reorganising 
to switch from semi-conventional warfare 
in rural areas to urban terrorism. 

Despite his public support, Mr Uribe 
faces a political battle on his measures. The 
constitutional court is due to rule this 
month on the validity of the emergency 
decrees. Mr Uribe says that security re- 
quires them to be made permanent, via 
constitutional changes. But the UN Hu- 
man Rights Office in Bogota argues that 
some of the powers are at odds with Co- 
lombia's international obligations and 
with suspects' rights to due process. 

Mr Uribe has drawn further criticism 
by intervening last week to block the early 
release from prison of the Rodriguez Ore- 
juela brothers, the leaders of the notorious 
Cali drug gang. Mr Uribe said he acted on 
grounds of "national dignity"; lawyers 
said he exceeded his powers. On Novem- 
ber 7th, however, a second judge ordered 
the release of one brother. 

Some Colombians say that the security 
forces are being dangerously indiscrimi- »» 








nate. The raid on the peace assembly was 
one of more than 200 in Bogota last 
month, after a car-bomb attack on a police 
station. Some arrests were made. But, as a 
diplomat in Bogota puts it, does the num- 
_ ber of raids point to good intelligence, or its 
lack? Mr Uribe acknowledges the need for 
better intelligence. 

Human-rights groups also worry that 
constitutional checks on the state are being 
weakened. For example, Mr Uribe plans to 
scrap the local ombudsmen known as per- 
soneros. An innovation of Colombia’s 1991 
constitution, many were trained with UN 
money. But Mr Uribe says Colombia can- 
not afford to pay them; he proposes to in- 
clude their abolition in a referendum on 
political reform planned for next year. The 
UN counters that doing away with them 
would leave “wide sectors of Colombian 
society absolutely defenceless”. 

Under Colombia’s constitution, the 
first line of defence against abuses is the in- 
dependent attorney-general, who is cho- 
sen by Congress from a trio of candidates 
presented by the president. But human- 
rights groups claim that Luis Camilo Oso- 
rio, who became attorney-general last 
year, is failing. In a report released on No- 
vember 8th, Human Rights Watch (HRW), 
a New York-based group, argues that Mr 
Osorio has deliberately undermined in- 
vestigations of security-force abuses, and 
is thus "likely to encourage the common 
perception among paramilitary and some 
military forces that human rights abuses 
are an acceptable form of warfare". 

The United States has granted $25m to 
the attorney-general's office since 2000. 
HRW wants America to hold up further 
aid to Colombia unless Mr Osorio's record 
improves. "President Uribe really needs an 
impartial, effective, non-ideological attor- 
ney-general's office to pursue these cases," 
says Jose Miguel Vivanco, the director of 
HRW's Americas division. But the Republi- 
can victory in America's mid-term election 
makes suspension of aid on human-rights 
grounds even less likely. That leaves Co- 
lombia's politicians to try to find ways to 
balance the drive for security with protec- 
tion against abuses. @ 








Latin America and the United States 


End of an affair? 


Coolness and misunderstanding in the 
Americas 


OR much of the past decade, relations 

between the United States and Latin 
America have been unusually cordial. 
Gone were the conflicts and confronta- 
tions of the cold-war years. In their place 
came talk of trade and partnership-and 
from George Bush, a smattering of pleas- 
antries in endearingly bad Spanish and a 
promise to make the region a foreign-pol- 
icy priority. Now, the cordiality has given 
way to uncertainty—with the potential for 
renewed tension, or mutual indifference. 

Three things have changed. Perhaps the 
leastimportantis the victory of Luiz Inacio 
Lula da Silva in last month's presidential 
election in Brazil, and a seeming leftward 
tilt in the region. A second change is the 
waning of the love affair between Mr Bush 
and Mexico's Vicente Fox. One sign of that 
is that Mexico has said that in the discus- 
sion on Iraq at the UN Security Council, of 
which it is currently a member, it sympa- 
thises with the position of France rather 
than that of the United States. 

The third factor is Latin America's econ- 
omic and political difficulties. On the one 
hand, this has reduced its value and reli- 
ability as a partner, especially at a time 
when the United States has its hands full 
with other problems and other parts of the 
world. On the other hand, many Latin 
Americans see American policies towards 
the region as failing to address their con- 
cerns. "If relations with Latin America are 
more difficult, it's because things are going 
so badly in the region, and the us response 
has been at best sporadic and unimagina- 
tive,” says Peter Hakim of Inter-American 
Dialogue, a Washington think-tank. 

American policies focus on military aid 
to Colombia and free-trade talks in which 
the United States refuses to include farm 
subsidies or anti-dumping measures. The 
Bush administration has taken a hands-off 
approach to Argentina’s economic col- 
lapse, opting to leave it to the IMF. 

Lula’s victory has been greeted calmly 
in official Washington, where his move to 
the centre has been duly noted. Mr Bush 
rang to congratulate him and the two may 
meet soon. Much will depend on Lula’s 
choice of foreign minister. He and his clos- 
est aides know Brazil—but are wholly igno- 
rant of Washington (as their American 
counterparts are of Brazil). Their knowl- 
edge of the world beyond Latin America is 
largely confined to the French and Italian 
left, and few of them speak English. 

For all Lula’s pragmatism, the potential 





r derstanding remains as high. Espe- 


cially if things go wrong with Brazil’s econ- 


omy, Mr da Silva may be tempted to ap- 
pease his own radicals by posing as the 
thetorical champion of the Latin Ameri- 
can left against Yankee imperialism. Mr 
Bush is less likely than some of his prede- 
cessors to take a relaxed view of such talk. 

That is because this would play to the 
alarmism of the far-right fringe of the Re- 
publicans in Congress. It sees Lula as part 
of a Latin American “axis of evil”, with 
Cuba’s Fidel Castro and Venezuela’s Hugo 
Chavez. To that list, some would add Lucio 
Gutierrez, a nationalist colonel (and for- 
mer coup-leader) who is likely to be 
elected as Ecuador’s president this month. 

In fact, such fears look wildly over- 
blown: Lula has always acted as a demo- 
crat and rejects comparisons with Mr Cha- 
vez. Mr Gutierrez is trying to sound 
moderate~and Mr Chavez himself may 
not survive in power. Last week, Otto 
Reich, the State Department's top official 
for Latin America, called for early elections 
in Venezuela. Provided this is done within 
the constitution, Latin American govern- 
ments are unlikely to object. 


Stalled in Mexico 
Nowhere is the changed mood more ap- 
parent than in Mexico. Little more than a 
year ago, Mr Fox was being feted by Mr 
Bush on a state visit to Washington. Now, 
the relationship is “stalled”, as a Mexican 
official puts it. Mr Fox’s officials had high 
(too high, probably) hopes that they could 
persuade the United States not just to ac- 
cept a scheme to legalise some or all of mil- 
lions of illegal migrants, but also to equip 
the NAFTA trade agreement with some in- 
stitutions, such as more modest versions 
of the Eu's structural and regional funds. 
But a slowing economy, and then Septem- 
ber 11th, meant that Mr Bush lost interest. 
The Americans, for their part, are 
miffed that Mexico's solidarity with their 
war on terrorism has seemed less than 
wholehearted. That, in turn, ís partly be- 
cause of Mexico's domestic politics. Mr 
Fox's people say that he and Jorge Casta- 
neda, his foreign minister, took big risks in 
ignoring the still-strong anti-Americanism 
of many Mexican politicians. They feel 
they have got nothing in return. 
Thereisnow atangible tetchinessin the 
relationship. In August, Mr Fox cancelled a 
visit to Mr Bush's Texas ranch over the exe- 
cution of a Mexican on death row. Last 
week, after he had met Mr Bush at the sum- 


mit of the Asia-Pacific Economic Co-opera- 


tion forum, he complained that the United 
States was not yet ready to treat Mexico as 
a "partner". Right or wrong, that sends a 
message to the rest of Latin America. "If 
Bush is dealing with Mexico as a distant 
neighbour again, then it's hard to imagine 


the rest of the region finding a place on the 


agenda," says Mr Hakim. @ 
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Argentina's collapse 
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Under workers' control 


BUENOS AIRES 


How some Argentines are saving their jobs 


HEN sacked workers at Ghelco, a 

bankrupt maker of ingredients for 
ice cream, discovered earlier this year 
that the firm's owners were selling its as- 
sets, they put up a tent and started camp- 
ing outside their former workplace in 
protest. Two months later, their cam- 
paign bore fruit, when the court hand- 
ling the bankruptcy hearings leased the 
factory to them for a peppercorn rent. 
Now, minus the managers who ac- 
counted for a third of Ghelco's 90 em- 
ployees, the factory is working again. 

Ghelco is just one of 130 Argentine 
companies that over the past four years 
have risen from the ashes of bankruptcy 
under employee management. Together 
they provide around 10,000 jobs-not to 
be sniffed at in a country where one in 
five is unemployed. They are a small 
part of the explanation for the surprising 
resilience of Argentina's economy and 
social fabric, after its December deval- 
uation and debt default. But their exis- 
tence is also testament to the erosion of 
property rights that in the long run may 
make Argentina's recovery harder. 

Most of the worker-controlled firms 
are merely scraping along. IMPA, a man- 
ufacturer of aluminium containers, has 
retained 147 staff, although it could func- 
tion with 90, admits Eduardo Murrua, 
the production manager. *We have 
shared out what we don't have in soli- 
darity," he says. The workers have re- 
sponded with improved productivity 


Politics in Canada 


Separatists slide 


MONTREAL 
Bad times for the Parti Québécois 


N CANADA'S parliamentary system, tra- 
dition dictates that governments, both 
federal and provincial, let voters judge 
their performance every four years at 
most. An administration that waits until its 
fifth year to call an election is automati- 
cally considered to be in trouble. So it is in 
Quebec, which might normally have held 
a provincial election this autumn. But 
things have gone badly for the province's 
Parti Québécois (PQ) government-and 
they are not getting any better. 
On October 28th, Bernard Landry, Que- 
bec's premier, lost his sixth cabinet mem- 


and innovations such as switching to 
scrap as a raw material, reducing costs 
by 40%. Ghelco, with monthly sales of 
only 200,000 pesos ($56,000) stopped 
paying wages for a while. Now, it pays 
190 pesos a week—well above the aver- 
age wage. Everyone receives the same 
amount, including the new managers 
being trained by Luis Caro, a lawyer 
who is advising the workers. 

He argues that the system helps credi- 
tors as well as workers, since keeping the 
factory open stops machinery deteriorat- 
ing or being vandalised. It also ensures 
that standing charges, such as property 
taxes, are paid. If and when the courts 
decide to put the plant on the market, all 
of this would ensure a better price. 

This cuts little ice with the banks, 
which generally advocate winding up 
the company and selling its assets to re- 
cover what they can. But rather than 
bankers, Argentina's judges usually 
prefer to side with workers who would 
otherwise become unemployed. 
Worker-operated factories have also be- 
gun to attract support from President 
Eduardo Duhalde's government, and its 
provincial counterparts. If all this 
smacks of past revolutions, from Bolshe- 
vik Petrograd in 1917 to "Red Clydeside" 
in Britain in the 1970s, that might be mis- 
leading. "This movement doesn't 
threaten capitalist companies," says Mr 
Murrua. “We are simply taking over 
companies that don't work." 


ber in less than a year—and the fourth to 
quit in a huff. Paul Bégin, the justice minis- 
ter, walked out when Mr Landry overrode 
him to call in a mediator to settle a labour 
dispute with the province's prosecutors. In 
his farewell speech, Mr Bégin lambasted 
Mr Landry for not doing enough to pro- 
mote the PQ's raison d'étre: the secession 
of Quebec from Canada. The premier's re- 
luctance to hold another referendum on 
the issue “is a good way to kill an idea we 
say we want to sell", said Mr Bégin. 

Such chastising is hardly new for a PQ 
premier: Lucien Bouchard, Mr Landry's 
predecessor, quit after similar sniping 
from the ranks, as did the party's founder, 
René Lévesque in 1985. Mr Landry, how- 
ever, has impeccable separatist creden- 
tials. He did not expect attack on this sub- 
ject so soon, or from such a senior 
colleague as Mr Bégin. 

True, Mr Landry has shown restraint in 
selling secession. He has resisted pressure 
to use public money for a pro-sovereignty 
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Dumont: nationalism without secession 


propaganda campaign. The subject was 
barely mentioned in an "action plan" 
rolled out on November 7th; this focuses 
on jobs, health care and poverty. On the 
"national question", Mr Landry has stuck 
to gestures, renaming provincial parks 
"parcs nationaux". Earlier this year, he 
launched a “1,000-day countdown” to a 
referendum-but it would be held only if 
“winning conditions" were in place. 

His soft-pedalling chimes with the vot- 
ers’ mood: polls show that 40% of them 
might say they support an independent 
Quebec, but 65% do not want another ref- 
erendum. PỌ militants have other ideas: 
they are pushing for the sacking of three 
other ministers seen as lukewarm on the 
issue. This all adds to the impression that 
the government, and even the Po itself, are 
unravelling. Mr Landry boasts that the 
economy is robust, social provision is in- 
creasing and unemployment is the “low- 
est ever". Yet his party languishes at 25% in 
the polls, its lowest level for 15 years. It 
trails not just the federalist Liberals, with 
whom it has alternated in power since 
1970, but also Action Démocratique du 
Québec (ADQ), a new party with only five 
of the 125 seats in the legislature. 

The ADQ is nationalist but not seces- 
sionist; indeed, one of its main policies is a 
moratorium on referendums on the issue. 
This yearithas surged in the polls, drawing 
off many voters who backed the Po in the 
past two provincial elections. Mr Landry's 
besthopeisthatasthe ADQ’s platform of a 
flat income tax, privatised health care and 
smaller government is scrutinised more 
closely, voters will reject it. That may al- 
ready be happening: a recent poll found a 
small decline in support for the AD o, and 
a larger one in the popularity of its youth- 
ful leader, Mario Dumont. But even if Mr 
Dumont's fortunes continue to wane, Mr 
Landry's will not necessarily rise. And he 
can only put off an election so long. m 





Saudi Arabia's blinking yellow light 


CAIRO 


Prince Saud manages to tell George Bush yes and no and maybe 


HE essence of diplomacy is to signal 

left when you plan to turn right. But as 
pressure mounts in the Gulf, Saudi Arabia, 
which crucially backed America in the 
1991 Gulf war against Iraq, and again in Af- 
ghanistan, appears to be signalling two 
ways at once and going nowhere. 

Last week the kingdom's dapper for- 
eign minister, Prince Saud al-Faisal, said 
that his government would co-operate 
with the UN Security Council if it decides 
to act, but “not to the extent of using facili- 
ties in [Saudi Arabia]". That seemed to 
mark an important shift. Only in Septem- 
ber, hints from Saudi Arabia that it might 
join an American attack prompted Sad- 
dam Hussein to declare that he would, af- 
ter all, accept the UN weapons inspectors. 

While American officials hastened to 
downplay the apparent hardening of 
Saudi attitudes, Iraq thanked the kingdom 
for its “Arab solidarity". Saudi and other 
Arab commentators also cheered. But 
then, Prince Saud changed tack again. The 
kingdom, he said, would decide the level 
of its co-operation with the UN “when the 
time comes." The implication was that the 
door to American forces remains, if not 
wide open, then at least slightly ajar. 

If true, this will be a relief to America's 
military planners, who had hoped to use 
the elaborate command-and-control cen- 
tre America runs at an airbase south of Ri- 
yadh. The Saudi flip-flop may also smooth 
the feathers of Washington's hawks, many 


of whom hold the Al Saud family morally 
responsible, if not criminally culpable, for 
its failure to prevent some of its subjects 
from joining Osama bin Laden's jihad. 
Saudi reluctance to bash Iraq has been 
seen, by impatient Americans, as further 
evidence of perfidy by a country that may 
once have been saved from a predatory 
Iraq by American troops. 

Yet Prince Saud's blinking yellow light 
signalled that many Saudis are no less im- 
patient. And even absolute rulers have to 
take public opinion into account, espe- 
cially when it takes the form of a growing 
and widely shared hostility to America. 
Expressing the general mood, a column in 
the daily Okaz newspaper went so far as to 
condemn Washington for pursuing "racist 
and Nazi-like policies that appeal to the 
cowboy president George W. Bush." 

Prince Saud himself recently cautioned 
against what he called the attempt by 
some in the West to turn the war on terror 
into a form of unilateral hegemony. This, 
he said, would only fuel extremism, and 
therefore conflicted with everyone's inter- 
est, not just the Arabs’. Dawud al-Shiryan, 
a columnist, considered a Riyadh insider, 
explains that America's demands, which 
include changing the Saudi religious curri- 
culum and crushing fundamentalists as 
wellas fighting Iraq, are simply impossible 
given the kingdom's domestic state. “Rela- 
tions between the ruling family and the re- 
ligious establishment are already tense," 
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he said. “Any further pressure could spark 
turmoil." 

Domestic reactions aside, the Saudis 
have reason to believe that toppling Mr 
Hussein is not really in their interest, any- 
way. The kingdom has struggled with 
soaring unemployment and falling stan- 
dards of living even as oil prices have re- 
mained high. The gush of oil likely to spew 
from a “liberated” Iraq—the only country 
whose reserves even begin to rival Saudi 
Arabia’s—could prove devastating. More- 
over, a pluralistic, pro-western Iraq, 
should such a utopia ever come into being, 
would prove a challenge not just to Saudi 
autocracy but also to the kingdom’s domi- 
nant strategic position. 

Given that nothing would make the Al 
Sauds more popular at home than to expel 
the 5,000 American troops already there, 
why don’t they do so? For one thing, this 
would mean complying with one of 
Osama bin Laden’s key demands. For an- 
other, annoying as it is to see tiny rivals, 
such as Qatar, flirt with America by offer- 
ing the Pentagon unfettered access to 
bases, it might be even more annoying for 
Saudi Arabia to be ignored altogether. 

Calmer Saudis recall that relations with 
America have weathered turbulence be- 
fore, and that the alliance has generally 
proved a stabilising factor. Stability is 
needed just now, with the kingdom on the 
verge of a succession crisis. King Fahd, 
aged 81, is virtually on his deathbed. His 
half-brother, Crown Prince Abdullah, is an 
able stand-in, but almost as old. King 
Fahd’s full brothers, who are considered 
third and fourth in line, are less popular, 
and fear that Prince Abdullah may soon be 
able to exercise his right as king to skip 
them and appoint a younger heir. The con- 
sequence is pressure on the regime to 
please everyone, be they religious radicals 
at home or powerful friends abroad. 





The UN's Iraqi resolution 


Disarming 


Putting it to a vote, at last 


HIS, says the resolution that the United 

States was planning to put to a vote in 
the United Nations Security Council by 
November 8th, is Iraq's "final opportu- 
nity" to rid itself of its weapons of mass 
destruction. Two months of intense wran- 
gling that opened with George Bush's chal- 
lenge to the UN on September 12th to en- 
force its past resolutions on Iraq, or else, 
have produced a carefully worded com- 
promise that lifts the immediate threat of 
American military action, but imposes a 
toughened inspection regime on Iraq. And 
if Saddam Hussein balks? Then the coun- 
cil would immediately convene, having 
this week again reminded Iraq that further 
violation of its obligations will result in 
"serious consequences". 

But first, the resolution has to pass. 
America and Britain, its co-sponsors, 
needed at least nine votes from among the 
council’s 15 members, but a veto from any 
one of the five permanent ones (the other 
three being France, Russia and China) 
would kill it. France had originally stuck 
out for two resolutions: one to demand 
that Iraq disarm, and a second, if it failed to 
comply, to decide what should be done. 

It appears to have settled instead for a 
“two-stage” process. The council will in- 
deed have a chance to respond to any Iraqi 
obstruction, but if it dithers, neither Amer- 
ica nor anyone else is obliged to wait for its 
formal go-ahead before force can be used. 
And what of Russia and China? This week 
Iraq seemed to be softening its rejection of 
toughened inspections, suggesting that at 
worst what it calls its two "allies" might 
abstain and let the resolution through. 

Assuming it is adopted without more 
than minor fiddles, the clock will start run- 
ning for Iraq. Within seven days it must ac- 
cept the terms of the resolution, and with- 
in 30 days provide inspectors with an 
"accurate, full and complete" declaration 
of all aspects of its chemical, biological 
and nuclear weapons work, its missiles 
and other delivery systems, as well as any 
chemical, biological or nuclear work that it 
claims is not for weapons purposes. 

Inspectors will also have their work cut 
out. They are to resume inspections within 
45 days of the resolution's adoption 
(though initial inspections could start in 
half that time if Iraq co-operates) and, if all 
goes well, make an initial report to the 
council 60 days after that. 

The inspectors are to have “immediate, 
unimpeded, unconditional, and unre- 
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Bidding for blood money 


BAGHDAD 


But even the auctioneers, who thrive on misfortune, are having hard times 


66 E RELEASED even murderers,” 

boasted Saddam Hussein as he 
unlocked his jails. Prisoners cheered, but 
so too did Baghdad's auctioneers. Under 
the terms of the amnesty on October 
20th, debtors got a month to satisfy their 
creditors, and murderers got the same 
time to buy off their victims' families 
with blood money. If they fail, they face 
being hauled back to jail. 

Desperate convicts have had no op- 
tion but to rush their last chattel to auc- 
tion. The country's auctioneers thrive on 
others' misfortune and, fortunately for 
them, there has been plenty of that. In 
the 1940s, Haji Nazar was flogging goods 
on the pavements of Baghdad's old Jew- 
ish quarter, when thousands of Jews 
abandoned their city and possessions 
for Israel. Today his grandsons run ware- 
houses all over the capital, trading in fur- 
niture left behind by the estimated 2m 





Well, let the next baby walk 


stricted access" to anywhere and anyone 
in order to carry out their work. They will 
also have the right to bring people they 
want to interview out of Iraq (including 
family members) if they so choose; in the 
past witnesses have been intimidated by 
Iraqi minders. If the inspectors spot any- 
thing suspicious, they can demand that all 
ground and air traffic be halted in the vi- 
cinity—a way of trying to pin down Iraq's 
suspected mobile germ labs and of avoid- 
ing the shell game played last time, when 
inspectors would arrive at the front en- 
trance of some factory, only to find trucks 
pulling away at the back. Any violation of 
the rules goes straightto the council. 

What more could the inspectors want? 
Their chairman, Hans Blix, has repeatedly 
made clear that their best weapon in dis- 
arming Iraq would be strong and unani- 





Iraqis who have fled since Iraq's 1991 de- 
feat. If only, wish Iraqis, the Nazars 
could run out of tragedies. 

But now even the Nazars wonder 
whether the good times have come to an 
end. After Iraq's invasion of Kuwait, auc- 
tion houses grew ten-fold along the 
banks of the Tigris: in a matter of 
months, Baghdad's six salerooms had 
mushroomed to 60. But the Kuwaiti loot 
has long since dried up, and ration cards 
mean that Iraqis no longer have to sell to 
survive. Since the introduction of the 
uN’s oil-for-food deal in 1996, over half 
of Baghdad's auctions have closed. 

With Iraqis now scrimping and sav- 
ing for an American attack, their minds 
are far from luxuries. At Baghdadi 
House, the capital's best auction for car- 
pets, punters bid down rather than up. A 
full-size Tabriz carpet starts trading at 
$70, and falls to $50. The auctioneer, Adil 
Baghdadi, lifts his hammer hopefully. 
But even at that price the carpet would 
cost almost half a bureaucrat's annual 
salary. Window-shoppers, snarls Mr 
Baghdadi, and closes the bidding. 

In Mansour, a chic suburb, the auc- 
tion ends early. A schoolteacher fails to 
sell his decrepit washing-machine, but 
has no money to transport it home. Auc- 
tioneers blame the failing supply. Deal- 
ers from the bazaars of Istanbul and the 
Caucasus, not to mention diplomats and 
visiting journalists, have long since 
stripped Iraq's former middle class of its 
riches. Now people, including those des- 
perate once-and-perhaps-future prison- 
ers, are trying, and often failing, to hawk 
their few last treasures. 


mous backing from the Security Council. 
If Russia or others do keep quibbling or ab- 
stain, Iraq may be more tempted to resist. 
Previous inspections came to grief as the 
regime learned how to hide its weapons 
and to calibrate its obstruction in ways that 
avoided retribution from an increasingly 
divided council. 

But this time Iraq would start off at a 
disadvantage in two ways. Its claim to 
haveno weapons of mass destruction con- 
tradicts both previous UN inspection re- 
ports and western intelligence assess- 
ments (not just America's). And this time 
America has made clear that, while it is 
prepared to work through the Security 
Council to disarm Iraq, it will not be hob- 
bled if the council backs down. In other 
words, blocking the inspectors would this 
time bring swiftretribution. m 





Yemen and the war on terrorism 


No holds barred 


The CIA's assassination of an al-Qaeda 
leader in Yemen signals a new era 


HE Central Intelligence Agency's assas- 

sination of a group of al-Qaeda sus- 
pects in Yemen shifts the war on terrorism 
into a new gear. Until now America has 
stopped short of open military action 
against Islamist militants in the Arab 
world: it has provided information and 
training, but left the implementation to 
Arab governments. No longer. 

On November 3rd, a CIA unmanned 
Predator aircraft fired a missile at a car in 
the desert in remote north-western Ye- 
men, killing the six people inside, includ- 
ing Qaed Salim Sinan al-Harithi, a former 
bodyguard of Osama bin Laden whois be- 
lieved to have been one of the al-Qaeda 
leader's top lieutenants. Suspected of in- 
volvement in the attack on the uss Cole in 
Aden two years ago, Mr al-Harithi had 
been on the run since then, sheltering in 
Yemen's rugged countryside, helped by 
the tribes who sympathised with his aims. 
In December, the Yemeni government, 
thinking it had him cornered in a remote 
village, sent a large force to surround him. 
But local tribesmen opened fire, 25 people 
were killed, most of them government sol- 
diers, and Mr al-Harithi escaped. 

President Ali Abdullah Saleh's regime 
has been walking a tightrope between the 
Americans, determined to pursue their 
foes, and its own tribal leaders, who back 
the government but give those foes refuge. 
Last month, a French tanker, the Limburg, 
was attacked in a similar way to the Cole. 
Yemen's wild border region is a natural 
home for al-Qaeda, whose members 
smuggle weapons into Saudi Arabia. 

Even the security services are said to be 
penetrated by Mr bin Laden's supporters. 
A man said to have close links to Yemeni 
intelligence, and alleged to have been 
bugged talking to an al-Qaeda cell, re- 
cently “vanished” from Cairo. The Egyp- 
tians say he left on a "private American 
plane" for Azerbaijan, where he is pre- 
sumed to be under interrogation. 

The Yemeni government, recognising 
the danger it is in, signed up to America's 
war on terror. It invited in nearly 100 
American special forces to train its troops 
in counter-terrorist operations, and it has 
made over 200 arrests in the past year, 
holding dozens of al-Qaeda suspects with- 
out trial. It has installed computer tracking 
systems at its ports and airports, and 
closed down several Islamist schools. But 
it has not allowed American combat 
troops to operate on its territory. 


CE X DET LES ed IE ERI IC ee odias i n8 coo TTE 
November gti 2002, 70000 COUR i ee 


The CIA drone was operating from Dji- 
bouti, a tiny city-state across the Red Sea 
from Yemen. France, Djibouti’s former co- 
lonial ruler, still maintains a base in the ter- 
ritory, and America is now in the process 
of installing a force of 800 special-opera- 
tions troops. A 400-strong contingent of 
marines is also on its way to set up a com- 
mand and control centre for operations in 
Yemen and the Horn of Africa. 

The Americans claim that, in recent 
months, they have passed information to 
the Yemenis, only to wait days before ac- 
tion was taken—by which time the sus- 
pects had moved. On this occasion, with 
the Yemeni government’s acquiescence, 
they decided to cut out the middle man. 

Will Yemen’s sanctioning of an Ameri- 
can attack topple the regime off its tight- 
rope? Perhaps not this time, but it sets an 
uneasy precedent. The Americans have 
used unmanned aircraft to target, or at- 
tempt to target, their enemies in Afghani- 
stan, but not until now in the Arab world. 
The Arabs will certainly draw a parallel 
with Israel’s assassination techniques. For 
fear of reprisal, the Americans this week 
closed their embassy in Sanaa to the pub- 
lic. The attack achieved its object, but it sig- 
nals an unpredictable era. 8 


Israeli politics 
On along 
campaign trail 


JERUSALEM 
Meanwhile, three perilous months 
with a lame-duck government 


RENETIC electioneering is Israel's fate 

for the next three months. An election 
has been set for January, to be preceded by 
primaries in the two main parties: Labour 
on November 19th and Likud soon after- 
wards. To compound the tumult, Binya- 
min Netanyahu will be serving as foreign 
minister under the prime minister he pro- 
poses to dislodge, Ariel Sharon. 

Mr Sharon intended none of this when 
Labour walked out of his 20-month-old 
national unity government last week. He 
expected to be able to cobble together a 
narrow-based coalition, and offered the 
troublesome Mr Netanyahu the foreign 
ministry in an ostensibly magnanimous 
gesture that he was confident would be re- 
jected. But his plans unravelled when the 
ultra-rightist National Union-Yisrael Bei- 
tenu block, with its pivotal seven Knesset 
seats, spurned his overtures. 

Mr Sharon moved swiftly and ele- 
gantly, informing the president early on 
November 5th that he no longer had a 
workable majority and requesting the dis- 
solution of parliament and elections with- 
in 90 days. He blundered, though, by then 
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Lame-hawk duo: Sharon and Netanyahu 


publicly reissuing his invitation to Mr Net- 
anyahu to join the lame-duck government. 
Mr Netanyahu promptly accepted. A mas- 
ter of the media, he will be sure to squeeze 
every second of air-time out of the high- 
profile portfolio that has fallen into his lap. 

Will the appointment of two avowed 
hardliners, Mr Netanyahu and Shaul Mo- 
faz, to the foreign and defence ministries 
mean an immediate hardening of policy? 
Mr Mofaz says he will carry on building 
the "security fence" which is intended 
eventually to separate the West Bank from 
Israel and is opposed by Jewish settlers 
and their political allies. Mr Netanyahu, 
who has often demanded the forcible de- 
portation of Yasser Arafat , says he and Mr 
Sharon have "compromised". Yet he also 
observed in a television interview that 
"He [Mr Sharon] would like to deport Ara- 
fat, too. The time will come." 

Mr Netanyahu went on to suggest that a 
"convenient time might be together with 
theremoval of Saddam Hussein." This will 
inevitably fuel apprehensive speculation 
over the transition government's possible 
reactions if an Iraqi war breaks out on its 
watch, or if Israel suffers from a huge terror 
attack. At the very least, the election period 
will freeze the current desultory Ameri- 
can-led diplomacy, designed to end the in- 
tifada and lay out a "road map" to peace. 
This road map, says Mr Netanyahu, is not 
now "on the agenda". 

Mr Sharon's campaign watchword is 
"responsibility". He plans to project him- 
self as the sober national leader who has 
enjoyed the support of the Americans and 
of middle-of-the-road Israelis. He point- 
edly explained that he had rejected the far- 
right's conditions for joining his govern- 
ment because they would have jeopar- 
dised relations with America. He makes it 
clear that, if re-elected, he will try to recon- 
stitute the alliance with Labour. 


Mr Netanyahu seems to be shifting his »» 





> focus to the economic arena, at least for the 
leadership contest. A government report 
published this week found one in five Is- 
raelis living in poverty. Among them are 
many Likud supporters, and voters for the 
religious-revivalist Shas Party whom the 
Likud hopes to woo. Mr Netanyahu says 
he can convince people that his brand of 
aggressive Thatcherism can bring them 
palpable improvement. 

The pollsters say the Sharon-Netanya- 
hu race is close, though Mr Sharon may 
have a lead. They predict that whoever 
wins will lead Likud to victory over La- 
bour, regardless of who wins the Labour 
leadership primary. In the general election 
Israel will be reverting to a one-ballot sys- 
tem in which the voter chooses a party, 


and the leader of the largest party gets first 


crack at forming a government. In the past 


three elections, voters cast two ballots: for 
a party and for prime minister. 

Binyamin Ben-Eliezer, who led the La- 
bour Party out of the government, hopes 
the secession will improve his own pros- 
pects of fending off his two doveish chal- 
lengers, Amram Mitzna, the mayor of 
Haifa, and Haim Ramon, a former interior 
minister. They had both urged secession, 
and now argue that it was left too late. If 
the middle-of-the-road Mr Ben-Eliezer can 
hold on, there may be less of a haemor- 
rhage of Labour voters to Likud. But La- 
bour would probably still be unable to 
form a coalition, because parties once of 
the centre are now firmly of theright. 8 





War in Liberia 


The forgotten conflict 


MONROVIA 


Liberia's anarchy spills over frontiers, but the worst sufferers are the Liberians 


TIS not much of a border. Passports and 

visas are unheard of, and the soldiers on 
duty are too busy rinsing their clothes to 
notice passing migrants. Strong currents 
and crocodiles are the only obstacles to 
crossing the Mano river, which marks part 
of the frontier between Liberia and Sierra 
Leone. But both can be eluded for eight 
American cents, the cost of a canoe ride. 

The people who live round here prefer 
their borders porous; it makes it easier to 
flee the civil wars that curse this neck of 
West Africa. At the height of Sierra Leone's 
bloodletting, thousands of Sierra Leon- 
eans escaped into Liberia. Now, with Libe- 
riain flames, the traffic is in the opposite di- 
rection: 50,000 refugees so far this year. 

The village of Gbaa, in Sierra Leone, a 
short hike from the border, was swamped. 
“We had people sleeping under every 
porch,” says Musa Sesay, a village elder. 
The influx drained grain supplies, causing 
hardship to the locals. But they were 
happy to share their scanty food because, 
as Mr Sesay stresses, “They did the same 
for us when we were fleeing our own 
war.” The local headmaster, who already 
has nine offspring of his own, is fostering 
five Liberian children. 

Leaky borders are good for refugees, 
but have their disadvantages. A war in one 
country spills into the neighbours. Charles 
Taylor, Liberia’s elected tyrant, was ac- 
cused of arming the Revolutionary United 
Front (RUF), the rebels who once terrorised 
Sierra Leone. He also allegedly had links 
with rebels in Guinea, and with Côte 
d’Ivoire’s Robert Guei, killed in a recent 
coup attempt. Now, he faces his own insur- 
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gency, backed, he says, by outsiders, in- 
cluding Guinea. (Guinea denies it.) 

Since 1999, rebels calling themselves 
Liberians United for Reconciliation and 
Democracy (LURD) have been fighting to 
oust Mr Taylor. It's brutal: both the rebels 
and Mr Taylor's men criss-cross the border 
with Sierra Leone to encircle their oppo- 
nents, steal food, abduct slaves or simply 
desert. In May, the rebels almost reached 
the capital, Monrovia. Mr Taylor's soldiers 
pushed them back to their northern base, 
but in the past few days a counter-offen- 
sive seems to have begun. 

The UN has tried to isolate Mr Taylor's 
regime, imposing sanctions last year to 
punish him for supporting the RUF. Mr 
Taylor and his cronies are barred from trav- 
elling, buying weapons and selling dia- 
monds. But the country’s borders make 
smuggling easy: the UN says that 200 
tonnes of arms were flown from Belgrade 
into Liberia between June and August this 
year. Gems are even easier to smuggle. 

Sierra Leone held elections in May and 










most people agree that the RUF is spent as 
a military force. Mr Taylor's government 
therefore argues that sanctions should be 
lifted. It needs money and arms, it says, to 
fight a war against terrorists, as it not inac- 
curately labels the LURD. Next week, the 
Security Council will review the embargo. 

If the arms ban remains, as it should, 
the UN could show itself more even- 
handed by applying it vigorously to both 
sides, and pushing harder for peace. Since 
the diamond trade fuels the fighting, the 
ban on sales should also remain until a 
proper certification system is set up. Rep- 
utable diamond traders are, in any case, 
shying away from war gems: the main dia- 
mond-dealing countries signed an agree- 
ment this week to curb the illicit trade. 

Mr Taylor blames sanctions for making 
life squalid for his people. But Liberia's si- 
lent humanitarian disaster owes more to 
war and misgovernment. Soldiers from 
both sides pay themselves with whatever 
they can grab, and the army is accused of 
shooting anything that moves in areas for- 
merly held by the rebels. According to the 
UN, at least 375,000 Liberians have fled 
their homes, out of a population of 3m. 

In Monrovia, most of the buildings de- 
stroyed during a previous civil war, in the 
early 1990s, are still in ruins. Government 
schools and hospitals stopped functioning 
long ago, and will not revive any time 
soon, not least because half the state bud- 
get is spent on defence. Agriculture has 
been blasted, and imported food is too 
costly for most. A bag of rice costs $21in the 
city, which would be four months' wages 
for a civil servant, if he had been paid, 
which he probably hasn't been for over a 
year. Dissidents are routinely arrested and 
beaten —many have left the country. 

Belatedly, the outside world is showing 
more interest. In September, an "interna- 
tional contact group" for Liberia was 
formed, bringing together America, Brit- 
ain, France and several African govern- 
ments, to help mediate between Mr Taylor 
and the LURD. Both sides say they are will- 
ing to talk, but the fighting continues. Out- 
siders may be more concerned with re- 
building Sierra Leone and preventing Cóte 
d'Ivoire from unravelling. But both tasks 
would be easier if this small country with 
leaky borders were less anarchic. m 





Taylor's finger in every pie 
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A New Swedish Model 
of Consumer Choice 


in Healthcare 
by Johan Hjertqvist 


uropean governments have struggled to 

combine their traditional ethos of equity 

in healthcare with the demands of a 
more sophisticated, consumer-driven society. 
Few expected that their inspiration for reform 
might come from Sweden. Yet this country, 
known for its deeply-rooted belief in the welfare 
state, has changed as it has come under pressure 
from both patients and health service workers. 

The shift from a healthcare system 
characterised by public service monopoly, 
hierarchy, and top-down attitudes to one having 
diverse providers, networks, and consumer 
power has been most striking in Stockholm. 
But all over Sweden, consumers have gained 
access to a healthcare market which allows 
individuals to use public funding for treatment 
throughout the country. The number of 
contracted private healthcare providers has 
risen, reflecting consumer choice and the 
apparent preference of many young doctors 
and nurses to work for private contractors. 

Stockholm's revolutionary approach — public 
funding, public-private co-operation, and freedom 
of choice — has begun attracting international 
attention. National and regional officials in states 
such as Canada, Norway, the Netherlands, 
Germany, Japan and the UK have all begun 
visiting Stockholm to analyse the outcomes. 

The most striking consequence so far has 
been the British government's recent decision 
to modify its National Health Service, long the 
untouchable ‘sacred cow’ of UK politics. The 
NHS is slowly being reformed from a 
monopolistic and bureaucratic entity into a 
more decentralised agency with greater 
consumer focus. Most important, it is becoming 
more efficient in delivering health services. 





A world of ideas on public policy. 


Much of New Labour’s plan will have a 
familiar ring to Stockholmers. Waiting periods 
for treatment are to be reduced to three months 
at most (equivalent to those in the Stockholm 
region), though not until 2008. ‘Perverse 
incentives’ within the NHS are to be replaced 
with constructive ones. Hospitals are to be paid 
for what they actually deliver — as is the case 


The new Swedish model — 
consumer-driven, and 
incorporating positive 
economic incentives — is 
the future of healthcare 


with Stockholm's Diagnosis Related Groups 
(DRG) system (which is itself akin to that of the 
U.S. Medicare programme). The DRG system 
allocates a price to every diagnosis or treatment 
and only compensates hospitals once the service 
has been delivered. In Stockholm, this step has 
dramatically reduced waiting lists. British 
patients will be able to choose freely among 
healthcare providers, in order to reduce waiting 
times and improve quality. As in Stockholm, 
healthcare authorities will be required to inform 
people of the options available to them. To 
strengthen freedom of choice and expand 
supply, publicly-funded private care providers 
are to be contracted, as in the Stockholm County 
Council (Sweden's elected regional authority 
responsible for funding and delivery of health 
services). Independent hospitals are also to be 
introduced under NHS auspices, as is already 
the case in Stockholm. 

With this combination of decentralisation, 
consumer influence, and productivity incentives, 
the UK Government hopes to remould the NHS. 
But the Stockholm County Council is not the only 


source of inspiration. Elements of Sweden's 
national model are now also being exported. 
Local authorities, for example, are to be made 
financially responsible for so-called ‘bed- 
blockers' (elderly patients who remain in hospital 
beds longer than is medically necessary because 
they do not have access to long-term care). 
Budgeting responsibility is to be moved down to 
Primary Care Trusts, freestanding bodies within 
the NHS responsible for commissioning and 
providing community healthcare services. These 
Trusts will in future control 75 percent of all 
NHS funding allocations, along the same lines as 
Swedish County Councils. 

British Prime Minister Tony Blairs NHS 
advisers are taking a pragmatic view of 
developments in Stockholm and other reformist 
county councils. As they see it, public healthcare 
cannot stand still in a changing world. 

The UK and Sweden are not the only 
countries struggling with these problems. The 
challenge to reform healthcare is universal. 
Other Scandinavian countries such as Norway, 
Denmark, and Finland could also benefit from 
the Stockholm approach. Basic financial 
incentives and options for workers to start 
their own businesses could revolutionise the 
delivery of healthcare in eastern Europe, and 
Sweden's independent hospitals are already 
attracting interest in the Netherlands and 
Germany. In future, healthcare consumers in 
the developed world will become less and less 
tolerant of long waiting lists, inadequate 
information, and lack of influence. 

The new Swedish model - consumer- 
driven, and incorporating positive economic 
incentives — is the future of healthcare. 
Governments neglect it at their peril. 

Johan Hjertqvist is Director of the Timbro Health 
Policy Unit. Timbro (www.timbro.com) is a free- 


market think tank based in Stockholm, Sweden. 
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Turkey's election 


Erdogan triumphs—with plenty of help 


from his enemies 


ANKARA 


A victorious party with Islamic roots says it will respect Turkey's secularism—and 
the highly secular generals say they will respect the voters' wishes 


HE political landscape is unrecognis- 

able. In Turkey's general election on 
November 3rd, for the first time in 15 years 
one party seized an absolute majority: the 
conservative Justice and Development 
Party (AKP) led by Recep Tayyip Erdogan. 
And itis a party which, though non-Islam- 
ist, has clear Islamic roots. But above all it 
was seen as a clean party (its Turkish ini- 
tials, A and K, spell ak, white or clean). A 
wave of hope has swept a nation long hos- 
tage to economic mismanagement, repres- 
sive laws and corrupt politicians. 

The old gang were punished brutally. 
None of the parties in Bulent Ecevit's three- 
way coalition won the minimum 10% of 
the national vote needed to win seats. Not 
before time, the ageing and ailing Mr Ecev- 
it, whose Democratic Left scored only just 
over 1%, is quitting politics. So are his allies, 
Mesut Yilmaz, the sleaze-spattered leader 
of the centre-right Motherland Party, and 
Devlet Bahceli, the nationalist leader. Tan- 
su Ciller, an undistinguished former prime 
minister, is going too, though her True Path 
party, not being in government, almost 
scraped over the threshold. 

This voluntary exodus itself is new: 
normally, Turkish politicians hang on, 
however badly they fare at the ballot box. 
Such a survivor is Deniz Baykal. His secu- 
larist Republican People's Party had no 
members in the outgoing parliament, but 


this time took 19% of the vote and 179 
seats—thanks less to him than to the highly 
popular former economy minister, Kemal 
Dervis, who chose to stand on his party's 
ticket, and whose presence had indeed 
been expected to push its score above 19%. 
Nine independents got in too, thanks to 
their fortunes and local power bases; one 
is on Interpol's list of most wanted crimi- 
nals. But another tycoon, Cem Uzan, who 
had been expected to make a biggish 
splash, made only a smallish one, not 
enough to bring his Young Party over the 
threshold. 

Goodbye to the old guard was just 
what millions of Turks wanted. And Mr Er- 
dogan's party, never before in national 
power, was the gainer. It won 34% of the 
vote. And, since the 10% rule left parties 
that had jointly won nearly half the vote 
(including the only one that spoke for the 
Kurds) with no seats at all, that meant 363 
members. With these 363 (13 of them 
women, none of whom habitually wears 
the Islamic headscarf) the axe is just four 
short of the 367 plurality needed to rewrite 
the constitution drawn up by the generals 
when they last seized power, in 1980. Mr 
Erdogan has suffered directly from it. He 
came to prominence in the mid-1990s as a 
respected Istanbul mayor, but was then 
convicted for trying to stir religious hatred 
by reciting a poem that could be twisted 
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into evidence that way. He lost his mayor- 
alty and was jailed for some months. 

That conviction cost him his right to 
stand for election, and now- at least until 
the ban on him arguably expires early next 
year—to become prime minister: that post 
can go only to a member of parliament. So 
he has been looking for the man for the 
job. Some stooge, that is? No, he said, ad- 
mitting frankly that this was what people 
might think; Turkey needed a strong prime 
minister. Who? A name is expected to 
emerge after a meeting of AKP parliamen- 
tarians on Sunday. 

But Mr Erdogan is already behaving like 
a prime minister and being courted as 
such by foreign leaders. Within hours of 
victory he declared that the new govern- 
ment would accelerate Turkey’s drive for 
European Union membership. He has said 
Turkey will stick largely to its deal with the 
IMF, which in the past two years has prom- 
ised it some $16 billion (and disbursed a 
good deal of that). At home misgivings 
among secular Turks over Mr Erdogan's Is- 
lamic past have been a bit allayed by his 
pledges not to interfere with their lifestyle. 
An end to the ban on headscarves in gov- 
ernment offices and schools may come, 
but it will not be a priority, he says. 

Buoyed by such talk, the Istanbul stock- 
market picked up sharply, and the battered 
lira began to recover. Already, the business 
elite and mainstream media are likening 
"Tayyip", as he is often called, to the late 
Turgut Ozal, the visionary who as prime 
minister liberalised the economy in the 
1980s. Mr Baykal has promised to co-oper- 
ate with the new government on such is- 
sues, and has conceded that the political 
bans on Mr Erdogan must be lifted. 

The best news, arguably, came from 
Washington, where the visiting chief of >» 











> Turkey's fiercely pro-secular armed forces, 
General Hilmi Ozkok, accepting that Mr Er- 
dogan enjoyed the support of the Turkish 
people, said that their will should be re- 
spected~a striking change from the hawk- 
ish tirades of some of his predecessors 
(General Ozkok came to his post in only 
August). Itis only five years since the gener- 
als squeezed out Turkey’s first Islamic-led 
government in 1997 amid flimsy claims 
that it was seeking to impose religious rule. 
They vowed to keep up the fight against Is- 
lamic fundamentalists (and in their eyes 
Mr Erdogan was one) “for a thousand 
years if need be.” 

Today’s generals could yet be provoked 
into action if Mr Erdogan were to try to 
steer Turkey from the westward-looking 
course set out for it by Kemal Ataturk some 
75 years ago. A good many secular Turks 
would not be too sorry at an army inter- 
vention in such circumstances; nor, what- 
ever they might say about democracy, 
would some western allies. But Mr Erdo- 
gan has said Turkey will stick to its secular 
path, and he looks keen to win the gener- 
als’ trust. “No one comes between us and 
the Turkish army,” he now declares. On 
their side, the generals might note that the 
only plainly fundamentalist party did mis- 
erably: the Felicity Party, with 2.5%. @ 





Russia's military reforms 


Progress amid 
chaos? 


MOSCOW 
There are signs that the Kremlin may at 
last start overhauling Russia’s army 


OULD the hostage crisis in a Moscow 

theatre two weeks ago have produced 
good news? Boris Nemtsov certainly 
thinks so. Three days after the rescue that 
killed not only most of the Chechen sepa- 
ratists but also around 120 of their hos- 
tages, President Vladimir Putin spoke of a 
new role for Russia’s army in the fight 
against terrorism. Some read that as a sign 
that he would step up the war in Chech- 
nya. But Mr Nemtsov, leader of the opposi- 
tion Union of Right Forces, thinks the op- 
posite: that by drawing attention to the 
army’s failure in Chechnya, Mr Putin will 
press the generals harder for a sorely- 
needed military reform. 

For the last ten years there has been 
endless talk about turning the massive 
armed forces, designed to give the Soviet 
Union its muscle against the West, into a 
smaller, more compact shape. Even the 
staunchest cold-war generals now accept 
that the shaky former Soviet republics in 
Central Asia or separatist rebels in Chech- 
nya are likely to pose more immediate pro- 
blems to Russia. 

But though its army has shrunk to 
around 1m-strong, less than half its Soviet 
size, and its budget (set to rise by another 
20% next year) has grown as Russia’s econ- 
omy has stabilised, it is still structured, 
trained and run to face the challenges of 
old, and itis still too poor. Equipment is de- 
crepit; there is not enough housing even 
for serving officers, never mind covering 
the entitlements for retirees; and salaries 
are pitiful. 

A general earns $400 a month, a colo- 
nel $200, and conscript soldiers get two or 
three dollars. Nearly half of military fam- 
ilies live below the official poverty line. 
Not surprisingly, many make a living on 
the side. In Chechnya, troops sell arms to 
the rebels they are supposed to be fighting 
(and get blown up by them). Over a hun- 
dred senior officers are being investigated 
for corruption and embezzlement. 

Nobody disputes that the army is in a 
sorry state; even the chief of staff, General 
Anatoly Kvashnin, said earlier this year 
that it was “post-critical”. The question is 
whatto do aboutit. A year ago Mr Putin de- 
lighted Mr Nemtsov's party and Yabloko, 
another opposition one, by approving a 
plan to create a professional army. The 
idea is to cut conscription gradually from 
two years to six months, selecting volun- 
tary recruits at the end of the training and 
keeping the restin the reserves. 


That the government and opposition 
both like this is no surprise, for it would be 
asure vote-winner. A mere 11% of draft-age 
men do their military service. Most of the 
rest get study deferrals or medical exemp- 
tions. But tens of thousands a year simply 
dodge the draft. Those it does catch are in- 
evitably the least-educated, most criminal, 
most drug-addicted ones; many are mal- 
nourished. Thousands later desert to es- 
cape the notorious initiation of dedovsh- 
china, a kind of "hazing", though that 
hardly describes beatings and torture so 
vicious that they kill or maim several hun- 
dred new recruits every year. 

A smaller, all-professional army, say its 
backers, would be better paid, better pre- 
pared and more motivated. Currently 
there are about 150,000 professional sol- 
diers on contracts earning $100-$130 a 
month. According to Isabelle Facon at the 
Foundation for Strategic Research, a think- 
tank in Paris, those who favour reform, in- 
cluding some generals, "are talking about a 
force of about 600,000-700,000" in the 
regular military. This excludes interior 
ministry troops, border guards and some 
other special services. 

The reform's opponents say it would 
cost too much. Their proof is the 76th Air- 
borne Division, based in the north-west- 
ern city of Pskov, which is being turned 
into a professional force as an "experi- 
ment". A flawed one, says Mr Nemtsov, 
who a month ago accused the army of de- 
liberately inflating the cost by promising 
private flats to soldiers as well as officers. 
But after the hostage affair and Mr Putin's 
statement, even Vasily Smirnov, General 
Kvashnin's deputy and one of the reform's 
staunchest opponents, who has previ- 
ously said that it would take at least until 
2020, appeared to agree with it in princi- 
ple. Mr Nemtsov thinks that a bill could be 
ready by the start of next year. 


From bears into pussy-cats 

Will it make a difference, though? The 
troops in Chechnya, notorious for their 
corruption and brutality, are all profes- 
sionals, and get combat pay on top. Be- 
sides, the army has other problems. Half 
of it is composed of officers, compared 
with a quarter in most countries, and it has 
nO career non-commissioned officers 
(NCOS), who normally provide the back- 
bone of experience and communication 
between officers and soldiers. And even 
professional troops can do nothing with- 
out proper equipment. 

"Lack of resources for equipment is the 
biggest problem," says Mikhail Khodare- 
nok, a former analyst on the general staff 
who left because of low pay to become a 
military journalist. *Officers' pay is num- 
ber two,” he says. "The career NCOs are 
number three. And the problem about 
making the army professional is bottom of 
thelist." m 





The trial of Slobodan Milosevic 


Nailing him down 


THE HAGUE 
Atlast, Serbia's former dictator is 
looking more vulnerable in court 


LOBODAN LAZAREVIC has spent his 

life in the darkest shadows. A Serb born 
in Belgrade, capital of both Serbia and 
Yugoslavia, he joined the Yugoslav Army's 
intelligence service in 1968, spying on anti- 
communist students and émigrés. As com- 
munist Yugoslavia crumbled, he believed 
“with all my heart" in the credo of Slob- 
odan Milosevic, the Serbian leader who 
held on to power after communism fizzled 
by espousing Serb nationalism. In 1992, Mr 
Lazarevic was assigned to the Krajina, a 
tinderbox part of Croatia bordering Serbia 
with a large Serb population, whose ex- 
treme nationalists declared a separate new 
Serb Republic of Krajina. Serving both as a 
spy and as a liaison officer with foreign 
forces, Mr Lazarevic says he was a fly on 
the wall as Mr Milosevic's war machine 
rampaged through Croatia and Bosnia, the 
two most ethnically mixed bits of frag- 
menting Yugoslavia. 

Last week Mr Lazarevic, bearded and 
stocky, stepped into the bright lights of a 
courtroom at the UN's war-crimes tribunal 
at The Hague, to confront his former hero. 
He is the first witness in Mr Milosevic's 
trial who is a real insider: someone who 
knows where the bodies were buried not 
just literally but also how the complex 
Serb chain of command worked in the 
wars in Bosnia and Croatia, leading right 
up to Mr Milosevic himself. "Belgrade 
meant you," snaps Mr Lazarevic. 

The trial is supposed to be the grandest 
moment for international justice since Nu- 
remberg. But it had a rocky start. The pros- 
ecution, still cobbling together its late in- 
dictments of Mr Milosevic for genocide in 
Bosnia and crimes against humanity in 
Croatia, spent the last six months trying to 
prove crimes against humanity in Kosovo. 
There were a few moments of courtroom 
fireworks, for instance when Lord (Paddy) 
Ashdown, a former leader of Britain's Lib- 
eral Democrats, reminded Mr Milosevic 
that he had been warned that he would 
wind up in The Hague if he did not stop the 
killing in Kosovo. 

But in late September the prosecution 
turned to Croatia and to Bosnia, where the 
worst atrocities happened. Mr Lazarevic's 
testimony is meant to show that Mr Milos- 
evic had direct command responsibility 
for war crimes. More insiders, some even 
better-placed than Mr Lazarevic, are due to 
follow him into the witness box, including 
another intelligence officer, who has de- 
scribed how Serbia armed Serbs in Croatia 


and Bosnia, and a top-level Serb leader 
identified only as “witness C-036”. 

If Mr Lazarevic's testimony is any indi- 
cation, the going for Mr Milosevic will get 
tough. Over three gruelling days, an unin- 
timidated Mr Lazarevic painted a damning 
picture of the tightly interlocking links be- 
tween various Serb nationalist forces. “We 
are not talking about three different ar- 
mies," he said, referring to the Bosnian 
Serb army and the Krajina Serb army 
which, he explained, really functioned as 
parts of the Yugoslav Army. According to 
phone calls that Mr Lazarevic said he 
heard, the Krajina Serb army reported di- 
rectly to the Yugoslav Army's chief of staff, 
Momcilo Perisic, in Belgrade. Mr Lazarevic 
testified that the head of the Krajina Serbs' 
state-security division took his orders 
daily by phone from Jovica Stanisic, Ser- 
bia's chief of state security and a confidant 
of Mr Milosevic. 

This Krajina Serb state-security chief 
nicknamed Mr Stanisic “daddy” and Mr 
Milosevic “boss”. The Krajina Serbs’ army 
and police were paid, Mr Lazarevic says, 
by a moneyman from Belgrade. At peace 
talks over Krajina, the Krajina Serb delega- 
tions, according to Mr Lazarevic, were or- 
dered by Mr Milosevic’s government to 
make sure nothing got settled. There was 
even a special joint command, called “Spi- 
der”, that included units from the Yugoslav 
Army, Serbia’s interior ministry, the Kra- 
jina Serb army, the Bosnian Serb Army, 
and the bloody paramilitaries called the 
Tigers, led by a warlord known as Arkan. 

Mr Milosevic, defending himself, is 
barely mounting a legal defence at all. His 
best argument is that he was not really in 
charge. Using information presumably 
provided by Serb security agents, he has 
browbeaten witnesses, particularly fright- 
ened Kosovar villagers. And he has ac- 
cused an unfazed Mr Lazarevic of being a 
British spy. “Did he sell out his religion for 
a good meal?” Mr Milosevic asks. After Mr 
Lazarevic ended his testimony, Mr Milos- 
evic, who has high blood pressure, com- 





It wasn’t me 
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plained of exhaustion and took to his pri- 
son cell for a week. He has also used what 
may be his last moments on the world 
stage to rage against "this false indictment" 
and against other familiar foes—“the re- 
vamped Ustasha movement" (fascists dur- 
ing the second world war) in Croatia, “Is- 
lamic fundamentalism" in Bosnia, and 
"imperialism" in general in the West. 

This kind of extreme nationalism is still 
popular in Serbia. In the first round of Ser- 
bia's recent presidential elections, Mr Mil- 
osevic's chosen candidate, Vojislav Seselj, 
a former paramilitary chief, got 23% of the 
vote. But, for Serbs who care to listen, the 
trial in The Hague is beginning to show 
them the human costs of nationalism. *So 
this is another untruth spread by you, Mr 
Lazarevic," says Mr Milosevic. "Mr Milos- 
evic, you are starting from an unbelievable 
position," replies Mr Lazarevic, “which is 
that the whole world is lying and that you 
are the only one telling the truth." m 


Italy, its prime minister and the law 
Very legitimate 
suspicion 


Yet another new law may get Silvio 
Berlusconi (and friend) off the hook 


FTER weeks of bitter argument, on No- 
vember sth Italy's parliament passed a 
controversial bill to reform part of the pe- 
nal code. Its likely effect is that a judges- 
bribing trial in Milan, in which Silvio Ber- 
lusconi, Italy's right-wing prime minister, 
and his close friend, Cesare Previti, are de- 
fendants, will drag on for years. So will 
two other judges-bribing trials in Milan, in 
which Mr Previti is a defendant and the 
verdictimminent. In one of these cases, Mr 
Berlusconi’s companies were accused of 
being the source of money allegedly used 
to bribe the judges, but the charges against 
him were quashed last year under a statute 
of limitation. 

The likely effect, if the legislation goes 
through as planned, is that the cases willin 
the end be time-barred. The bill is not yet 
law: President Carlo Azeglio Ciampi has 
still to sign it. But most likely he will, and 
quickly. Last year, he signed another 
controversial bill, designed to render large 
parts of the prosecution’s evidence in the 
judges-bribing cases inadmissible, within 
a day of parliament's final vote. This was 
much quicker than normal. 

So whatis the new bill? Its main impact 
will be to let a defendant seek to transfer a 
trial to a new jurisdiction (ie, to a court in 
another town) if he has "legitimate suspi- 
cion" that the court handling a case is in- 
capable of giving him a fair trial. The bill's 
critics say “legitimate suspicion” is vague, >> 
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> giving the final appeals courts too much 
discretion, and would make it too easy to 
get trials transferred. 

Mr Berlusconi, for his part, says that 
left-wing magistrates dominate the judi- 
ciary in Milan, and that their corruption in- 
vestigations into him, Mr Previti and other 
friends have been politically motivated. 
He claims that the new law is "fair and 
proper". But it certainly looks as though it 
has been tailor-made to suit the needs of 
the prime minister and Mr Previti. And it 
has certainly been given high priority in 
parliamentary business. 

Why the rush? First, Mr Previti, an MP 
for Mr Berlusconi's Forza Italia party, has 
been his lawyer and confidant for many 
years, and knows many of his secrets. An- 
other MP, who left the government 
benches in a huff in April, says that Mr 
Previti has a “moral and psychological 
hold" over Mr Berlusconi. 

Second, in March, the prime minister 
and Mr Previti asked the final appeals 
court to move all three judges-bribing 
trials to Brescia, east of Milan. The court 
found "not manifestly groundless" an ar- 
gument put forward by Mr Berlusconi's 
lawyers that there might be a constitu- 
tional flaw in the reformed penal code but 
referred the matter to the constitutional 
court. This court's hearings started on Oc- 
tober 22nd. With a ruling imminent, the 
government is anxious for the bill's rapid 
enactment. The new law will mean there 
is no longer a case for the constitutional 
court to hear and hence no ruling to give. 

Two out of the three judges-bribing 
cases are nearly over. The one in which Mr 
Berlusconi is a defendant is not expected 
to finish until next year. Parliamentary 
wrangles and sloppy drafting prevented 
the government from shoving the bill 
through before the prosecution had 
summed up in the cases that are nearly 
over. Last month, the prosecutor asked 
that, if found guilty, Mr Previti be sen- 
tenced to 13 years in jail in each trial. 

So what happens next? Messrs Berlus- 
coni and Previti are waiting for the final ap- 
peals court to decide whether the trials can 
be transferred to another jurisdiction. 
There is a fair chance that it will agree to 
switch them to Brescia. Under the new 
law, the accused pair will then be allowed 
to make the trials—and the collection of 
witness evidence-start all over again. 

Of more immediate import is what 
happens the moment the final appeals 
court says it will consider the requests for 
transfers. Under the new law, all three 
trials would be suspended immediately. 
Only if the final appeals court rejects the 
applications will the trials go on in Milan. 

Not everything is going Mr Berlusconi's 
way. Most commentators had expected 
him to be acquitted in three false-account- 
ing cases after his government introduced 
new legislation this year. This made most 
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Hard on ladies of the night 


MONTMARTRE, PARIS 


The French governmentis cracking down on prostitution 


66 7 OU sleep with us! You vote 

against us! Six months in prison 
for a smile! Gigolo Sarkozy: you're giving 
the fascists a hard-on!" As exponents of 
street politics, at least some of France's 
prostitutes, demonstrating by the hun- 
dreds outside the Senate this week, have 
a way with words. But do they also have 
a case? 

Possibly so, given their argument that 
they are honest taxpayers meeting a pro- 
ven market demand. Their target is new 
legislation being proposed to parliament 
by the interior minister, Nicolas Sarkozy. 
The scope of the proposed law is wide 
enough for one human-rights organisa- 
tion to declare itself “terrified”. It says 
that beggars could be jailed, for example, 
and the parents of persistent school 
truants heavily fined. 

What worries the prostitutes is that 
"passive soliciting" will be a crime pun- 
ishable by six months’ prison and a fine 
of €7,500 ($7,490). Moreover, there will 
no longer be a distinction between “pas- 
sive" and "active" soliciting. Any 
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The politicians made their bed 


types of false accounting by private com- 
panies civil rather than criminal offences 
and shortened the time limit on proceed- 
ings. This week, Mr Berlusconi got off in 
one case because of the new law. How- 
ever, in another case, a court in Milan 
ruled last month that prosecutors could re- 
fer this legislation to the European Court of 
Justice, on the ground that it may be in- 
compatible with EU directives on fraud. It 
may take up to two years before the Euro- 
pean Court comes to an opinion. 

And last week Italy’s final appeals court 
ruled that another piece of legislation, in- 
troduced in October 2001 to render large 





woman with a mini-skirt, high heels and 
bright lipstick who stands for too long 
on a street corner could fall foul of the 
law—even if she has said nothing to sug- 
gest she has sex to sell. 

That, of course, is not how the gov- 
ernment sees it. The aim, it says, is two- 
fold: to stop the nightly—and daily—nui- 
sance caused by prostitutes and their 
clients in otherwise respectable areas; 
and to hit on the criminal gangs who 
traffic in women from Eastern Europe, 
Africa and now China. The police esti- 
mate that foreigners, often illegal immi- 
grants, now account for more than 60% 
of France’s prostitutes, whose number is 
set at anywhere between 15,000 and 
30,000 “professionals” (95% of them 
controlled by 15,000 pimps) plus 60,000 
“occasionals” in Paris alone. 

Those figures are open to question. 
But one thing is clear: neither demand 
nor supply will go away. Less clear is 
whether a crackdown on soliciting in the 
street would make life better or safer for 
the prostitutes. Quite possibly they are 
more at risk when working as call-girls 
or in massage-parlours, and so on. 
Hence the view of a few brave politi- 
cians, such as Francoise de Panafieu, a 
centre-right member of parliament and 
mayor of Paris's 17th arrondissement, 
that it would be better to have special ar- 
eas for prostitution—or, indeed, to have 
legal, regulated, medically-inspected 
brothels known as maisons closes. 

The political rub is that this would set 
the clock back: the last of some 1,400 of 
these maisons were closed in 1946 after a 
campaign led by an ex-prostitute and 
first-world-war spy called Marthe Rich- 
ard. The politicians might also note an- 
other difficulty: the prostitutes say they 
will “out” any politician-client who 
votes the wrong way. 


parts of the prosecution's evidence in the 
judges-bribing cases inadmissible, had no 
such effect. This ruling, albeit in an unre- 
lated case, confirmed the interpretation of 
this law applied by judges in Milan to the 
judge-bribing trials. 

In the Senate's final vote on the "legiti- 
mate suspicion" bill on October 24th, sev- 
eral right-wing senators were caught on 
camera, apparently cheating. The “pia- 
nists”, as they were promptly labelled, 
were using both hands during the elec- 
tronic vote, one to press their own "yes" 
button, the other an absent neighbour's. 
How appropriate. B 
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66r HE completion of Europe's political integration will de- 

pend decisively on France and Germany," proclaimed 
Joschka Fischer, Germany's foreign minister, in a famous speech 
two years ago. Since then, the "Franco-German couple" have 
spent more time squabbling than building Europe. But Europe's 
federalists are now feeling a lot more cheerful. Their champion, 
Mr Fischer, has just taken his seat as Germany's representative at 
the European Union's constitutional convention. His first speech 
last week got a standing ovation. And the Franco-German couple 
are once again casting amorous glances at each other, after their 
long period of estrangement. 

Just before the Eu's recent summit at the end of last month, 
Jacques Chirac, France's president, and Gerhard Schróder, Ger- 
many's chancellor, startled their 13 colleagues by striking a deal 
on the future of farm reform and the zu budget. The following 
week it happened again. The Union's finance ministers were as- 
sembling in Brussels, when their French and German colleagues 
pre-empted them by issuing a joint declaration on the need to 
change the rules governing Europe's single currency. The big 
question now is whether "the relaunch of the Franco-German 
couple", as the French and German papers are calling it, is justa 
series of brutish one-night stands or a lasting commitment 
which can once again determine the EU's future. 

An answer should emerge soon. France and Germany are 
hoping to present joint proposals at the convention, perhaps to 
. coincide in January with the goth anniversary of the Elysée 
; treaty, a landmark in the post-war Franco-German commitment 
_ to European unity. If the two countries can come up with really 
meaty proposals, then it will be possible to say that the Franco- 
German couple really are back together again. 

For the moment, however, the excitement looks premature. 
"There's a huge will to get a Franco-German agreement," says a 
French diplomat, "but frankly we're struggling to find things to 
agree about." Ulrike Guérot, a specialist on Franco-German rela- 
tions atthe German Council on Foreign Relations, calls the latest 
spate of deals "successful crisis management rather than any- 
thing really profound". A new Elysée declaration, she reckons, 
may not do much more than promote educational exchanges. 

Take a look at the things the Germans and French must agree 
about in the convention, and the difficulties are plain. The two 





Europe's constitutional convention will test the renewed Franco-German friendship 


biggest policy questions are foreign and economic. In both areas, 
until now, the French have been markedly less keen on integra- 
tion than the Germans, who, for instance, back the European 
Commission's suggestion that the zu should move towards a 
single foreign policy decided by majority vote. The French hate 
this idea. They are having great fun strutting around at the UN Se- 
curity Council over Iraq, and are loth to accept a policy that 
would logically lead to the replacement of British and French 
seats on the council with a single EU one. And while France is in- 
creasing its military spending, Germany is backing away from its 
commitments to do more for European defence. "Germany just 
wants to be a big Switzerland," complains a French official. 

The position on economics is, if anything, even more con- 
fused. In the past, both France and Germany have publicly spo- 
ken of the need for an “economic government" for the EU, which 
might, for example, set minimum tax levels and enforce com- 
mon fiscal rules. But while the French may like the idea of a Euro- 
pean economic government in theory, they show little sign of 
being able to live with it in practice. After they were recently re- 
buked by their euro-zone partners for failing to live up to their 
promises to rein in deficit spending, Francis Mer, their finance 
minister, pointedly remarked that the Eu’s national govern- 
ments do still control their national budgets. The Germans seem 
similarly schizophrenic. Hans Eichel, their finance minister, has 
asked for the European Commission to have an automatic right 
to issue warnings for the breach of the euro zone’s fiscal rules. Yet 
it was Germany which earlier this year successfully rebuffed a 
commission attempt to issue just such a warning. 

And yet if there is a will to revive the Franco-German affair, 
there may yet be a way. In both Paris and Berlin there are true be- 
lievers who think the relationship so crucial to European politi- 
cal stability and integration that the fact of achieving agreement 
is far more important than the relatively trivial question of what 
is actually agreed. In Germany, the true believers tend to be con- 
centrated in the foreign ministry and around Mr Fischer. 


Fischer from Philadelphia 

The German foreign minister’s arrival as the champion of feder- 
alism at the constitutional convention suggests that the French 
may soon have to consider a Fischerian bargain. They will be in- 
vited to embrace what Mr Fischer has called “nothing less than a 
European parliament and a European government which really 
do exercise legislative and executive power”, in return for the 
prospect of being co-leaders of the project. So far, France’s most 
distinctive contribution has been to promote the idea of a pow- 
erful politician to head the Eu's Council of Ministers—an idea re- 
garded with suspicion by the proponents of a “European 
government”, since the council is essentially a forum for na- 
tional governments. The Germans and the federalists would 
prefer to build up “community” institutions—the European Par- 
liament and the European Commission. But the French are not 
keen on the parliament, partly because Germany has more Euro- 
MPS than France. And unlike the Germans, the French have ar- 
gued for keeping the management of the euro and foreign policy 
out of the commission’s hands. 

Might they change their mind and embrace a more German— 
and federalist—vision of Europe? It would be hard. But Mr Chirac 
was visibly buoyed by his success at the last summit. The offer of 
equal leadership in building a European government is beguil- 
ing. He may just be vain enough to go for it. sas 





Where did it all go wrong? 


Things have gone from bad to worse for the Tory party leader 


eL a month ago Iain Duncan Smith, 
the Conservative Party leader, con- 
founded his critics by presiding over what 
many considered the most successful 
party conference in years. The party had 
united behind no less than 25 bright and 
shiny new policies, while bravely con- 
fronting its intolerant and illiberal past. Mr 
Duncan Smith had presented himself to 
the country in his true colours—decent, 
modest and determined, the not-to-be-un- 
derestimated "quiet man" of British poli- 
tics, in pleasing contrast with the relent- 
lessly show-offy prime minister. At last, it 
seemed that the Tories had direction and 
Mr Duncan Smith a recognisable and at- 
tractive political personality. 

Not for very long, unfortunately. Al- 
though Mr Duncan Smith knows that his 
two-pronged strategy of concentrating on 
the public services while demonstrating a 
new social inclusiveness is right, he is un- 
comfortable with the second of the 
prongs. As a result, he finds it hard to 
sound convincing on the subject, and is 
also vulnerable to any attempt to seduce 
him from his chosen path. In a party that is 
just about split down the middle between 
*modernisers", who berate him for not go- 
ing faster, and traditionalists, who accuse 
him of swallowing whole the agenda of 
his defeated rival for the leadership, Mi- 
chael Portillo, Mr Duncan Smith has few 
real friends he can trust. 

So when two "traditionalists", Michael 


Howard, the shadow chancellor, and Da- 
vid Davis, sacked as chairman in the sum- 
mer and now shadowing the deputy 
prime minister, ambushed him over a po- 
litically insignificant bill to allow unmar- 
ried couples, including homosexuals, to 
adopt children, he was easy meat. Instead 
of seeing the danger and telling them that 
he would allow his mrs a free vote (as the 
government was doing), he took little con- 
vincing that this was an opportunity to 
demonstrate "Tory values" in favour of 
matrimony and the family, and to the hor- 
ror of the “modernisers” slapped on a 
three-line whip. 

What followed has had all the ele- 
ments of farce. First Mr Duncan Smith re- 
lented under pressure from both the whips 
and the modernisers and made it known 
that anybody (including shadow cabinet 
members) who didn't want to toe the line 
could just stay away. That wasn't enough 
to stop one fervently libertarian front- 
bencher, John Bercow, resigning and 
seven others, including Mr Portillo and Mr 
Duncan Smith's other rival for the leader- 
ship, Kenneth Clarke, defying the whip. 
Thirty-five others were kept away from the 
house by pressing engagements. 

And that should have been that. Dam- 
age done, but damage containable. How- 


ever, Mr Duncan Smith chose to see it dif- 


ferently. There was a plot afoot to 
undermine his leadership. Suddenly, the 
vote that nobody had to turn up for was a 
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litmus test of loyalty to Mr Duncan Smith. 
Without informing the full shadow cabi- 
net, Mr Duncan Smith called a press con- 
ference and, in front of the rolling cameras, 
attacked the “plotters” for undermining 
his leadership and warned the party that it 
could either *unite or die". Even more ex- 
traordinary, the Tory leader made a direct 
appeal over the heads of his MPs to the po- 
litical activists. The implication was that 
disloyal MPs should be punished by their 
constituency parties. 

Mr Duncan Smith deserves some sym- 
pathy. He is perhaps the most isolated 
leader of the Tory party ever. Elected for 
the first time by a vote of party members, 
only a third of Conservative MPs actually 
expressed their preference for him over Mr 
Portillo and Mr Clarke last year. He is 
friendless within his own shadow cabinet 
and he has no “kitchen cabinet" of trusted 
or paid advisers. Senior party jobs (the 
leader's chief of staff, head of strategy and 
communications director) remain unfilled 
after the departure of their previous in- 
cumbents. Coupled with his own political 
inexperience, the lack of seasoned and 
loyal tacticians to help him do his political 
thinking is disastrous. 

Some blame must also fall on the 
whips, who have done too little to protect 
Mr Duncan Smith from his own paranoia 
about conspiracies against him. By com- 
mon consent among Tory MPs, there are 
no “plotters”—only, as one put it, people 
who are deeply worried about whether 
they will be able to pay their mortgage 
after the next election. 

The jumpy, ill-disciplined and poten- 
tially fratricidal Tory party may be hard to 
lead, but Mr Duncan Smith has made the 
job harder. He has failed to stick to his strat- 
egy and has made too many tactical errors. 
If he gets dumped, he will have brought it 
on himself. 
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Fishing 


Catching a cold 


PETERHEAD 
Banning cod fishing won't cause the 
economic disaster the fishermen claim 


fed weekend, a vicious gale kept the 
fishing fleet of north-east Scotland 
storm-bound for two days in harbour. 
Next year, it looks like it will be Eu regula- 
tions rather than the weather that keep the 
trawlermen tied up. The European Com- 
mission, worried that fishermen are wip- 
ing out cod from the North Sea, is thinking 
of banning cod fishing. That, aghast Scot- 
tish fishermen claim, would wipe out their 
industry and 20,000 jobs. 

According to Robin Cook, director of 
the government's fishing research labora- 
tory in Aberdeen, there are about 30,000 
tonnes of adult cod in the North Sea. Be- 
tween 150,000 and 200,000 tonnes of 
adult cod are needed for the stock to repro- 
duce itself. Do nothing now, and cod may 
die out, as they did off Newfoundland. 

Since cod swim with other white fish 
such as haddock, another stock in trouble, 
and whiting, a meaningful ban would 
have to stop all white fishing and even alot 
of prawn fishing. This would cripple the 
industry in ports such as Peterhead and 
Fraserburgh, where about half the British 
white fish fleet is based. These are not pic- 
turesque harbours, but industrial ports 
with ugly clutters of fish processing and 
boat servicing businesses around quays 
for big sea-scouring vessels. About 14% of 
jobsin Peterhead, a town of 17,800 people, 
and 29% of those in the smaller town of 
Fraserburgh, are based on fishing. 

Mark Addison is a 33-year-old third- 
generation Peterhead fishing skipper who 
four years ago spent £1.8m ($2.8m), much 


Palace shenanigans 


Royal flush 


Rum doings in high places 


ROOK, chump, scoundrel or hero? 

The events surrounding the col- 
lapsed trial of Princess Diana's butler 
Paul Burrell are as baffling as they are 
gripping. Why did he stash away a weird 
collection of several hundred of her be- 
longings after she died? Why did the po- 
lice claim falsely that he was planning to 
sell them? Why did the queen suddenly, 
and very belatedly, tell the police that 
the souvenir snatch had been with her 
knowledge? Most bizarre of all, did the 
queen really tell Mr Burrell in the course 
of a three-hour téte-à-téte after the prin- 
cess's death, as he claims, that "there are 
powers at work in this country about 
which we have no knowledge"? 

Although conspiracy theories 
abound, these curious events may have 
been no more than a series of cock-ups. 
When the princess died, Mr Burrell 
thought that some of her private posses- 
sions would be better in his hands. That 
the police and prosecution service bum- 
bled into an unnecessary, unfair, and 
very expensive court case is shocking, 
but, sadly, not as shocking as it ought to 
be: showbiz tends to make coppers and 
government lawyers lose their heads. 
And the queen may not have realised 
the importance of her conversation with 
Mr Burrell. 

Does any of it matter? The princess’s 
saintly image may fray a bit more from 
the tales of a romping love life, including 
an assignation where she wore nothing 
but a fur coat. The most obvious new 
victim is the reputation of the Spencers, 


of it borrowed, on a prawn and white fish 
boat. “Things looked pretty buoyant then,” 
he says. “If I had known what we would 
be facing now, which beggars belief, 1 
don’t know if I would have bothered.” 

Mr Addison’s problems are greater 
than those of his workforce. He says it is a 
struggle to hold on to his four crewmen, 
who can earn pretty much the same from 
offshore oil industry labouring as they get 
from fishing—about £25,000 a year. The 
400-or-so crewmen who lost their jobs 
this year when the Scottish Executive paid 
£25m for 98 boats, about 18% of the Scot- 
tish fleet’s capacity, to be scrapped, all 
seem to have found other work. The un- 
employment claimant count in Peterhead 
is 2.5%, and in Fraserburgh it is 1.5%, well 
below the Scottish average of 3.9%. 

Apart from the 7,000 Scottish fisher- 
men, there are about 10,000 jobs in fish 
processing. But such is the labour shortage 
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the princess's own family. A repulsively 
cold letter from her brother, Charles 
Spencer, haggling over her desire to re- 
treat to the family estate, was a particu- 
larly gruesome insight into the lifestyles 
of the rich and famous. 

But the Windsors do not come out of 
it much better. An innocent man was in 
danger of going to jail, either because 
the queen was too prissy to talk to the 
police; or because she was too dim to 
understand what it all meant; or, worst 
of all, because she was conniving in a 
palace plot to use the trial to settle some 
old scores with the Spencers. Nor does 
Mr Burrell come out smelling of roses: 
the supposedly loyal retainer has now 
sold his story for £400,000 ($600,000). 

Either way, the feeling that the mon- 
archy has degenerated into a loosely 
plotted soap-opera is growing. If the 
viewers get tired or irritated, they may 
switch off. So they should. 





Burrell banks on the royals 


caused by the oil industry, that about 
2,000 processing jobs are vacant and firms 
are resorting to importing labour from Por- 
tugal and Baltic countries to fill them. 
Moreover, about 80% of the fish processed 
is imported from countries such as Russia, 
which implies that the processors would 
just have to slim down a bit rather than 
close if the Scottish fleet is forced to tie up. 
The fishermen will have a clearer idea 
of their future on November 11th when the 
European Commission is due to formulate 
its cod conservation plan to be put to EU 
fisheries ministers for a decision in Decem- 
ber. While Franz Fischler, the fisheries 
commissioner, said on November sth that 
he was willing to consider alternatives to 
banning cod fishing, his scientists were in- 
sisting that a complete ban was necessary. 
That would not please Mr Addison. “My 
crew can go away to the oil industry,” he 
says. "But my bank won’t go away." m 





Bagehot | Tories over a cliff? 


The Tories have a bigger problem than Iain Duncan Smith 





HAT the crisis now gripping the Conservative Party is as seri- 

ous as anything which has happened during this dismal de- 
cade for the party's fortunes is not in doubt. But the question that 
Tory MPs are increasingly asking themselves and anyone else 
prepared to lend a sympathetic ear is altogether more apocalyp- 
tic. Itis whether the party's decline has now achieved a momen- 
tum from which recovery may be impossible. 

As a rule, Bagehot is inclined to dismiss such talk as nothing 
more than a fit of the vapours—a condition to which the modern 
Conservative MP is excessively prone. Just as Adam Smith ob- 
served that there is a great deal of ruin in a nation, so too is there 
a considerable capacity for ruin in a political entity that has been 
the dominant party of government for 170 or so years. Yet, such 
is the current mood of despair that the idea the Conservative 
Party might simply disappear from view, much as the Liberals 
did after the first world war, is now seriously discussed. “No 
party has a divine right to exist," has become a kind of mantra 
for MPs who want to demonstrate that they fully understand the 
gravity of their predicament. 

Even the Daily Telegraph has got in on the act. Once upon a 
time, the “Torygraph” would have called for steady nerves and 
straightened shoulders. But not these days. Its editorial on No- 
vember 6th, the day after Iain Duncan Smith issued his “unite or 
die" warning, began with what it described as an extract from 
"the last chapter of the history of the Conservative Party, written 
in 2025". It was, of course, intended as an awful warning to MPs 
of the inevitable consequences of their behaviour, but the effect 
was only to add to the prevailing hysteria. 

How seriously should one take this? Only four weeks ago, al- 
beit in the somewhat benign afterglow of a surprisingly success- 
ful conference, it was argued here that Mr Duncan Smith had 
come up with something that looked quite like a viable long- 
term political strategy. The Tory leadership appeared to grasp 
that, by urging a kind of bottom-up reform of public services, de- 
pendent on local autonomy and real competition between ser- 
vice providers, the prime minister was moving on to ground that 
Conservatives could occupy more convincingly than the Labour 
Party. When Labour's promises of lavishly funded public-ser- 
vice excellence foundered, the Tories would be ready with a 


compelling critique. Combined with the determination to shed 
the “nasty party" image by demonstrating a new tolerance to- 
wards "lifestyle issues", it was just about possible to imagine the 
Tories doing well enough electorally in three years' time to form 
the base camp for a real assault on the government, perhaps 
with Tony Blair no longer at its head, in 2009-10. 

Such a strategy demanded discipline, patience and a certain 
stoicism. But Enoch Powell once said that "all political careers 
end in failure", and the same is true of governments. The most 
important job of the main opposition party is to keep itself in the 
game and hasten that moment. And while 2010 may seem a 
very long time away, it would represent only the same span of 
time that Labour spent in opposition until 1964 and five years 
less than when it returned to power in 1997. 

Labour's experience also teaches another lesson: the mo- 
ment of greatest despair is frequently the one that comes just be- 
fore the dawn. In 1992, when Labour lost its fourth election in a 
row, many serious commentators concluded that if the party 
could not win on the back of a recession that had engulfed much 
of middle England, it was finished. 


It's tough being a Tory 

The question is whether today's Conservative Party possesses 
the kind of staying power in opposition that Labour has twice 
demonstrated. The virtues of discipline and patience that long- 
haul opposition requires come far less easily to Tories. Doubtless 
there are many reasons for this, but two stand out. 

The first is that there is no Conservative equivalent of the "La- 
bour movement". While Labour was at its lowest ebb in the 
early 1980s, even though torn apart by the antics of the Bennite 
Jacobins and the departure of many of its brightest and best to 
the new SDP, it still amounted to something. The trade unions 
had 12m members and provided both secure funding and hun- 
dreds of jobs for Labour activists, while the nexus between pub- 
lic-sector unions and Labour-controlled local authorities, 
although malign in its effects, formed a morale-enhancing politi- 
cal bulwark against rampant Thatcherism. Deep though La- 
bour's problems ran, it retained an ingrained capacity for 
sustaining heart and purpose among its MPs that the Conserva- 
tive Party has never had to learn. 

The second is that when choosing a career in politics Conser- 
vatives make a different set of calculations from their Labour 
counterparts. For the majority of Labour MPs, most of whom 
have worked in the public sector, a backbencher's salary does 
not represent a terrible sacrifice—if any at all. However, Tories 
tend to have higher earnings expectations. Their friends are 
likely to be richer and many will feel under personal pressure, if 
parents, to pay for private education. To these ambitious people, 
there is an acceptable trade-off between money and the power 
and prestige of office. But the prospect of devoting their peak 
earning years to unending opposition is less palatable. It may 
sound base, but had Margaret Thatcher lost in 1979, more than a 
few of those who became famous in her governments would 
not have hung around in active politics. 

The real problem facing the Tory party is not that it will lose 
its relevance—there remains in Britain a large centre-right constit- 
uency that cannot be redefined or represented by New Labour, 
let alone by the Liberal Democrats. Instead, the danger is that it 
will lose its talent and its will to live. The signs of that happening 
are already there. m 
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Microsoft 


The long shadow of Big Blue 


SAN FRANCISCO 


Can Microsoft now hold onto its dominant position—or might it go the way of IBM 


in the 1980s? 


HEN the American government 
dropped its antitrust case against 
IBM in 1982, after 13 years of litigation, 
most observers-including this newspa- 
per—thought the computer giant was un- 
stoppable. “inm may succeed in almost 
any application of computing it chooses to 
enter, as it has already demonstrated in 
word processors and satellite communica- 
tions," we declared. But soon Big Blue's 
core business, mainframe computers, was 
under attack from more nimble competi- 
tors selling cheap PCs. A decade later, IBM 
almost ran out of cash, before successfully 
refocusing on software and services. 
Nobody is suggesting that Microsoft, 
having emerged essentially unscathed 
from its five-year antitrust lawsuit after a 
federal court's final judgment on Novem- 
ber ist, will now go through a similar near- 
death experience. On the contrary, its Win- 
dows monopoly seems more entrenched 
than ever, sparing the firm much of the 
pain of the technology recession. In the 
past quarter it exceeded its own earnings 
expectations, mainly thanks to new licens- 
ing schemes which raise prices for many 
customers. Yet, like Big Blue at the end of its 
battle, the software giant may prove less 
victorious than it now appears. 
Microsoft has been declared a monop- 
oly, found to have repeatedly abused its 
market power and ordered to follow a set 


of rules. Last week's judgment in effect en- 
dorses the settlement that Microsoft, the 
Department of Justice and nine states ne- 
gotiated a year ago, with one significant 
difference: enforcement. At least three 
members of the Microsoft board, who 
must not be current or former employees, 
must form a compliance committee. Judge 
Colleen Kollar-Kotelly also gave herself 
broad powers to oversee the judgment. 

On top of this, there are private anti- 
trust lawsuits and, most importantly, the 
European Commission's investigation. In 
a preliminary ruling due later this year, 
Brussels is likely to try to strengthen parts 
of Judge Kollar-Kotelly's ruling, in particu- 
lar the requirement that Microsoft license 
the communication protocols used by a 
Windows PC to talk across a network to 
server computers that are also running 
Windows. This would ensure that compet- 
itors such as Sun Microsystems could 
write server software that works as 
smoothly with Windows as Microsoft's 
own products. This sounds arcane, but it 
may make headlines, because itis the legal 
corollary to the first of Microsoft's three 
competitive challenges. 

Just like 18M with its mainframes in the 
early 1980s, Microsoft now controls, with 
Windows, what has long been the centre 
of the computing universe. But, again like 
Big Blue before it, Microsoft also risks be- 
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ing undermined by a cheaper, more open 
approach to computing. The rise of the In- 
ternet, which no single firm controls, - 
makes it harder for Microsoft to create pro- 
prietary links between PCs and servers, 
even without the judge's requirement to li- 
cense the communication protocols. 

The Internet's open standards (and the 
fact that it allows volunteer programmers 
to communicate at almost no cost) have 
also given rise to Linux, a free, open-source 
operating system. Linux poses little danger 
to Windows on Pcs, but it has limited the 
progress of Windows in the server market, 
as governments and big firms have found 
Linux to be not only less costly but more 
flexible and more secure. 

To prevent open standards and Linux 
from dethroning Microsoft in the way that 
the pc and Microsoft toppled 18M, the firm 
istryingto develop other strongholds. One 
attemptis the .NET platform and its related 
web-based information services, which 
have failed to take off so far. Another could 
be anti-piracy technology (which is why 
Palladium, the firm's secure-PC initiative, 
has caused such a stir). A third could be Yu- 
kon, a new database technology. l 


In search of new pastures | 
There are thus big hurdles to Microsoft's — 


extending its monopoly in the markets in 
which it already operates. If it is to keep ~ 


growing fast, a tall order for a firm with 
yearly revenues of $30 billion, Microsoft 
must meet a second challenge: expanding 
beyond its traditional markets. One new 
area is high-end enterprise software. More 
importantly, it has also moved into several 
non-PC markets, including handheld com- 
puters, interactive television, games con- 
soles and, most importantly, “smart” mo- 


bile phones. But in each case, so far, it has > © 





62 Business 


> failed. 

In part, this is because its Windows mo- 
nopoly is not much help outside the Pc, 
server and enterprise-software markets. 
But Microsoft's failure can also be attrib- 
uted in part to the antitrust trial. Its rivals in 
other industries have been alerted to its 
tactics: having seen PC makers reduced to 
mere box-shifters while Microsoft makes a 
fortune, they do not want the same to hap- 
pen to them. Microsoft has thus been un- 
ableto make much progress. 

It has, in particular, been shunned by 
the world's leading mobile-phone makers, 
which have set up their own software con- 
sortium, Symbian, rather than use Micro- 
soft's software. In the gaming business, Mi- 
crosoft is no match for Sony, the market 
leader. It has had little success in interac- 
tive television. And, although Microsoft's 
share of the market for handheld-com- 
puter software is growing, that market is a 
tiny niche. The Tablet PC, an attempt to 
create a whole new market, is clever, but 
seems unlikely to be much of a money- 
spinner (see box). 

Microsoft's ability to adapt and prosper 
hinges on meeting a third main challenge: 
creating trust. Even more than IBM in the 
1980s, the firm must rebuild its reputation. 
And not just because of the antitrust trial: 
hardly a week passes without headlines 
about another security flaw discovered in 
one of Microsoft's products. 

Consumers, software developers and 
businesses will be wary of using Micro- 
soft's products if they feel that the firm 
leaks their data, locks them in or hijacks 
their customer relationships. Such fears 
were the main reason Microsoft had to 
abandon, earlier this year, an initiative 
called MyServices. The idea was to let us- 
ers store personal information—payment 
details, contact lists and diaries—on Micro- 
soft servers, to avoid having to type such 
data repeatedly into other firms' websites. 

Hence Microsoft's "trustworthy com- 
puting" initiative, launched in January. As 
well as making the firm's software more 
secure and reliable, it is also about build- 
ing trust in its technology. If computing is 
to become ubiquitous, says Craig Mundie, 
Microsoft's chief diplomat, technology 
firms must be seen to behave responsibly. 
This is especially true for Microsoft. 

Turning an aggressive software giant 
into a "responsible industry leader", 
which is how Microsoft sees its future role, 
will be a wrenching cultural change. Such 
changes are the hardest to manage, as Lou 
Gerstner, who led rBM through its come- 
back, attests in “Who says Elephants Can’t 
Dance?”, his new book, which will be pub- 
lished on November 12th (HarperBusi- 
ness). “At times I thought it couldn’t be 
done,” he writes. Despite the difficulties 
from without, Microsoft’s greatest chal- 
lenge, like rBM's before it, could be inter- 
nal: how to transform itself. m 


Lufthansa 


Flying high 


FRANKFURT 
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Germany's national airline is weathering difficult times well 


OT allis gloom in Germany, nor at ev- 
ery big airline. This week, despite a 
feeble economy and fragile demand for air 
travel, Lufthansa, the national flag-carrier, 
reported a pre-tax profit of €650m ($601m) 
for the first nine months of 2002, more 
than two-and-a-half times its 2001 result. 
The key has been cost-cutting. Reve- 
nues actually fell over the period by 2.996 in 
passenger transport, Lufthansa's biggest 
division, and 4.5% in cargo. Strip out newly 


Adobe versus Microsoft 
Saving trees 


SAN FRANCISCO 


consolidated activities, however, and op- 
erating costs are 8% lower than a year ago, 
partly thanks to an efficiency review called 
“p-check”, (after industry jargon for the 
top-to-bottom overhaul of an aircraft), be- 
gun in June 2001. Jürgen Weber, chief exec- 
utive, says he feels “honoured” to be nick- 
named der Rechner (the calculator). 

The trick, says Wolfgang Mayrhuber, 
who succeeds Mr Weber next year, is “in 


simple words, you should not produce >> 


A battle over the standard for electronic paper has just begun 


ORN in the late 1960s, the concept of 

the paperless office seized the imagi- 
nation, but never actually arrived. In- 
stead, world consumption of office 
paper has more than doubled since the 
early 1980s—mainly because digital tech- 
nology not only failed to replace paper, 
but, ironically, made printing easier. 
Now, two new pieces of technology, to 
be released by Microsoft and Adobe, 
two software firms, promise once again 
to reduce this huge pile of paper. They 
will make it possible to digitise two 
things for which paper is indispensable 
today: taking notes and filling out forms. 

Microsoft’s Tablet pc, launched on 
November 7th, has been touted as the 
long-awaited breakthrough for pen-com- 
puting, because it is capable of recognis- 
ing what users write on its screen with a 
stylus. It thus appears to be a handy de- 
vice for filling out digital forms, which is 
one reason why Microsoft recently un- 
veiled xDocs, a new piece in its software 
suite, Office. xDocs will turn Office into 
a corporate data-gathering tool for sales- 
men and other field workers. 

The unveiling of xDocs caused a 9% 
drop in the share price of Adobe, a Sili- 
con Valley firm best known for its digi- 
tal-publishing software, which has 
similar designs on electronic paper. 
Later this year, Adobe plans to release a 
set of programs that allow organisations 
to replace paper documents with digital 
ones, and to integrate them with enter- 
prise software. A new version of 
Adobe's popular Acrobat software will 
allow users to complete forms, as well as 





Not out of the woods yet 


reading and printing them. 

Integrating digital documents with 
computer systems will be attractive both 
for government agencies and for firms in 
highly regulated industries, such as fi- 
nancial services, Adobe hopes. Amer- 
ica's Internal Revenue Service (IRS) has 
already begun testing interactive tax 
forms, which can be saved on a PC, an- 
notated with electronic sticky notes, and 
shared online with an accountant. 

With customers such as the IRs, and 
its strong Acrobat franchise, Adobe has a 
head start. But Microsoft can leverage Of- 
fice, its other monopoly alongside Win- 
dows. Whoever comes out on top, the 
chances are that electronic forms will be 
a success, because they combine the ad- 
vantages of digital technology with the 
familiarity of paper. Even so, paper will 
still be better for ordering thoughts, solv- 
ing problems and making plans. Offices 
may keep less paper, but they will not 
necessarily use any less of it. 








Mayrhuber's levitation trick 


^ more than you sell." While Lufthansa has 
adjusted its fleet capacity to meet demand, 
he argues that America's loss-making big 
airlines have concentrated on maintaining 
market share, “which you can only do if 
you have your costs under control." 

Lufthansa has also managed to squeeze 
labour costs. In America last year, for ex- 
ample, it cut 4,000 jobs at its catering divi- 
sion. Elsewhere, wage bills have been re- 
duced by trimming working time instead 
of sacking people (helpfully, managers 
also took a pay cut). Mr Mayrhuber insists 
this choice had nothing to do with Ger- 
man labour laws. Jobs can be shed if need 
be, he says: 8,500 went in 1992, when 
Lufthansa was in deep difficulty. This time, 
he says, “We didn't want to fire, and then 
hire again and retrain.” 

Indeed, Lufthansa plans to hire 1,800 
cabin crew and 340 trainee pilots in the 
next year—if it can control wages. Last year, 
after hobbling the airline with strikes, pi- 
lots won a handsome pay deal. Now, em- 
boldened by Lufthansa's renewed health, 
unions want a pay rise of 9% for cabin and 
ground staff. The company is braced for a 
fight. “Don’t saw off the branch you are sit- 
ting on," barked Mr Weber this week. 

Surprisingly, Lufthansa is more relaxed 
about the imminent invasion of German 
airspace by cut-price airlines than it is 
about other impending difficulties, such as 
the sagging economy and expected tax 
rises. Soon, Germany should have ten or 
so such airlines, operating about 60 air- 
craft. There will not be room for all. On cur- 
rent plans, says Cell Consulting, an airline- 
economics firm, the supply of cheap seats 
would outstrip demand by 20-30% by 
2007. Among current airlines, charter op- 
erators are the most vulnerable. But what 
about comfy old Lufthansa? 

In the cut-price market, it already owns 
24.9% of Eurowings, a small airline which 
hasjust converted its charter arm into a no- 
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A break in the clouds 


The European Court has undermined the protection of Europe's flag-carriers 


EHIND the legal technicalities, this 

week's decision by the European 
Court of Justice that bilateral air agree- 
ments over transatlantic routes between 
eight countries and America are illegal 
has profound implications. It could 
bring more liberalisation to European, 
transatlantic and even American air tra- 
vel. Yet the European Commission, 
which brought the action against the 
eight, did not win hands-down. 

The commission had sought a clear 
ruling that it alone had the right to nego- 
tiate on behalf of the Eu. This would 
have helped it to put pressure on Amer- 
ica to open up its internal market, and to 
boost competition within Europe: any 
airline would have been able to fly to 
America from any EU country, ending 
the special privileges of national flag- 
carriers. Instead, the court says the com- 
mission's exclusive rights are limited to 
some technical areas, such as when 
deals affect internal European air fares. 

But the court also ruled that the bilat- 
eral deals were unlawful. These *open- 
skies" agreements allow any American 
airline and any European country's des- 
ignated flag-carrier to fly freely across the 
Atlantic, with no government interfer- 
ence on routes, frequencies or fares. Al- 
though they are more liberal than what 
went before, the deals are one-sided: 
American airlines can carry passengers 


frills operation, germanwings. But this was 
Eurowings' decision, says Mr Mayrhuber: 
itis not a market Lufthansa seeks to be in. 
He would prefer to invest in a new Boeing 
747 to serve a lucrative long-haul route. 
Lufthansa's recent fare cuts, says the com- 
pany, are designed simply to fill seats, not 
to fend off cut-price rivals. 

Lufthansa argues that the two markets 
are separate, and thatitis better off sticking 
to the one it knows. The cut-price airlines 
fly from point to point, turning their air- 
craft around quickly, with no connections, 
only one class and no rebooking. Luft- 
hansa and its partners run complex inter- 
connecting networks, aiming at *seamless 
global travel". In other words, there is little 
direct competition. *So far we have not 
one route where we compete, for instance, 
with Ryanair," Mr Mayrhuber insists. 

The Irish no-frills airline, which also re- 
vealed a big rise in profits this week, might 
disagree. It touts its Hahn base, 100km (60 
miles) from Frankfurt, as a substitute for 
Lufthansa's main hub. Is there not a risk 
that cheap, point-to-point flights will nib- 


within the EU, but the American internal 
market is closed. 

The bilaterals, ruled the court, in- 
fringed the Eu’s freedom of establish- 
ment, which enables businesses to 
compete any where in the Union. Since 
bilateral aviation deals give privileges to 
the national flag-carrier, they discrimi- 
nate against other European airlines. The 
wonder is that it took a four-year court 
case to prove something so obvious. 

The commission, EU national govern- 
ments and the Americans now have to 
work out what happens next. The exist- 
ing open-skies deals need to be changed. 
America might be prepared to widen 
them to cover other European airlines, 
but probably only those from countries 
with existing bilateral open-skies deals. 
Airline bosses on both sides of the At- 
lantic see the sense of a "transatlantic 
common aviation area". 

Trevor Soames, a Brussels-based com- 
petition lawyer at Howrey Simon, a law 
firm, reckons that the commission is al- 
most certain to win a mandate from the 
Council of Ministers to do a US-EU deal. 
If bilaterals have to be altered so that 
they no longer protect national flag-carri- 
ers, each country might as well benefit 
from the greater negotiating clout of the 
EU as a whole. The way would then be 
open for Europe's uneconomic flag-carri- 
ers to merge into more effective giants. 


ble at the edges of Lufthansa's network? 

Perhaps, but the evidence suggests that 
the two markets may indeed be serving 
quite different needs. Take the Berlin- 
Frankfurt route. Germania, a no-frills com- 
petitor, offers only two trips a day—which, 
according to Mr Mayrhuber, is probably 
equivalent to the number of people who 
actually want to fly point-to-point and do 
not care about a global network. Lufthansa 
meets an entirely different demand. A typ- 
ical flight from Frankfurt to Hong Kong, he 
adds, might be fed by flights from 50 des- 
tinations, such as Berlin, of which only five 
supply more than ten passengers. 

Justifiable confidence? Quite possibly, 
although with the cut-price business in its 
infancy, who knows? But independent ex- 
perts are beginning to agree with Mr Mayr- 
huber. A new report by McKinsey, a con- 
sulting firm, reckons that incumbent 
flag-carriers such as Lufthansa and British 
Airways, which also reported a bumper 
rise in profits this week despite intense 
low-fare competition, can cope with the 
growing challenge after all. m 
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Vivendi Universal 


Diller thriller? 


One possible Hollywood ending for its 
American entertainment assets 


NOTHER week, another investigation 
into the past accounting practices of 
Vivendi Universal, the unravelling French 
media conglomerate. This time, it was the 
turn of the us attorney's office for the 
southern district of New York, which 
opened a "preliminary criminal investiga- 
tion". It is co-ordinating its inquiry with 
the Securities and Exchange Commis- 
sion's own "informal inquiry". And this 
comes just a week after the Paris public 
prosecutor's office began its own probe 
into accounting irregularities under Jean- 
Marie Messier, the group's ousted boss. 

Amid the growing queue of investiga- 
tors, and the company's muddled at- 
tempts to shed assets to hack back its €19 
billion ($19 billion) debt, Vivendi seems to 
have little idea about what sort of com- 
pany it wants to be. On the one hand, un- 
der Jean-René Fourtou, the ex-pharma- 
ceuticals boss now in charge, the company 
is pulling out of media. Last month it sold 
part of its publishing businesses to Lagar- 
dére, a French conglomerate, and last week 
it reached a preliminary agreement to sell 
Houghton Mifflin, an American publisher, 
to a consortium of buy-out firms. On the 
other, it is trying to hang on to bits of the 
empire, notably Cegetel, its French tele- 
coms interest, which once made sense 
only because of potential synergies with 
media, a strategy now discredited. 

The poker-game over Cegetel may grab 
the headlines. But a less visible question- 
mark also hangs over a quite different part 
of the empire: Vivendi Universal Enter- 
tainment (vuE). This American division 
includes Universal Studios, behind such 
films as “A Beautiful Mind" and “8 Mile", 
Universal Music, whose roster includes 
Eminem, Nelly and Sting, and usA cable 
channels. In September, Mr Fourtou said 
that he had no plans to part with all this. 
“Vivendi Universal," he insisted, "is basi- 
cally an entertainment company." 

Yet almost everything Mr Fourtou has 
said or done since then hints at an under- 
whelming passion for the business. To the 
bewilderment of investors and analysts, 
he declares jauntily that he knows nothing 
about the American entertainment indus- 
try. Mr Fourtou is also busy moving Vi- 
vendi's headquarters out of the swanky 
Park Avenue offices acquired by Mr Mess- 
ier, trimming the headcount there, and re- 
turning head-office activities to Paris. 

So perhaps it should come as no sur- 
prise that there are the rumblings of a 


European football clubs 


Players and gentlemen 


BRUSSELS 


Anew deal to control soaring costs. But will it stick? 


ITTER rivals on the playing-field, Eu- 

rope's leading football clubs are uni- 
ting to take on a common enemy-their 
own players. In Brussels this week, 
members of G14, a group of leading 
European teams such as Manchester Un- 
ited and Real Madrid, announced that 
they had struck a deal to control the 
soaring cost of players' wages. G14 mem- 
bers have promised to try to keep their 
salary bills to 7096 of turnover or less. 
They will also seek, as best management 
practice advises, to link players' pay to 
performance: for example, by negotiat- 
ing pay cuts if teams lose their place in 
the most lucrative leagues. 

The G14 agreement reflects the finan- 
cial desperation of many clubs, which 
are putting themselves at risk of bank- 
ruptcy in their struggle to buy the best 
players. Last year, according to UEFA, the 
European football association, the total 
cost of players' wages reached an aver- 
age of 125% of turnover for leading clubs 
in Italy; 85% in Spain; and around 75% in 
England. Such a situation was clearly un- 
sustainable. This year, Fiorentina, once 
one of Italy's leading clubs, was declared 
bankrupt. Other teams are struggling fi- 
nancially and are “technically bust", ac- 
cording to Peter Kenyon, chief executive 
of Manchester United. 

The immediate cause of this squeeze 
has been the popping of the pay-televi- 
sion bubble. Many television companies 
overpaid for the rights to televise foot- 
ball, and the flow of money encouraged 
football teams to live beyond their 
means. This year, however, Kirch in Ger- 
many and rrv Digital in Britain, both 
leading providers of football on pay-Tv, 
have gone bankrupt. Elsewhere, there is 
likely to be less fierce competition for 
rights, and so less money for the clubs. 
Italy's two pay-Tv platforms, Rupert 
Murdoch's Stream and Vivendi's Telepiu, 
for instance, are merging. In England, the 


range of alternative endings being hatched 
for VUE. The cast of Hollywood characters 
behind one version includes two wily me- 
dia veterans, Barry Diller, who runs VUE 
as well as USA Interactive, his e-commerce 
group, and John Malone, the cable pioneer 
and media investor who runs Liberty Me- 
dia, a cable group. Mr Diller denies that he 
has any plans to spin off vue, and that his 
role there is just his *night job". But indus- 
try insiders say that he is in talks with Mr 
Malone about a new entertainment outfit. 

Only last month, Mr Malone floated a 





Ronaldo controls the ball, not the costs 


most lucrative market for televised foot- 
ball, the top clubs fret that Mr Murdoch's 
BSkyp, the leading pay-Tv operator, will 
be the only bidder for the next tranche 
of Premier League football rights. In a 
bid to keep prices up, the Premier League 
clubs are talking of forming their own 
television channel. 

In the meantime, the G14 clubs have 
promised to tighten their belts. Floren- 
tino Perez, president of Real Madrid and 
head of G14, termed this week's deal “a 
highly important gentlemen's agree- 
ment". The trouble is that there will be 
no sanctions against teams that violate 
the deal on pay restraint-and the clubs 
remain deadly rivals that barely trust 
each other. Inter Milan, a member of 
G14, recently accused Mr Perez's Real 
Madrid of falling behind on payments 
for the €47m ($46m) transfer of Ronaldo, 
the world's most famous player. Even 
gentlemen, it seems, can fall out. 


thought at a breakfast talk at Syracuse Uni- 
versity. "Wouldn't it be dandy,” he asked, 
“if we could combine certain cable assets 
they [Vivendi] have, with certain cable as- 
sets we [Liberty] have, with [Barry] Diller’s 
management skills, into a bigger program- 
ming entity in the us?” Liberty’s STARZ! 
and Encore, both premium cable channels, 
would fit neatly with Vivendi’s Universal 
film studio and library, and its usA cable 
channels. A wider suite of distribution 
outlets would plug a gap in Universal’s 
current business mix. 








More intriguing still i is (iie notion that. 


there might be a third guest at the party: 
Dream Works sxe, the studio behind such 
movies as “Road to Perdition” and “Shrek”. 
DreamWorks did not respond to requests 
for comment, but the appeal for both sides 
is plain. DreamWorks is one of the most 
creative powerhouses in Hollywood, run 
by three of the industry’s hottest talents: 
Steven Spielberg, Jeffrey Katzenberg, a for- 
mer creative whiz at Disney, and David 
Geffen, an ex-record-industry boss, who 
launched such groups as Nirvana. 

At present, Dream Works has no distri- 
bution channel, and so relies heavily on 
the quality of its content. Aligning itself 
with an enlarged Universal group would 
secure it an outlet. Already, the firm oper- 


ates from offices on the Universal lot, Even 
Universal Music, an industry Mr Diller 
cares little for, would fit in this constella- 
tion, thanks to Mr Geffen’s experience. 

Mr Messier used to go on about his 


“dream team”, those managers who, it 
turns out, singularly failed—if they ever 
tried—to stop their boss pursuing his reck- 
less fantasy. This potential new combina- 
tion of Hollywood moguls, however, 
would be more deserving of that name. 
Mr Fourtou may not want out of American 
showbiz, and any talks going on may come 
to nothing. But the appeal of letting the 
Americans get on with what they know 
best, freeing himself to concentrate on the 
French stuff, while taking a stake in any 
new entity, might be hard to refuse. & 





Japanese firms 


Star turn 


TOKYO 


What distinguishes the companies that have PEEKE JADAN S bis iin downturn? 


HAT started off as the "dirty 30" is 

now a "list of 51", and growing. Pick- 
ing Japan's worst-performing big compa- 
nies, these days a popular hobby for bored 
investors in Tokyo, is no easy task. There 
are, after all, hundreds of duds to choose 
from-products of Japan's “lost decade". 
Since the bubble burst in 1990, property 
prices have plunged by 80%, the bench- 
mark Nikkei 225-stock index has dropped 
by more than 75%, and corporate profits 
have all but disappeared. 

Listing the corporate stars, however, is 
an easier task. According to Goldman 
Sachs, as of November sth, the share price 
of only 60 of the more than 1,400 compa- 
nies currently listed on the first section of 
the Tokyo Stock Exchange had risen at all 
since the start of 1990. During this period, 
Topix, the index that tracks these shares, 
fell by 70%. Yet shares in the top stock on 
the list, Rohm, the biggest specialist manu- 
facturer of custom-made integrated cir- 
cuits, have jumped sevenfold. Nidec, the 
second-best performer and the world's 
biggest producer of precision motors for 
hard-disk drives, saw its shares quadruple. 

What sets such companies apart? The 
. first point is that many are industry lead- 
ers. Hoya, the fifth-best performer, is the 
biggest manufacturer of optical lenses; 
Bandai (20th), the biggest toy maker; Ade- 
rans (24th), the largest wig maker; and 
Toyota (29th), the top car maker. Secom 

(35th) is the largest home-security com- 
pany; Orix (36th), the top general-leasing 
company; Yamato Transport (42nd), the 
biggest parcel-delivery firm; and Nippon 
Television Network (48th), the top-ranked 








private television network. 

This trend reflects a growing polarisa- 
tion in many industries. Top-ranked Japa- 
nese firms are widening the gap, in terms 
of sales and profits, between themselves 
and their rivals. Toyota and Honda (9th), 
for instance, the top two car companies, 
did not fall into trouble, unlike their rivals, 
most of which had to turn to foreign car 
companies for help. Seven-Eleven (26th), 
the biggest convenience-store chain, 
which is due to make its 24th consecutive 
year of profits next February, has a high- 
tech. supply-chain management system 
that other retailers are only now trying to 
build. Indeed, a management-accounting 
system, says Alex Kinmont, a strategist at 
Nikko Salomon Smith Barney, a bank, has 
helped various outperformers, such as 
Seven-Eleven, Takeda Chemicals (13th), 
the largest pharmaceutical company, and 
Kao Corporation (18th), the largest toilet- 


ries company. 

Another feature common to some top 
performers is their international strategy. 
That Takeda, which is on track to make its 
eleventh consecutive year of profits, is the 
only pharmaceutical firm with a strong 
sales network in America gives it an edge 
over its domestic rivals. Kao, which has 
been profitable for 12 years in a row, has 
strong management that thinks interna- 
tionally and is quick to restructure unprof- 
itable businesses. It was also one of the 


first Japanese firms to experiment with 


western financial-management tools. 

Others on the list are global leaders in 
niche industries. They include Mabuchi 
Motor (th), which controls half the 
global market for small motors, used in © 
compact-disc players and household ap- — 
pliances. Disco (21st) is the world's biggest 
producer of equipment used to grind and 
cut semiconductors. Olympus Optical 
(39th), a camera maker, supplies 7096 of the 
world's endoscopes. 

Not surprisingly, many on the list are 
from export industries, such as high-tech 
and cars. These have fared better than do- 
mestic industries, such as retail and con- 
struction, which have struggled with sag- 
ging demand and spiralling deflation. 
Most of them also have high levels of for- 
eign ownership: more than 40% at Rohm, 
Orix and Suzuki Motor (37th), the biggest 
minicar manufacturer, and at least 20% for 
half the others. Many are also considered 
to have above-average standards of cor- 
porate governance. 

Most striking of all, almost none of the 
best performers belong to keiretsu, the cor- 
porate families bound together by cross- 
shareholdings that traditionally domin- 
ated most industries. Because the outper- 
formers were less protected by strategic 
owners, argues Kathy Matsui, a strategist at 
Goldman Sachs, they were more exposed 


to market forces, and so forced to sharpen 


up their performance. 

Nor, importantly, were the best compa- 
nies protected by the government. Nearly 
half are based outside Tokyo—an unusu- - 
ally high proportion for corporate Japan. - 
Five, including Rohm, Nidec and Nintendo 
(46th), are Kyoto-based manufacturers, - 
which have long insisted that they owe | 
their success to having been excluded from 
the government's drive to rebuild Japan as 
an economic force in the 1960s and 1970s. 
Lacking the government and business con- 
nections that their bigger rivals in Tokyo - 
enjoyed, they were forced to go overseasto — 
develop fresh markets. Many others on the 
list were also quick to build production fa- 
cilities abroad, and to cultivate foreign 
markets. Japan's government, which 
wants again to prop up dud companies, 
might care to draw some lessons from 
these star performers. Leaving companies 
to fend for themselves is often the best rec- 
ipe for success. W 
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The issue of global warming 


has given rise to heated debate. 

Is the burning of fossil fuels 

and increased concentration of 
carbon dioxide in the air a serious 
threat or just a lot of hot air? 


(Each Shell company is a separate and distinct entity. In this advertisement, the words "Shell"; ^we", “us” and “our” refer, in some places, to the Royal Dutch/Shell Group 
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OR CLEAR THE AIR? 


Shell believes that action needs to be taken now. 
We are delivering on our commitment to reduce 
greenhouse gas emissions from our operations. 
We're working to increase the provision of 
cleaner burning natural gas and encouraging the 
use of lower-carbon fuels for homes and transport. 
It’s all part of our commitment to sustainable 
development, balancing economic progress with 
environmental care and social responsibility. 
Solutions to the future won't come easily, 
particularly in today's business climate, but you 
can't find them if you don't keep looking. 


WE WELCOME YOUR INPUT. CONTACT US ON THE INTERNET AT WWW.SHELL.COM OR 
EMAIL US AT 'TELL-SHELLGSI.SHELL.COM' OR WRITE TO US AT: ‘THE PROFITS & PRINCIPLES DEBATE; 
SHELL INTERNATIONAL LTD, SHELL CENTRE, LONDON SE1 7NA, UK. 
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Facevalue | Why Naomi Klein needs to grow up 


In praise of justice, democracy and autonomous space 





ue battle to save the world is an arduous and paradoxical 
one. Today's most visible scourge of globalisation and brands 
is herself an inexhaustible globetrotting brand: a 32-year-old Ca- 
nadian journalist, armed with little more than a portable com- 
puter, a plane ticket and Internet access. Naomi Klein is the 
pre-eminent figure (she would deplore the term “leader”) in a 
worldwide protest movement against companies, free trade and 
global integration—in effect, against capitalism—that has no 
name or organisation, but is the most vigorous expression of left- 
ist sentiment since the 1960s. 

The movement burst on to the scene in Seattle in December 
1999, with protests against the World Trade Organisation. With 
uncanny timing, Ms Klein’s first book, “No Logo”, was published 
weeks later. Since translated into 15 languages, “No Logo” has be- 
come a manifesto for the loose network of activists who now rit- 
ually disrupt global summits. Ms Klein is currently promoting a 
second volume, “Fences and Windows: Dispatches from the 
Front Lines of the Globalisation Debate”. 

The views of this brand-basher—part pop star, part cru- 
sader—on what is wrong with the world are studied avidly by 
street mobs and boards of directors everywhere. At a recent de- 
bate with The Economist in New York, Ms Klein drew a sell-out 
crowd of 1,000, with hundreds more turned away. As her fame 
spreads, admittedly, there are small signs of resistance. “Fences 
and Windows”, comprising selections from speeches and arti- 
cles, has had some tepid reviews, at least by the standard of adu- 
lation that greeted “No Logo”. Now and then somebody dares to 
write that she is all brand and no content. But for the moment 
she continues to command a wide following. 

Ms Klein, by her own account, was a late developer as a social 
revolutionary. Growing up in a family of activists and cam- 
paigners, her teenage rebellion took the form of devotion to the 
shopping mall and willing enslavement to the tyranny of the 
logo. When her youthful idealism kicked in, its strength and dur- 
ability more than made up for its delayed onset. In her 30s, Ms 
Klein has all the incoherence and self-righteous disgust of the 
alienated adolescent. 

As she looks around the world, she sees nothing she likes, no 
redeeming features—except for “the movement”. The rule of cor- 


porations, as she sees it, is inherently repressive and exploitative 
of powerless citizens. Democracy is a sham. She gives capitalism 
no credit for the extraordinary progress seen in recent decades in 
reducing poverty and other measures of deprivation (notably 
child mortality) in the world’s poor countries. She measures the 
growing-pains of capitalist development not against real-world 
alternatives but against a Disneyesque utopia in which no poor 
person ever loses his job or chooses to work in a multinational 
factory at low wages (by rich-world standards). As the world’s 
poor move from farm to factory to office, jobs are inevitably lost 
and people uprooted. The countries that change the least, where 
the costs of growth are closest to zero, are those where poverty 
and disease are worst. This basic trade-off is never addressed. 


Not her job 

What is the superior alternative to capitalist development that 
Ms Klein proposes? She feels under no obligation to say. It is not 
her job to dictate to the movement. The most she can do, in all 
modesty, is to offer indications and observations; the people, 
thus empowered, must do the rest. True, one essay in *Fences 
and Windows" is all aflutter over Subcomandante Marcos, 
masked leader of Mexico's Zapatista insurgents—but this lead 
turns out to be a dead end when Ms Klein says approvingly that 
the Subcomandante is interested not in “the Revolution" but in 
"a revolution that makes revolution possible". Right. 

Certainly, Ms Klein is for justice, *deep" decentralised de- 
mocracy (not the false kind currently practised), autonomous 
spaces and diversity of every kind. All these things can presum- 
ably be reconciled with the ambitious goals she would doubt- 
less wish to see pursued in welfare spending, environmental 
protection and income redistribution—aims which, on the face 
of it, call for a high degree of centralisation and some reduction 
in the amount of autonomous space—but readers and listeners 
are never told how this contradiction might be resolved. 

Ms Klein's oddest assertion is that multinational companies 
are more powerful than governments and consumers. Plainly, 
they are not. Governments regulate business as they choose, 
and have far more power over their citizens' lives than even the 
biggest multinational does. Another oddity: Ms Klein deplores 
freedom to trade as one of the vilest manifestations of the neo- 
liberal tyranny. Yet in “Fences and Windows" she is very keen 
on taking down fences and opening windows. Surely a trade 
barrier is a fence and economic openness is a window. What 
makes trade an exception to the rule that fences are bad and 
windows good? We may never know. 

In training her guns on free trade and big multinationals, Ms 
Klein is attacking the best means for reducing poverty and, for 
that matter, extending justice and a political voice to the 
world's poorest people. When companies, properly regulated 
and acting within the law, pursue profits, they end up increas- 
ing prosperity. This is not a theory but an easily observable fact. 
The result, unintended though it may be, is social good. Ms 
Klein denies all this at every turn—and the tragedy is that her 
denials have an effect. 

Ms Klein's harshest critics must allow that, for an angry ad- 
olescent, she writes rather well. It takes journalistic skill of a 
high order to write page after page of engaging blather, so to- 
tally devoid of substance. What a pity she has turned her tal- 
ents as a writer to a cause that can only harm the people she 
claims to care most about. But perhaps itis just a phase. m 










Europe's merger monitor 


The European Commission's merger regime is under attack. In this invited article, 
Mario Monti, the competition commissioner, offers his response 


HE Merger Regulation, the first Europe- 

wide merger-control law, has been in 
force for more than 12 years. This innova- 
tive piece of legislation gave the European 
Commission the exclusive jurisdiction to 
examine large, cross-border mergers in Eu- 
rope, within tight deadlines, so as to assess 
their likely impact on competition. This 
has served to facilitate corporate restruc- 
turing in Europe, by ensuring regulatory 
clearance within a timetable that corre- 
sponds to the needs of business. Merger 
control is as important today as when it 
was first introduced, and our system has 
served Europe well. However, like all sys- 
tems, it is in need of constant revision, to 
ensure it can meet evolving challenges. 

In December I will propose to the com- 
mission a blueprint for the most far-reach- 
ing reform of European merger control 
since the Council of Ministers adopted the 
Merger Regulation in December 1989. This 
reform is the outcome of a review pro- 
gramme, which I initiated in 2000, cul- 
minating in the publication of a green pa- 
per in December 2001. Central to the 
reform will be a new draft regulation, 
which I hope the council will adopt next 
year, so that it can enter into force in time 
for the enlargement of the Union. 

Industrial restructuring is integral to 

the functioning of markets. Excessive con- 





centration, on theother hand,isharmfulto 
economic welfare. That was recognised by 
the American Congress in 1914 when it 
passed the world's first merger-control 
law, the Clayton Act. The EU was moti- 
vated by the same considerations when it 
legislated for the first piece of Europe-wide 
ex ante merger control. It was needed to en- 
sure that mergers did not result in lasting 
damage to competition between enter- 
prises, and that consumers would share in 
the economic benefits. At the same time, 
by maintaining competitive markets in Eu- 
rope, it was hoped that merger control 
would contribute to enhancing the com- 
petitiveness of European companies 
worldwide. 

Preserving competition is not, how- 
ever, an end in itself. The ultimate policy 
goalisthe protection of consumer welfare. 





By supporting the competitive process, the 
Merger Regulation plays an important role 
in guaranteeing efficiency in production, 
in retaining the incentive for enterprises to 
innovate, and in ensuring the optimal allo- 
cation of resources. Europe's consumers 
have been the principal beneficiaries of 
the commission's enforcement of the regu- . 
lation, enjoying lower prices and a wider 
choice of products and services as a result. — 

Far from standing in the way of indus- - 
trial restructuring, the EU’s merger-control 
regime has facilitated it. It has provided a 
“one-stop shop" for the scrutiny of large 
cross-border mergers, dispensing with the 
need for companies to file in a multiplicity 
of national jurisdictions; it has guaranteed 
that merger investigations will be com- 
pleted within tight deadlines; a remark- 
able degree of transparency has been 
maintained in the rendering of decisions— 
every merger notified to the commission 
results in the communication and publica- 
tion of a reasoned decision; and, above all, 
it is characterised by the complete inde- 
pendence of the decision-maker, the com- 
mission, and by the guarantee that merg- 
ers will be scrutinised for their impact on 
competition and nothing else. 

















Busy, busy 

Over the past 12 years, the commission has 
reviewed more than 2,000 mergers, some 
90% of which were cleared uncondition- 
ally after a one-month review. Such rapid 
review is given not only to smaller deals, 
but often also to large and complex ones 
such as this year's merger between Com- 
paq and Hewlett-Packard. For companies, 
this means a fast, single passport to sell 
their goods or services in a market of more 
than 380m people—soon to grow, with the 
Union's enlargement, to more than 450m. 
The objective of the commission is not to 
block mergers and, personally, I take no 
pleasure in having to say No. Even if I did, 
it would be a rare indulgence. Since 1990, 
we have prohibited only 18 deals, less than 
1% of the total notified to us. 

Nor doesthe opening of an in-depth in- 
quiry, which can last up to a further four 
months, spell the death of a merger. Far 
from it. Often, the investigation proves the 
commission's initial fears unfounded. 
Take the takeover of Haindl by the Finnish 
paper giant, UPM Kymmene, or the recent 
Carnival/P&O cruiseline bid: in both 
cases, our competition concerns ulti- 
mately proved unfounded and we autho- 
rised the deals without conditions. 

But the system put in place in 1990 is 
showing some signs of strain. Merger ac- 
tivity has increased beyond most expecta- 
tions since the introduction of the Merger 
Regulation. The number of deals notified 
to the commission increased spectacularly 
during the 1990s. The commission now re- 
views more than five times as many cases > — 








> annually as in the early years. Higher lev- 
els of concentration have necessitated 
greater sophistication in the economic 
analysis contained in our reasoned deci- 
sions. Nor should it be forgotten that the 
commission's decisions in the field of 
merger control have been subject to ever 
closer scrutiny by the European courts. 

The June 2002 judgment of the Court 
of First Instance (cF1) on the bid by Air- 
tours (now MyTravel) for First Choice, and 
its more recent rulings on the French 
merger between Schneider and Legrand 
and on the Tetra Laval/Sidel deal raise im- 
portant issues for our merger review pro- 
cess. Two of those judgments were given 
towards the end of October, and the com- 
mission is still studying them carefully be- 
fore deciding whether or not to appeal to 
the European Court of Justice. 

No institution likes to see its decisions 
overturned by a court. And there are no 
doubt lessons to be drawn from these 
judgments. In particular, it is clear that the 
CFI is now holding us to a very high stan- 
dard of proof, and this has clear implica- 
tions for the way in which we conduct our 
investigations and draft our decisions. But 
we must not allow these setbacks to distort 
our view of the ultimate aims of merger- 
control policy. If the commission reaches 
the conclusion that a merger is likely to 
give rise to serious competition concerns, 
it has a duty to intervene—and I can pro- 
mise that we will continue to do soin cases 
where such intervention is merited. 


Time for a change 

Even so, itis time for radical reform both of 
the legal framework and of how it is han- 
dled by our staff. But in doing it we must 
not undermine the merits of the current 
system. As the saying goes, ^we should not 
throw out the baby with the bathwater”. 
What I will be proposing are, however, sig- 
nificant improvements, transforming to- 
day's system into a better one. 

In a nutshell, the rationale underlying 
my reform is twofold. In the first place, it is 
designed to enhance the transparency and 
consistency of the commission's policy on 
merger-control analysis. And second, it 
seeks to improve the commission's deci- 
sion-making process, making sure that our 
investigations of proposed mergers are 
more thorough, more focused, and—most 
importantly-more firmly grounded in 
sound economic reasoning, with due re- 
gard for the rights of the merging partners 
and of third parties. 

My intention is to clarify the regulation 
and to submit to the commission draft 
guidelines setting out a new framework 
for the assessment of mergers between 
competitors or potential competitors 
(^horizontal" mergers, in antitrust jargon). 
These draft guidelines will then be submit- 
ted for a wide public consultation. The 
guidelines will deal with how the effect of 


a merger on competition in a market 
should be analysed, as well as with par- 
ticular factors that could mitigate an initial 
finding of likely harm to competition— 
such as buyer power, ease of market entry, 
efficiencies, and the fact that the merger 
may be the only alternative to the demise 
of a firm. The guidelines will indicate 
clearly how the commission will take 
merger efficiencies into account when as- 
sessing problematic cases. 

There is also a need to improve the 
commission’s resources devoted to deal- 
ing with merger investigations, and in par- 
ticular its economic capabilities. That is 
why I will be proposing to create a new po- 
sition of chief competition economist, 
complete with the staff needed to provide 
both an independent economic viewpoint 
to decision-makers and guidance through- 
out the investigation process. He or she 
should be an eminent economist on 
temporary secondment to the commis- 





sion, so as to ensure that the holder of the 
job is very much in touch with the latest 
thinking in the field of industrial econom- 
ics. It goes without saying that the role of 
the chief economist would not be limited 
to an involvement in merger control, but 
would extend to competition-law enforce- 
ment generally, including the control of 
state aids. I also intend to accelerate the re- 
cruitment of industrial economists, some- 
thing that has been a priority for some 
time. 

A further improvement of the commis- 
sion’s internal decision-making will con- 
sist in the systematic use of a peer-review 
“panel” system, independent of the 
Merger Task Force. A panel composed of 
experienced officials will be appointed for 
all in-depth investigations, with the remit 
of scrutinising the case team’s conclusions 
with a “fresh pair of eyes” at key points of 
the inquiry. I intend to ensure that such 
panels become areal and effective internal 
check on the soundness of the investiga- 
tors’ preliminary conclusions. Indeed, I 
plan that this panel system should be de- 


ployed throughout my directorate-general: 
I see no reason why our decision-making 
in the antitrust and state-aid areas would 
not benefit equally. 

Thereform package will include a num- 
ber of other elements. More flexibility in 
the timetable for some merger investiga- 
tions is one, particularly in view of the 
high evidentiary burden that is placed on 
the commission when it proposes to inter- 
vene. lintend therefore to propose a mech- 
anism whereby additional investigation 
time can be added in complex merger 
cases, always with the agreement of the 
parties. I am also determined to see that 
due process guarantees are better safe- 
guarded, among other things by giving 
merging firms the opportunity to confront 
third parties who object to a merger at an 
early stage, by granting them earlier access 
to the commission's file and, more gener- 
ally, by offering increased resources to the 
commission's hearing officer, the indepen- 
dent official charged with ensuring that 
merging companies' rights of defence are 
respected. 

But, as with any administrative system, 
effective judicial review is the ultimate 
guarantor of accountability. What the 
CFI’s recent judgments have shown be- 
yond doubt is that the European courts 
will not hesitate to provide far-reaching 
and stringent review of our analysis. There 
is, however, still a need to speed up the de- 
livery of judgments, particularly when the 
merging parties are keen to keep a deal 
alive pending the outcome of the appel- 
late process. To that end, the introduction 
by the crrof a fast-track procedure has had 
considerable success, demonstrating that 
judicial review can be delivered with rela- 
tive speed. The efficiency with which it dis- 
posed of the appeals in two recent merger 
cases represents real progress. I hope that it 
will be possible for appeals in merger 
cases to be even further accelerated. 

There are other, more far-reaching pos- 
sibilities for reform of the EU’s judicial re- 
view of merger-control decisions. For in- 
stance, in a dialogue with the CFI, we are 
exploring the idea of a specialised cham- 
ber for competition matters within the 
court, or even a specialised European com- 
petition court to review our decisions. 

European merger control has played a 
key role in maintaining competitive struc- 
tures in Europe and in fostering the cre- 
ation of a single market. This, in my view, 
is the long-term benefit of a vigorous com- 
petition policy, which is achieved not only 
through merger control, but also through 
the control of subsidies, the fight against 
cartels and the opening-up of previously 
monopolised sectors. It took 17 years for 
the commission to persuade the Council 
of Ministers to enact the first Merger Regu- 
lation. I am determined that it should now 
be equally effective in meeting the chal- 
lenges of the new century. m 


BANKING TOO, PROFESSIONALISM PAYS OFF 


ONE 
UN 


RETAIL BANKING 
ASSET MANAGEMENT & PRIVATE BANKING 
CORPORATE & INVESTMENT BANKING 


= No. 1 export finance arranger worldwide - Trade Finance Magazine” = Asset Management 
rated aa+ by Fitch-AMR, in 2000 and 2001 = 13.5 million customers in Retail Banking 
= 80,000 employees worldwide a In the last five years, Société Générale Group has built 
a strong reputation and acquired a new dimension along the way thanks to its three 
businesses: Retail Banking, Asset Management, Corporate & Investment Banking. Our 
colors, symbols of our success, will amaze you. www.socgen.com 


“June 2002 
GENERALE 





MANDARIN ORIENTAL 


THE HOTEL GROUP 


SM 





Find out why Zubin Mebta is a fan at www.mandarinoriental.com ASIA-PACIFIC * BANGKOK * HONG KONG * JAKARTA 


KUALA LUMPUR * MACAU * MANILA * SINGAPORE * SURABAYA EUROPE * GENEVA * LONDON * MUNICH USA * HAWAII * MIAMI * NEW YORK * SAN FRANCISCO 


Finance and economics 


The risk of defiation 


Comparing symptoms 


Can lower interest rates prevent the spread of debt-deflation to America and Europe? 


TOCKMARKETS rose in expectation of 

the Federal Reserve's half-point cut in 
interest rates on November 6th to 1.25%, 
the lowest rate for more than 40 years. The 
following day, the European Central Bank 
andthe Bank of England decided notto cut 
their rates, but they are still expected to 
ease next month. However, investors' exu- 
berance is odd, for interest rates are coming 
down because the world economy is in 
worse shape than had been hoped. 

America's recovery is stalling, as con- 
sumers tighten their belts. In the euro area, 
consumer and business confidence are 
both on the wane. Although euro-area in- 
flation is above the 2% ceiling set by the 
ECB, weak demand will push inflation 
down next year. The case for interest-rate 
cuts in both America and the euro area 
was strong, even though the Ecs has not 
yet moved. But will rate cuts work? 

Most policymakers in America and Eu- 
rope blame Japan's slump on mistakes— 
which they can avoid. An alternative view 
is that much of Japan's economic sickness 
is the inevitable after-effect of its bubble in 
the 1980s. Asset-price bubbles tend to be 
followed by periods of weak growth, as fi- 
nancial excesses are unwound. The table 
attempts, in unscientific fashion, to assess 
the risks of America and Germany catch- 
ing the Japanese disease. 

America's stockmarket bubble in the 





late 1990s mirrored Japan's of a decade 
earlier. Its housing market has also been 
looking suspiciously like a bubble— 
though with less froth than Japan's. More 
surprising, German share prices rose, and 
then fell, by more than America's. Indeed, 
at its low point in October, Germany's 
DAX index was almost 70% below its peak. 
On the other hand, fewer Germans own 
shares than do Americans. 

The other aspect of the bubbles in Ja- 
pan and America was a surge in corporate 
investment, based on cheap capital and 
unrealistic expectations about future pro- 
fits-often inflated by shady accounting 
practices. By and large, German business 
escaped such overinvestment. 

The most serious aspect of Japan's 
economic sickness is deflation. Falling 
prices have increased real debt burdens, 
depressed consumer spending, and made 
it impossible for the Bank of Japan to de- 
liver the negative real interest rates that the 
economy needs to revive demand. It is of- 
ten argued that the central bank was too 
slow to cut rates after the stockmarket col- 
lapsed. Yet in fact Japan's economy ini- 
tially held up much better than America's. 
In relation to GDP growth and the size of 
Japan's output gap-a big influence on in- 
flation—-the Bank of Japan cut interest rates 
as rapidly as the Fed did last year. 

America does not yet have deflation. 
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Still, its Gp» deflator fell to 0.8% in the year 
to the third quarter; so long as the level of 
GDP remains below potential, inflation 
wil keep falling. Deflation currently 
seems unlikely in Britain or the euro area 
as a whole, but Germany is at risk. Ger- 
man consumer prices have fallen at an an- 
nual rate of 0.4% over the past six months. 
More worryingly, Germany, unlike Japan 
in the early 1990s or America today, is not 
free to cut interest rates or run a looser fis- 
cal policy. Interest rates are set by the ECB 
on the basis of economic conditions in the 
whole euro area, and budget deficits are 
limited by the European Union's stability 
pact. The risk of deflation may therefore be 
greater in Germany than in America. 
Deflation is particularly deadly when 
an economy has lots of debt, because fall- 
ing prices swell the real debt burden. In 
America and Germany, firms and house- 
holds have borrowed heavily in recent 
years, lifting total debts of the non-finan- 
cial private sector to 150% and 160% of 
GDP respectively. In the early 1990s Ja- 
pan's debt burden was equivalent to al- 
most 250% of Gpp. Japanese firms are still 


much more in hock than those in America »* 
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> or Germany. On the other hand, American 
households look more vulnerable. Even at 
the peak of Japan’s bubble, households re- 
mained big savers. Last year German 
households saved as much as 10% of their 
income; Americans saved only 1.5%. 

A cocktail of debt and deflation has left 
Japanese banks crippled by bad loans, 
forcing them to cut lending. American 
banks are in better shape; and the econ- 
omy is less dependent on banks, relying 
more on capital markets for finance. Even 
so, concerns are growing about the threat 
of a credit crunch, as conditions tighten in 
America’s corporate-bond market. 

German banks look shakier, with poor 
profitability and shrinking capital as share 
prices have fallen—as in Japan. Increased 
competition and the need to lift profits is 
putting pressure on banks to reduce their 
traditional relationship lending, resulting 
in a collapse in new bank lending to small 
and medium-sized firms. This form of 
credit crunch has a different cause to the 
one in Japan, but its effect of exacerbating 
the downturn is similar. 

Germany scores badly on another 
symptom of the Japan disease. America’s 
flexible and competitive markets should 
force firms to cut excess capacity and la- 
bour more quickly and so restore profits. 
By contrast, Japanese firms have been 
slow to cut excess capacity, thanks to a raft 
of structural rigidities. Germany, too, suf- 
fers from rigid labour and product mar- 
kets. German industry also has a cross- 
shareholding structure that partly echoes 
the keiretsu system in Japan, which hin- 
ders the weeding-out of inefficient firms. 

In Japan government subsidies and in- 
terest rates at zero have kept inefficient 
firms afloat and so delayed restructuring. 
American firms are under greater market 
discipline; on the other hand, consumers 
need more discipline to save more. The 
Fed’s low interest rates have merely post- 
poned this adjustment. 

One other big difference is that Amer- 
ica does not suffer the same political pa- 
ralysis as Japan. If politicians fail to deliver 
recovery, they will be replaced. The same 
may be true of Germany; but, worryingly, 
in other ways Germany displays a political 
and social resistance to structural reform 
similar to Japan’s. 

America’s demographics are more fa- 
vourable than Japan’s, where the popula- 
tion is both shrinking and ageing. A 
shrinking labour force implies a slower 
growth rate, future problems for financing 
public-sector pensions, and greater oppo- 
sition to reform than in a more youthful 
country. Germany again appears similar 
to Japan. Its working-age population is ex- 
pected to shrink by 0.2% a year over the 
next decade, compared with likely annual 
growth in America of around 1%. 

Our analysis suggests that Germany 
has more symptoms of the Japanese dis- 
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ease than America. America's bigger bub- 
ble infected its economy more severely; 
but its more flexible markets and institu- 
tions should now help it to adjust. For 
now, both countries remain in danger. 

Policymakers dismiss the risk of defla- 
tion—just as in 1990 it would have seemed 
far-fetched to predict that Japan would en- 
ter a deflationary slump that would last for 
more than a decade. Yet as Marx reminds 
us: history repeats itself first as tragedy, 
then as farce. m 


Securities and Exchange Commission 


Pittfall 


NEW YORK 
Needed: a saint to reform the sinners in 
finance and accounting 


Harvey falls on his sword 


ESIGNING as chairman of the Securi- 

ties and Exchange Commission as 
Americans were absorbed with the mid- 
term elections may have been the most po- 
litically astute move of Harvey Pitt’s short 
career. Then again, it may not have been 
his move, for Mr Pitt’s bungles had be- 
come an embarrassment to the White 
House. Those who know him well say he 
would not have left of his own accord. 

Mr Pitt will leave the sEc a bitter man. 
A brilliant securities lawyer with a deep 
knowledge of, even love for, the commis- 
sion, he struggled to prove his indepen- 
dence from his former clients, the big ac- 
counting firms, or from his Republican 
bosses. The final blow came a week after 
he rammed through the appointment of 
William Webster as head of a new ac- 
counting-oversight board. Mr Webster, a 
former director of both the FBI and the 










CIA, was very probably the choice of the 
Bush administration, not of Mr Pitt. When 
it later emerged that Mr Webster had been 
on the board of a company, us Technol- 
ogies, accused of securities fraud, and that 
Mr Pitt had not shared this information 
with his four fellow commissioners before 
they voted on Mr Webster, the chairman 
looked doomed. Next to go will probably 
be the man who screened Mr Webster, 
Robert Herdman, a former partner at Ernst 
& Young who was appointed by Mr Pitt to 
be the sEc’s chief accountant. 

Now that the Republicans have re- 
gained control of Congress, the chances 
are slimmer of a bitter fight over Mr Pitt’s 
successor. Certainly, nobody wants to rat- 
tle the financial markets further with a 
controversial choice. A list of usual sus- 
pects for the chairmanship includes Frank 
Zarb, who restored the credibility of the 
NASDAO market in the late 1990s; James 
Doty, a Washington lawyer with ties to 
George Bush; Joseph Grundfest, a Stanford 
law professor and former sEC commis- 
sioner; Peter Fisher, under-secretary of the 
Treasury; and Michael Chertoff, the assis- 
tant attorney-general who pushed for a 
criminal prosecution of Andersen follow- 
ing its audits of Enron. 

Finding the right person will not be 
easy for a post with not much pay, few 
prospects and very little pleasure. An ideal 
candidate will have no conflicts of interest, 
a deep knowledge of Wall Street, the politi- 
cal clout to win funding from Congress, 
and enough credibility to win back control 
of a regulatory agenda that has been hi- 
jacked by a gang of state attorneys-general, 
led by Eliot Spitzer from New York, bent on 
shaking down the securities industry. 

Recently, Wall Street’s biggest firms 
have been in constant negotiation with Mr 
Spitzer over a plan to provide investors 
with independent research. The latest idea 
is that self-regulatory organisations—the 
National Association of Securities Dealers 
and the New York Stock Exchange—will 
certify firms as independent; and these 
would then get money for their invest- 
ment research out of fines levied on the 
biggest investment banks. The idea is rid- 
dled with inconsistencies, including con- 
flicts of interest within the self-regulatory 
organisations themselves. Yet uncertainty 
over Mr Pitt's successor may delay any 
deal being done. On November 6th regula- 
tors agreed to reconsider their demands 
after heavy lobbying by Wall Street firms 
spotting their moment. There is a chance 
yet that the whole dangerous idea of gov- 
ernment-mandated research will fall by 
the wayside. 

The appointment of Mr Webster may 
also be undone soon, perhaps with a vo- 
luntary resignation coming in the same 
manner as Mr Pitt's. It is certainly time for a 
fresh start, if the Bush administration 
knows where to begin. m 
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Stock options 


The good fight 


The International Accounting Standards Board leads the way on stock options 


EARFUL and yet resolved, the world's 

main accounting standard-setters this 
week joined the most important battle in 
their history: the attempt to make compa- 
nies treat share-based payments to their 
employees as an expense. Up to now, com- 
panies have had the choice to record stock 
options only in the footnotes to their finan- 
cial statements. Under a new draft rule 
from the International Accounting Stan- 
dards Board (1ASB), a private group based 
in London, companies will have to deduct 
them from their profits. The effort may yet 
founder on opposition from business. If it 
does, investors may as well forget the idea 
that standard-setters have the ability to set 
accounting rules that try to reflect econ- 
omic reality. 

Although only a group of small coun- 
tries and a few hundred big companies fol- 
low the rAsB's standards at present, all 
listed companies in the European Union 
will have to meet them from 2005. The 
board's draft standard on stock options has 
also been put out for comment this week 
by standard-setters in Australia, Britain 
and New Zealand. America's Financial Ac- 
counting Standards Board (FASB) will offer 
it as an "invitation to comment" paper 
later in November, setting in motion the 
first stage of its own rule-making process. 

In 1994, when FASB first tried to require 
companies to treat share-based payments 
as a cost, it nearly perished in the effort. 
Congress threatened to take away its stan- 
dard-setting powers, and the chairman of 
the Securities and Exchange Commission 
(SEC), Arthur Levitt, urged it to back off. 
However, FASB's new chairman, Bob 
Herz, says that after America's run of cor- 
porate scandals, the enemies of old are 
now likely to be less vocal. This time, cru- 
cially, institutional investors will support 
FASB; in 1994 they too clamoured against. 
Mr Herz says that his aim is for FASB to par- 
ticipate in the IASB's process, and for the 
two jointly to issue a standard at the end of 
next year requiring companies to deduct 
the cost of employee stock options. 

For Sir David Tweedie, the 1AsB’s chair- 
man, FASB’s actions in the months ahead 
will be crucial. If FAsB is once again bul- 
lied, European companies will fight 
against any attempt to make them lower 
their profits while their American compet- 
itors are off the hook. Although the Euro- 
peans are committed to the rASB's rules by 
2005, they reserve the right to endorse or 
reject individual standards. French banks 


have campaigned against another of the 
IASB's recent new rules, requiring that de- 
rivatives be marked to market. 

For now, the group of accountants 
responsible for advising the European 
Commission on the IASB's standards is di- 
vided over whether or not share-based 
payments should be treated as a cost, says 
a group member, Stig Enevoldsen. The po- 
litical committee that will make the final 
decision has yet formally to meet, and its 
views are unknown. 


Raising the standards 
Sir David says that even if Europe threat- 
ens to reject his standard, he will not 
change it substantially. If companies per- 
suaded the European Commission to 
write a gentler rule, he argues, confusion 
would result. For instance, the sEc, which 
requires foreign companies raising capital 
in America to reconcile their accounts 
with generally accepted accounting princi- 
ples (GAAP), would have to decide wheth- 
er to recognise international standards in 
full, or merely a watered-down version. 
Whether or not FASB, on the other 
hand, will hold firm in the face of opposi- 
tion from congressmen such as Michael 
Oxley, chairman of the House Committee 
on Financial Services, will depend on how 
its top people react to pressure, says a for- 
mer member of the board. Mr Herz will be 


relieved that the 1AsB has at least decided 
on the cheapest of all the possible ways for 
companies to charge share-based pay- 
ments against their earnings (see Econom- 
ics focus, page 80). 

Three broad choices exist for when to 
make a charge for the fair value of share- 
based payments: first, when the company 
grants options to its employee; second, on 
the vesting date, when the employee be- 
comes entitled to exercise them; and third, 
when the employee exercises them. In its 
draft standard, the rass has chosen the 
grant date, which, assuming that the com- 
pany's shares are rising, throws up the 
lowest charge. 

That was a decision led by pragmatism 
rather than accounting principle, some 
say. According to an example in a discus- 
sion paper published in 2000 by the rAsB's 
predecessor, the grant-date method pro- 
duces a cost roughly a third lower than the 
vesting-date method, which the paper 
concluded was the best one. 

To narrow, and eventually eliminate, 
the differences between American GAAP 
and international standards, FASB recently 
said that it would work more closely with 
the 1AsB. Mr Herz wants America’s board 
to set standards based on principles, like 
those of the rASB, rather than hard rules. 
To that end, he said this week that he 
would constrain the standard-setting pow- 
ers of the Emerging Issues Task Force, a 
body beneath rAsB which was responsi- 
ble for many of the detailed rules recently 
vilified for allowing American companies 
to obey the letter and not the spirit of ac- 
counting law. If the two boards manage to 
push through the same standard on share- 
based payments, the distant prospect of a 
single set of accounting standards for the 
world will have come a big step closer. 8 
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Hug that logger 


NEW YORK 


The World Bank's new forestry policy 


AN environmentalists learn to love 

loggers? The World Bank certainly 
hopes so. It has just unveiled a new for- 
estry policy that embraces a controversial 
but promising approach to conserving the 
rainforest: sustainable harvesting. 

After unrelenting criticism from non- 
governmental groups, the agency adopted 
a policy a decade ago that sharply cur- 
tailed lending for forestry. That pleased 
some radical greens, who wanted an out- 
right ban on all lending to logging compa- 
nies. It even suited some senior bank staff 
just fine—since they were tired of being 
abused by environmentalists, they were 
happy to divert money instead into un- 
controversial areas such as education. The 
snag was that deforestation continued in 
the developing world—even faster, some 
argued, because the agency had walked 
away from the industry and left it to the 


Economic nationalism in Japan 


Yankee plotters 


TOKYO 
Conspiracy theories on the rise 


ké R FOREIGN PRESSURE”: that is 

what one Japanese television 
network called John Taylor, America’s 
top international-finance man at the 
Treasury Department, when he visited 
Tokyo last month. These days, American 
support for Japan's latest attempt to 
clean up its banks raises more than a few 
hackles. What most infuriates locals is 
foreign support for the new financial-af- 
fairs minister, Heizo Takenaka, whose 
proposals, many fear, will lead to bank- 
ruptcies and job losses. 

Conspiracy theories abound. Many 
politicians in the ruling Liberal Demo- 
cratic Party think that the United States 
wants to turn Japan into one big non- 
performing asset, says Minoru Morita, a 
political commentator. Growing num- 
bers of bureaucrats, economists and 
businessmen seem to believe that Amer- 
ican vulture funds are out to get them. “I 
think”, says Ryo Takasugi, a bestselling 
author, in a column in a weekly, Sunday 
Mainichi, “that Mr Takenaka is a pawn 
being used by foreign capital. American 
officials in the White House, the Trea- 
sury and the State Department are using 
vulture funds to try and beat down 





Here’s to the World Bank 


real baddies. Even the World Bank’s inter- 
nal-audit department heaped scorn on 
that approach. 

Now, says the bank, it will start lending 
seriously to forestry again. However, the 
companies and countries involved must 
adhere to a code of good behaviour: clear- 
cutting and over-harvesting are out; low- 
impact logging and “sustainable use” by 
local people are in. The aim, the bank says, 
is to improve “the livelihoods of some 
500m people living in extreme poverty, 


prices [for distressed assets]. It’s no won- 
der they support Mr Takenaka.” 

AERA, a weekly magazine run by 
Asahi Shimbun, a broadsheet newspa- 
per, talks of “economic warfare between 
Japan and America”, and it quotes a 
well-known economist, Takanori Mi- 
zuno, as saying that “America considers 
this a golden opportunity to take control 
of Japan’s financial policies and enable 
hedge funds to buy up Japanese compa- 
nies and property.” The sale of Long- 
Term Credit Bank, a big bank that went 
bust in 1997, to Ripplewood Holdings, an 
American investment fund, after the 
bank had been cleaned up with public 
money, has left deep scars. 

Even folk who believe that America 
has other things on its mind are starting 
to get irritated. They want to know what 
happened to the assurance by George 
Bush’s administration that it would not 
dish out advice on Japan’s domestic af- 
fairs. Especially, some say, when past 
support, notably for Japan’s ten-year 
plan in the mid-1990s to spend ¥630 tril- 
lion ($5 trillion) building roads and 
bridges, has merely encouraged local 
politicians in the worst of their ways. 
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who depend on forests, while improving 
the environmental protection of forests in 
the developing world." 

Could a flood of money benefit the 
world's rainforests? Optimists think that 
sustainable harvesting will “crowd out” 
the unsustainable kind. Maybe. But 
money alone will not do much, argues 
Frances Seymour of the World Resources 
Institute, a think-tank in Washington, Dc. 
She reckons that lack of clear property 
rights, murky licensing arrangements and 
outright corruption—rather than lack of 
money-are what drives deforestation in 
many poor countries. 

Moreover, seemingly unrelated poli- 
cies, such as those offering subsidies for ag- 
ricultural expansion or road-building, can 
often make even the most virtuous forest- 
ry policy irrelevant. If the bank is to do 
much good for the rainforest, concludes 
Guillermo Castilleja of the wwr, an activ- 
ist group, it must be willing to use its influ- 
ence in national capitals to push countries 
and companies towards greener policies 
overall, not just in forestry. The message 
seems to be getting through. As Ian John- 
son, the World Bank's vice-president for 
the environment, puts it, “what happens 
outside the forest is at least as important as 
whathappensinside." m 


Toronto Stock Exchange 


Unfazed by Wall 
Street 


TORONTO 
Toronto's exchange will not bow to 
Wall Street pressure 


HE top brass at Tsx Group, which 

owns the Toronto Stock Exchange, 
have spent the past few weeks trying to 
persuade North American investors to buy 
the Tsx’s own, soon-to-be-listed shares—a 
tough sell in today’s equity markets. But 
Canada’s biggest stock exchange has some 
special features it is not ashamed to boast 
about, including looser governance rules. 

Toronto has fought for 15 years against 
the migration of its most heavily-traded 
companies to Wall Street. More and more 
Canadian companies are wooing inves- 
tors south of the border by reporting in 
American dollars and adopting American 
accounting practices. Almost 80 of them— 
including the biggest banks, insurers and 
mining companies—now trade on the New 
York Stock Exchange (NYSE), as well as in 
Toronto. Another 80 or so Canadian com- 
panies trade on Nasdaq. This year, nearly 
60% of trading in the shares of Barrick 
Gold, a Toronto-based gold producer, 
went through the NYSE. 

Toronto also faces competition from 
electronic trading platforms. Although it 
may be the world’s seventh-biggest ex- » 
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* change, with almost 4,000 listings and a 
total market value of about C$1 trillion 
($640 billion), it has little prospect of be- 
coming much more than a regional North 
American market. And what is wrong 
with that? Three years ago Tsx got a shotin 
the arm when exchanges in Vancouver, 
Calgary and Winnipeg closed, and the 
Bourse de Montréal agreed to give up equ- 
ity trading in return for becoming Can- 
ada’s main derivatives market. Hundreds 
of Vancouver and Calgary listings, mostly 
small-and occasionally scandal-ridden— 
energy and mining outfits, were folded last 
year into a new TSX Venture Exchange, 
which now accounts for about two-thirds 
of Toronto’s total listings. 

The exchange is also keen to carve outa 
niche as a mining hub. More than half the 
world’s publicly traded mining companies 
are listed in Toronto, including six of the 15 
biggest metals groups. The exchange is also 
working on a plan to route orders for 
American shares from small Canadian 
and other foreign investors to the most ap- 
propriate market. 

America's corporate scandals may 
have opened another door for Toronto. 
Barbara Stymiest, Tsx's chief executive, is 
resisting pressure to follow the New York 
and NASDAQ markets and impose tough 
new corporate-governance rules. "The 
idea that a rule is better than a guideline 
because it is an enforceable rule and not a 
voluntary guideline is simplistic in the ex- 
treme", Ms Stymiest told a business gath- 
ering in September. Instead, Canada fa- 
vours mandatory disclosure and 
voluntary compliance, where the disci- 
pline comes more from investors than 
from regulators. Importing American rules 
“would impose a virtually intolerable, 
added burden on our smaller companies 


for no discernible benefit,” Ms Stymiest 
said. 

Still, Toronto is not untouched by scan- 
dal. Investors lost billions of dollarsin1997 
when Bre-x Minerals, a high-flying gold- 
exploration company, was found to have 
falsified assay results from a supposed dis- 
covery in Indonesia. More recently, Livent, 
one of North America's biggest theatre op- 
erators, imploded amid accusations that 
its senior management had looted the 
company. In September a survey by the 
Globe and Mail confirmed the cosiness of 
corporate Canada: only one-fifth of the 
270 biggest listed companies have a major- 
ity of non-independent directors; and 
more than 40*6 of audit committees, and 
58% of compensation committees, include 
directors linked to the company. 

If Toronto allowed listing standards to 
slip, says Ms Stymiest, “we would slit our 
own throat". However, having less irk- 
some rules than American exchanges 
could help tsx hold on to its existing list- 
ings, and attract new ones. Including, of 
course, its own imminent flotation. M 





European securities regulation 


Spoilt choice 


Horse-trading on EU-wide prospectus 
rules could have a perverse outcome 


NOTHER drunken step towards a single 
European market for financial ser- 
vices. Will it be an improvement? Euro- 
pean Union finance ministers, meeting in 
Brussels on November sth, struck a com- 
promise on a directive that will allow se- 
curities to be issued across Europe with a 
single prospectus (giving information 
aboutthe issue) approved by the authority 
in a single member state. 

Except that for equities, and for issues 
of bonds with a nominal value of less than 
€5,000 ($5,000), the issuer is robbed of 
choice. It has to be the home regulator that 
approves the prospectus. A Greek com- 
pany wanting to list its shares in London, 
say, must get its prospectus approved in 
Greece. Britain did not want this outcome, 
nor did most northern European states ex- 
cept for France and Belgium. These two 
joined the “Club Med" countries’ prefer- 
ence for controlling home companies' 
prospectuses—mainly to encourage do- 
mestic listings. 

In reality, most companies first issue 
shares in their home market anyway. As 
for bonds, many are now issued abroad in 
the big international financial centres. 
Nearly four-fifths of all bonds issued ear- 
lier this year were in denominations of un- 
der €5,000 and so would have needed 
home-authority approval under the new 
rules. However, non-equity derivatives, 
and bonds convertible into equity at the 
holder’s discretion, are exempt from the 
rule. That is good news particularly for 
London, Amsterdam and Stuttgart. Am- 
sterdam has a lively options market, Stutt- 
gart has nine-tenths of the German retail 
market in covered equity warrants, and 
London recently started a similar market. 

The rules lack detail and will surely be 
amended again by the European Parlia- 
ment before the directive becomes law 
sometime next year. Even then, a five-year 
grace period allows countries to adjust 
their markets. Yet Clifford Dammers, head 
of the International Primary Market Asso- 
ciation, wonders why full freedom of 
choice did not prevail. The €5,000 thresh- 
old makes no sense, he says, even if it is 
better than earlier proposals of €30,000 or 
more. Still, he predicts that big banks, with 
corporate-finance teams large enough to 
operate in 15 or more jurisdictions, will 
benefit most from the home-approval rule 
for equities, at the expense of smaller 
banks. That is not the outcome first sought 
by the single marketeers in Brussels. @ 
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Have accounting regulators chosen the best way of expensing share options? 





EVERAL features of the wild bull market of the 1990s have 

since been branded as evil. Perhaps none more so than the 
billions of dollars of share options awarded to bosses and other 
employees. Once praised for their incentivising power, share op- 
tions are now blamed for encouraging bosses to do all manner 
of bad things to prop up their company's share price and so keep 
their lucrative options packages in the money, as the jargon has 
it. In this, it is now generally agreed, executives have been abet- 
ted by accounting standards that did not require the cost of 
awarding options to be treated as compensation and lopped off 
a company's reported profits. 

This week, to right this wrong, the International Accounting 
Standards Board (rass) unveiled proposals for expensing op- 
tions, ie, deducting their cost from a company's profits. In doing 
so, however, not only was the rasg declaring war on some pow- 
erful political opponents of expensing. It also took sides in a 
lively economic dispute. 

Among economists, the debate is largely about how to value 
options and when to expense them, not about whether they 
should be expensed at all. (Only a few *renegades" disagree with 
expensing, declares Robert Merton, who won a Nobel prize in 
economics for his work on options pricing) Economists mostly 
agree that options should be expensed using a so-called fair- 
value method, one that broadly reflects what the options would 
cost to buy in the market, were they available. 

In this, the economists agree with the rass, which has chosen 
fair-value accounting of options, ruling out several other meth- 
ods. These include, for instance, intrinsic value: the difference be- 
tween the market price of the underlying shares that the option 
confers the right to buy and the exercise price at which the un- 
derlying shares may be bought. If, when an option is issued, the 
exercise price equals the market price (and it often does), the in- 
trinsic value is zero—which is nonsensical. Also ruled out is the 
minimum-value method, which is what somebody would will- 
ingly pay for an option if they knew that the firm's share price 
would be fixed for the life of the option. This ignores a big part of 
an option's value, namely the ability to cash in should the share 
price rise. 

The rass does not, though, specify exactly which method of 


fair-value option pricing should be used. And here academics 
dispute vigorously. Mr Merton helped to devise the Black- 
Scholes model for pricing options, named after Myron Scholes 
(who shared Mr Merton's Nobel prize) and Fisher Black (who 
would have done, had he lived a little longer). The main alterna- 
tive is what is called the binomial pricing model, developed by 
John Cox, Stephen Ross and Mark Rubinstein. 

Both models were devised to price simple options traded on 
an exchange. So, as the rass acknowledges, each needs to be 
modified to reflect several peculiarities of employee share op- 
tions—such as longer lifespan or term (a typical executive option 
lasts ten years, against a few months to two years for an ex- 
change-traded option), restrictions on when options may be ex- 
ercised, and even the fact that they may not be sold. How these 
adjustments are made—and the rass allows wide discretion 
can make a big difference to the size of the expense. 

The binomial method is much more complex than Black- 
Scholes, but if done properly, the price it produces is likely to be 
accurate more often. Of course, the very complexity may make it 
easier for the price to be manipulated by a company wanting to 
massage its profits. On the other hand, plenty of scope for cre- 
ativity exists with the Black-Scholes method, even given the few 
simple assumptions that are used. These assumptions, in es- 
sence, are expected volatility (how much a share price is likely to 
fluctuate), term, the expected dividend yield, the risk-free inter- 
est rate, and the exercise price. 

Some critics reckon that these vagaries of valuation under- 
mine the entire case for expensing. Few economists agree, how- 
ever. Whatever uncertainties there are in fair-value option 
pricing, goes the argument, they are smaller than the uncertainty 
in the value of other items already routinely expensed, such as 
depreciation and pension-fund gains or losses. 


Ask not whether, but when 

The biggest philosophical dispute among economists concerns 
when options should be expensed. The 1Asz wants it done 
once and for all from the date they are awarded to employees 
(in other words, the grant date). Mr Scholes, the Nobel laureate, 
agrees. But others, such as Mr Rubinstein, one of the creators of 
binomial pricing, do not. He argues for full expensing at the 
time options are exercised, ie, when the holder trades in the op- 
tions for underlying shares. Under this approach, options 
would still initially be expensed on the grant date; but in subse- 
quent public filings this estimate would be adjusted to take into 
account changes in their value. Upon exercise, the company 
would take a final extraordinary gain or loss to match up with 
the option's actual value when exercised. Mr Rubinstein argues 
that, under this method, there would be less incentive to 
manipulate option valuations, since any divergence from an 
option's final true value would, in the end, result in an extraor- 
dinary charge. 

The issue boils down to this: is the granting of an option a 
once-only expense for the company, the equivalent of paying 
the employee in cash? Or is it a contingent liability, the poten- 
tíal cost of which to shareholders changes with the market price 
of the company's shares, and with the true cost becoming clear 
only when the option is either exercised or it expires? A once- 
only expense or a contingent liability: these are matters over 
which reasonable people can agree to differ. What is important 
is that share options are to be expensed at all. m 
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Technology is bringing new powers, and new problems, to art research and 


conservation 


L LOOKS like an art lover's nightmare. A 
bronze nymph stands in a studio, head 
cast down, arm outstretched. Suddenly, a 
spot of red light sweeps across her body 
and fixes, like a marksman's sight, on a 
point on her left breast. In a flash, the light 
turns from red to brilliant white and be- 
gins to pulse. A crackling sound fills the air 
and a tiny plume of smoke drifts from the 
statue's surface. 

To a casual observer, this is a shocking 
scene: You half-expect to find a hole shot 
right through this fin-de-siécle beauty, 
created by Edward Onslow Ford, a Victor- 
ian sculptor. But for John Larson, head of 
statue conservation at the Merseyside gal- 
lery in Liverpool, itis all in a day's work. 

Mr Larson specialises in the laser clean- 
ing of statues, monuments and other 
works of art. Ford’s nymph is coated in 
ugly black paint, which gnarls her elegant 
ringlets and obscures the marvellous de- 
tails of her girdle. Conventional methods, 
involving water or other solvents, can do 
little to improve this. So Mr Larson is using 
a handheld infra-red laser to strip away the 
paint, one spot at a time, and expose the 
gleaming bronze beneath. 


Lasers are only one of a panoply of sci- 
entific tools that conservators are deploy- 
ing to preserve and study the objects in 
their charge, and to winnow the genuine 
from the fraudulent. In the name of re- 
search and conservation, works of art are 
bombarded with light, both visible and in- 
visible; they are probed by electron beams; 
they are inoculated with bacteria; they are 
even having their DNA read. And for those 
deemed too precious for permanent dis- 
play, copies that would make the greatest 
forger envious might one day be created. 


Analyse this 

The conservation laboratory of the Na- 
tional Gallery, in London, would not look 
out of place in a university chemistry de- 
partment. Here, scientists spend much of 
their time analysing microscopic samples 
taken from paintings and trying to work 
out their precise composition, the better to 
help art historians and conservators un- 
derstand the work before them. 

To this end, the gallery’s paintings are 
subjected to a variety of treatments. Scan- 
ning electron microscopy examines the 
surfaces of samples for minute signs of 


damage. Gas-chromatography mass-spec- 
trometry (GCMs) passes vaporised paint 
samples through a device which separates 
and identifies their organic molecules 
(oils, proteins and so on). Fourier-trans- 
form infra-red spectroscopy (FTIR) shines a 
beam of infra-red light on to a sample and 
then detects which wavelengths have 
been absorbed by various molecules. And 
infra-red reflectography probes those se- 
crets of composition that artists thought 
they had hidden for ever. 

Infra-red reflectography is the basis of 
“Artin the Making”, an exhibition that has 
just opened at the gallery. It is a way to ex- 
amine a painting's “underdrawings”—the 
successive layers of work beneath the visi- 
ble surface. This reveals how much chop- 
ping and changing the best artists have 
tried before they hit on a winning compo- 
sition. It works because infra-red light, 
which has a longer wavelength than visi- 
ble light, can penetrate the paint on the sur- 
face but can nevertheless be reflected from 
underdrawings that have been covered by 
later brush strokes. By applying suitable fil- 
ters to the camera which records the re- 
flected light, itis possible to take clear pho- 
tographs of any underdrawings (for 
example, those in Jacopo Pontormo's “Jo- 
seph with Jacob in Egypt", the painting re- 
produced above). This makes infra-red re- 
flectography a better technique than 
x-raying a painting. x-rays go all the way 
through the layers of paint, so they pro- 
duce a more confused image. 

The National Gallery's laboratory is 
not the only one in the game. Maurizio Se- 





> racini, head of Editech, a conservation 
company in Florence, has even more so- 
phisticated tools at his fingertips. Mr Sera- 
cini says he wants to bring the rigour of 
clinical medicine into art conservation. He 
reckons that today's art conservators are 
like doctors who prescribe medicine with- 
out knowing the detailed anatomy of their 
patients, let alone the underlying basis of 
the disease. 

Mr Seracini uses a variety of scanning 
techniques and analytical tools, some spe- 
cially miniaturised for microscopic study, 
to build up a detailed analysis of each layer 
and every few square millimetres of sur- 
face, all without visibly disturbing the 
work under investigation. For example, he 
uses x-ray diffraction and x-ray fluores- 
cence to tell what sort of metallic elements 
make up a painting's pigments. Metal at- 
oms such as lead and copper scatter or ab- 
sorb the beams in a characteristic manner. 

Earlier this year, Mr Seracini created a 
splash by asserting that his tests on "The 
Adoration of the Magi", a painting as- 
cribed to Leonardo da Vinci, showed that 
the real masterwork was actually the un- 
derdrawing and that the surface was done 
by a later, lesser artist. His tools have also 
come in handy for detecting frauds. He 
was once asked to examine a “14th cen- 
tury" Florentine painting of the Madonna 
and child. To the naked eye, and also to 
several pigment tests, the work looked 
genuine. But when he examined its egg- 
based binder (the material that holds pig- 
ments together to form paint) using GCMS, 
he found that its organic molecules had 
not oxidised as would have been ex- 
pected, given the stated age of the painting. 
This suggested that the paint was recent. 

x-ray fluorescence also revealed that 
the painting's gilded background was 
made from gold that contained too much 
copper and too little silver for the 14th cen- 
tury. The clincher, however, was FTIR 
analysis of dust samples taken from the 
painting's hairline cracks. This showed 
only soot from modern urban pollution, 
suggesting that its so-called centuries' 
worth of grime had actually accumulated 
rather more recently. 


The shock of the new 
Keeping old masters in good shape is 
tricky, but conservators face an equally 
daunting task with modern art. Working 
on a 14th- or 15th-century painting is fre- 
quently a known quantity. The most rapid 
deterioration occurred in the distant past, 
and you expect few naturally occurring 
surprises if it has survived this long. Paint- 
ings and sculpture created over the past 
few decades are, by contrast, in the early 
stages of ageing, and are often composed 
of non-traditional materials. Conservators 
therefore have little idea whether to expect 
a graceful decline or a rapid collapse. 
Recently, conservators in New York 


have been given an opportunity to hone 
their skills on a real piece of modern art. 
The axa Nordstern Art Insurance Cor- 
poration has donated a work called "Black 
Painting", by Ad Reinhardt, to a team from 
the Guggenheim Museum and the Mu- 
seum of Modern Art (MOMA). The paint- 
ing, created in the 1960s, was bruised and 
scratched on its way to an exhibition. Re- 
storers found it impossible to correct the 
damage, and so Axa had to pay up on the 
policy. Rather than put the painting into 
storage, however, the firm decided to give 
it, together with two-years' worth of re- 
search funding, to the Guggenheim and 
MOMA experts to see what could be 
learned from it. 

The painting is, as its name suggests, a 





Uncovering Ford's nymph 


solid black canvas. It is the sort of work 
that, depending on your artistic sensibil- 
ities, either makes you marvel at its invisi- 
ble brushwork and thus happy to fork out 
more than a million dollars, or leaves you 
muttering about "conceptual bullshit". 
Like it or not, though, the hefty price-tag 
once attached to it arose from its velvety, 
matt, monochromatic surface. And the se- 
cret of all minimalism is perfection; slight 
flawsin such works are hard to disguise. 
In the case of “Black Painting”, it turns 
out that somebody had indeed tried to 
conceal previous damage by covering the 
original surface with another coat of black 
paint. The main problem facing the con- 
servation team is how to remove this over- 
paint without damaging the layers under- 
neath. And, as Carol Stringari, one of the 
conservators involved, explains, this is no 
easy task. Reinhardt achieved his smooth 
surface by leaching most of the oil out of 
his paint. This means that if conventional 





solvents were used to take off the top layer, 
they would be absorbed by those below, 
further harming the painting. 

Instead, the team is turning to lasers. A 
painting, however, is not nearly as robust 
as a bronze statue, so a delicate beam is re- 
quired. To find one, “Black Painting" is be- 
ing shipped to Greece later this month. 

At the Foundation for Research and 
Technology-Hellas in Crete, the destina- 
tion for *Black Painting", Costas Fotakis 
has adapted his beams from those used in 
laser surgery, and is using various types of 
laser to clean everything from bits of the 
Parthenon to religious icons. For paintings, 
he employs an ultra-violet laser that pro- 
duces pulses of light a billionth of a second 
long. Infra-red lasers, of the sort used by 
Mr Larson, are too powerful for paintings. 

Infra-red lasers work mainly by heating 
the offending layer and producing minia- 
ture shock waves on the surface, which 
blast it away. Ultra-violet lasers rely on 
breaking chemical bonds between mole- 
cules in the undesired layer. The mole- 
cules then float off as vapour. 

Dr Fotakis's lasers are coupled with de- 
vices that help him to detect which layer 
the laser is working its way through. Un- 
like the bronze of a sculpture, which forms 
a natural barrier to the laser, the various 
layers of a paint-desired and undesired— 
are equally susceptible to the beam. This 
means it is important to know how deep 
you have dug. For that, the laser itself is 
used as a probe. Light shining through the 
plume of matter coming from the surface 
provides information about the plume's 
composition. This information is fed to a 
computer, which is programmed to shut 
the beam off once the laser moves from 
one layer to another. 

But even experts can make mistakes. In 
the early days of the technology, Dr Fota- 
kis remembers singeing one painting. For- 
tunately, its owners thought this high-tech 
injury was a mark of distinction that actu- 
ally enhanced the value of an otherwise 
ordinary work. 


Biological balms 

Although the science of art has tradition- 
ally been dominated by chemistry and 
physics, biology is now starting to make an 
appearance, too. For example Richard 
Wolbers, a conservator at the University of 
Delaware, has adopted staining tech- 
niques, common in medical research, that 
use fluorescent molecules to tag particular 
components of a painting, such as its pro- 
teins and oils. 

Such precise identification is important 
for Dr Wolbers, since he is interested in re- 
moving unwanted layers without using 
nasty solvents. He has pioneered a tech- 
nique for cleaning paintings with en- 
zymes, the protein molecules used by liv- 
ing organisms to catalyse chemical 
reactions. Enzymes are highly specific, so >> 





^ by determining the exact compositions of 
all the layers using the fluorescent staining, 
and then choosing appropriate enzymes, 
particular layers of a painting can be re- 
moved selectively. 

Genevieve Orial and her colleagues at 
the Laboratoire de Recherche des Monu- 
ments Historiques in Champs sur Marne, 
France, are also taking a biological ap- 
proach. They are experimenting with the 
idea of using bacteria to strengthen stone 
monuments. 

Forty years ago it became fashionable 
to use synthetic resins to fill the holes and 
coat the surfaces of decaying statuary. But 
conservators have found that, at least in 
this case, there is no great future in plastics, 
because they form a seal which traps wa- 
ter inside the stone, causing further dam- 
age. They also break down rapidly, thus re- 
quiring regular re-treatment. 

Dr Orial’s alternative is a “biological 
mortar”. Certain bacteria produce calcium 
carbonate—the stuff that limestone is 
made of—as part of their normal metabo- 
lism. Her group has spent almost a decade 
tryingto use these micro-organisms to gen- 
erate calcium carbonate on the surface of 
damaged stone monuments. The process 
starts by growing Bacillus cereus (a carbon- 
ate-generating bacterium) in the labora- 
tory. The bacterial preparation is then 
mixed with a special feeding solution that 
encourages production of calcium carbon- 
ate, and also with pulverised stone of the 
same sort as the monument to be repaired. 
The resulting paste is applied delicately to 
the damaged surface, so as to injure nei- 
ther statue nor bacteria. With a little pro- 
tection from the cold, the bacteria go to 
work producing calcium carbonate. This 
knits the stone particles in the paste to- 
gether. The result is a protective layer on 
the object. 

The result, says Thomas Vieweger, an 
art restorer who acts as the team's expert 
eye,is stable and looks good, with the right 
texture and colour. Dr Orial and her col- 
leagues have already used the technique 
on more than 60 crumbling statues and 
other decorative features on the medieval 
church of Argenton-Cháteau in western 
France. They are now studying other fea- 
tures of the mortar, such as its resistance to 
pressure, and working on ways to adapt 
the technique to other types of stone. 

While Dr Orial is trying to harness a 
natural process to conserve art, others are 
working to stop nature in its tracks. Robert 
Koestler, a conservation scientist at the 
Metropolitan Museum in New York, is par- 
ticularly concerned about the bacteria and 
fungi that infest works of art, even in the 
poshest galleries. Treating these creatures 
with chemicals is a tricky business, given 
the delicacy of their homes, so conserva- 
tors want to know exactly what sort of in- 
terloper they are dealing with before tak- 
ing action. 


If this were a question of a patient 
rather than a painting, then a specimen of 
urine or blood would be collected and cul- 
tured in a laboratory. The infectious agent 
could then be identified using a standard 
battery of tests. But it is hard to culture and 
test micro-organisms from works of art. 
They are often so exotic as to defy conven- 
tional techniques. 

Instead, Sabine Rólleke, a molecular bi- 
ologist in Potsdam, Germany, identifies 
them directly from their DNA. Her firm, 
Genalysis, uses an established technique 
called the polymerase chain reaction to 
"amplify" that DNA millions of time over 
into a useable amount. The amplified DNA 
is sequenced and the result compared with 
a database of known micro-organisms to 
see which it most closely resembles. Dr 
Koestler and his colleagues have used this 
approach to identify and treat the curious 
moulds that have colonised a collection of 
drawings by Louis Comfort Tiffany, a fam- 
ous American glass designer. 


Conservative instincts 
Some people, however, question whether 
much conservation should be done at all. 
James Beck, head of Artwatch Interna- 
tional, a New York-based pressure group, 
is one of those who argue that new tech- 
nologies pose a danger if they encourage 
conservation for the sake of making some- 
thing look good rather than funda- 
mentally improving its failing health—the 
artistic equivalent of cosmetic, rather than 
therapeutic, surgery. Mr Beck believes 
that, with all the new imaging and analyti- 
cal technologies now available, it would 
be better to create an exact replica of, say, 
the *Mona Lisa", for the public to admire, 
andto allow the original to age untouched. 
That may not be as far-fetched as it 
sounds. No machine can yet produce a 
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Leonardo painting that is indistinguish- 
able from the original, but Mr Larson has 
come close to replicating sculpture. His 
goal is to replace fragile outdoor works 
with exact copies, without having to take 
moulds from the original—a process that 
can cause further damage. 

To do this he uses a device rather like a 
supermarket checkout scanner to make 
three-dimensional scans of the object to 
be copied. This information is then fed into 
a computer program, which builds a math- 
ematical model of the object and displays 
it on screen. Using software more com- 
monly employed to design chocolates, he 
can give this model the material properties 
of the original, making it respond to vir- 
tual "touch", via a joystick, in the way that 
clay or bronze would. 

In many ways, such computer models 
offer a better record of a piece of sculpture 
than do traditional written reports and 
photographs. And because they can be 
viewed over the Internet, they could help 
to bring art to a wider audience. Already, 
Mr Larson has plans to introduce his mod- 
els to blind children, who can "see" sculp- 
ture only by touching it-a dangerous pro- 
position with fragile precious objects. 

Such virtual models can also jump into 
the material world. Mr Larson has fed his 
scans of a Roman relief that is slowly dis- 
integrating in a nearby stately home into a 
computer-controlled machining system 
designed to make precision tools. The re- 
sultis an exact copy of the original, give or 
take a tenth of a millimetre, a resemblance 
which becomes even more convincing if 
identical stone is used. Such technology is 
an art conservator's dream—but also a 
nightmare, since it opens the way for to- 
tally accurate counterfeits. In art, as in sci- 
ence, technology rarely answers one pro- 
blem without creating another. m 
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POWER SYSTEM EXPANSION PROJECTS: 


TO FINANCE AND/OR CONSTRUCT 





The Volta River Authority intends to construct new generation and 
transmission facilities to improve the supply base and also reinforce the 
existing transmission network in Ghana. The key expansion projects include 
the following: 


* Aboadze - Volta 330kV Transmission Line Project 

The project involves the engineering, construction and commissioning 
of a 215km; 330kV transmission line, to connect VRA's Takoradi 
Thermal Power Station in Aboadze in the west to the Load Dispatch 
Centre in Tema. The line will allow the reliable evacuation of all 
planned power generation from the western part of Ghana to the major 
load centres of Accra and Tema. This line is also expected to form part 
of the proposed West Africa interconnected transmission grid. 


% Kumasi - Sunyani 161kV Transmission Line Project 
This project involves the engineering, construction and commissioning 
of a 115km; 161kV transmission line from Kumasi in the Ashanti Region 
to Sunyani in the Brong-Ahafo Region and it is expected to increase 
security of power supply as well as ensuring reliable power delivery to 
the increasing load in the northern part of Ghana. 


$% Kamasi Second Bulk Supply Substation 
This project consists of a 161kV substation for VRA, an adjacent 34.5kV 
switching station and 34.5kV network improvements for Electricity 
Company of Ghana. The objective is to provide a second bulk supply 
point in Kumasi, Ghana's second largest city located in the Ashanti 
Region, to cater for the growing power requirements, and increase 
supply reliability. 


* Tumu-Han-Wa 161kV Transmission Line 
This project involves the construction of a 161kV transmission line 
linking Tumu-Han-Wa to close the Northern loop, the VRA transmission 
network. It will greatly improve supply reliability to Northern 
Ghana, and export to Burkina Faso as well as enhance system 
performance. 


* TICO Expansion Project 
The project involves development, construction and commissioning of 
the steam turbine generator and associated accessories to convert the 
2x100MW combustion turbine plant into a 330MW combine cycle 
power station. Introducing the steam turbine component will improve 
the overall efficiency of the station, and facilitate the accelerated 
development of the West African Gas Pipeline Project. 


+ 300MW Tema Thermal Power Project 
The project involves the development, engineering, procurement, 
construction and start-up testing of a 300MW natural gas-fired 
combined cycle thermal power plant at Tema, in the Greater Accra 
Region of Ghana. The plant will provide the additional generation 
required to satisfy the growing domestic load and meet the 
requirements of export customers. 


VRA is therefore inviting interested companies to indicate their interest in 
arranging financing and for undertaking any of the above works. Interested 
firms/companies must provide information indicating that they have the 
capability and expertise to carry out the works. Such information should 
include: 


1. Experience in undertaking similar projects 

2. Qualification of key members of the firm responsible for the works 
described above 

3. Brochures of the company, including recent financial reports 
(last 5 years) 

4. Terms and conditions of any financing arrangements 

5, Any other relevant information 


Interested companies may obtain further information at the address below 
from 0900 to 1700 hours from Monday through Friday. 


Expressions of interest marked “EOI: Power Expansion Projects" must be 
delivered to the address below by the close of the business day of November 
30, 2002. 
Chief Executive, Volta River Authority 
Electro-Volta House, P.O. Box M77, Accra, Ghana 


Tel: 233-21-666037 Fax: 233-21-664705 Email: chiefx@vra.com 
Only short-listed companies would be invited to submit bids. 
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Government of Maita 
Ministry of Finance 
Privatisation Unit 


EXPRESSIONS OF INTEREST 


Mediterranean Offshore 
Bunkering Company Limited (MOBC) 


MOBC is one of the principal independent bunkering terminals in the Mediterranean. Its 
volume of business has increased significantly in recent years following an expansion of 
its storage and terminal facilities in 1996 and it is currently operating at full capacity. The 
Company has recently concluded arrangements to obtain additional land for expansion 
plans together with appropriate planning permission. The expanded facility will have a 
capacity of.c.65,000 cbm. 


The Privatisation Unit in the Ministry of Finance of the Govemment of Malta, assisted by 
its advisers Deloitte & Touche, is seeking Expressions of Interest in the acquisition of a 
majority of the share capital of MOBC from appropriate strategic partners. Expressions of 
interest should be submitted in writing to the address below by the close of business on 
Friday 29 November. 


For pre-qualification purposes expressions of interest must be accompanied by i) à 
corporate profile, i) recent audited financial statements and iH) a statement of 
qualifications outlining relevant experience in respect of oil bunkering operations. Where 
potential bidders are putting together a consortium, appropriate information should be 
submitted in respect of all key members of the consortium together with details of the 
proposed consortium sharehoiding. 


Subsequent to. successful pre-qualification and the execution of a confidentiality 
agreement, interested parties will be provided with a Sales information Memorandum 
providing detailed information on MOBC against the payment of a fee of US$10,000. 


Expressions of interest should be addressed in writing to: 
Mr Emmanuel Eltul 
Chairman, Privatisation Unit 

C/o Deloitte & Touche 

1 Col Savona Street 
Sliema SLMO7 Malta 

For the attention of Mr Nick Captur 

Fax: + 356 21 344443 


E-mail: ncaptur & deloitte.com.mt 


The Government of Malta reserves the right to exclude or include any bidder, to vary or 
terminate the privatisation process and to accept or reject any offer at its sole and 
absolute discretion at any time. 
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Saddam Hussein 


Terror on the Tigris 





War should only be waged as a last resort. Two new books on Iraq argue that, for 


America, the last resortis now 


ig eran destroys the harmony of a 
dinner party faster than when talk 
turns to America and Iraq. For people on 
both sides of the debate, Kenneth Pollack’s 
book should be required reading. It is not 
neutral, as its subtitle makes plain. But if 
you wanta cool, detailed and informed as- 
sessment of the options in Iraq, here itis. 

Mr Pollack does not gloss over the help 
the Reagan administration gave Saddam 
Hussein in his war against Iran and the fail- 
ure of Bush the elder to support the Shia 
and Kurd uprisings after the Gulf war in 
1991. He recounts the battle inside the Clin- 
ton administration, where he was a Gulf 
analyst at the National Security Council, 
between the doves who did not want Iraq 
to deflect attention from America’s wider 
post-cold-war agenda, and the hawks who 
argued for fiercer action to keep Mr Hus- 
sein in his box of arms inspections and 
sanctions, or for removing Saddam alto- 
gether. At the end of 1998, with the inspec- 
tors gone, regime change became official 
American policy. But the Kosovo war, and 
Bill Clinton's desire to end his term by 
making peace in Palestine, ensured that 
nothing happened. 

The advent of a new Bush presidency 
in 2001 would not on its own have 
changed much, Mr Pollack says. Even 
though some members of the incoming 
administration had *an almost obsessive 


TheThreatening Storm: The Case for In- 
vading Iraq. By Kenneth M. Pollack. Ran- 
dom House; 494 pages; $25.95 


Saddam: King of Terror. By Con Coughlin. 
Ecco Press; 350 pages; $26.95. Published in 
Britain as "Saddam: The Secret Life"; Pan 
Macmillan; £20 


fixation" on getting rid of Saddam, it 
swiftly became clear to the new president 
thatit was too difficultto reconcile the risks 
and costs of such a project with his other 
domestic and foreign priorities. Septem- 
ber 11th changed everything—not because 
Iraq had anything to do with al-Qaeda's 
felling of the twin towers, but because the 
attacks made Americans willing to devote 
serious resources to the toppling of Sad- 
dam. Just how serious those resources 
would have to be for success Mr Pollack 
makes dauntingly clear: an overwhelming 
force of close to 300,000 troops and full 
commitment to post-war reconstruction. 
Mr Pollack acknowledges the risks, but 
marches through the alternatives exposing 
their defects. Continue containment? It 
has already collapsed: oil smuggling has 
knocked gaping holes in the sanctions and 
most countries “simply want the policy to 
go away." America could impose second- 
ary sanctions against the smugglers, but 
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this would put it in perennial conflict with 
many countries, confounding other 
foreign-policy initiatives. Renew arms in- 
spections? Before quitting in 1998, diligent 
inspectors failed to discover that Iraq was 
secretly working on biological and chemi- 
cal weapons and on ballistic missiles. This 
work came to light only when it was dis- 
closed by defectors. Mr Pollack concedes 
that Saddam might agree to co-operate 
while America massed an invasion force 
on his borders. But once the force was re- 
duced or withdrawn there would be noth- 
ing to stop him resuming the pattern of 
“cheat and retreat” that served him so well 
between 1991 and 1998. 

Why not rely on deterrence? Iraq is con- 
sidered to be only a few years away from 
acquiring nuclear weapons. But although 
a nuclear-armed Iraq could undoubtedly 
be dangerous, so was the nuclear-armed 
Soviet Union, which, despite occasional 
terrifying episodes, was successfully de- 
terred from using its nuclear weapons. The 
problem here, submits Mr Pollack, is that 
Saddam's Iraq is a good deal less predict- 
able than was the Soviet Union. 

Mr Pollack does not believe that Sad- 
dam is irrational, or suicidal. He did not, 
for example, put chemical or biological 
weapons on top of the missiles he fired at 
Israel in 1991, perhaps for fear of provoking 
an Israeli nuclear counter-strike. But that is 
scant comfort. For although the Iraqi dicta- 
tor might indeed shrink from actions he 
knew would risk his own survival, the real 
issue is whether he would take other ac- 
tions in the mistaken belief that he was not 
risking his own survival. He might as- 
sume, for example, that possessing a nu- 
clear deterrent would free him to conduct 
conventional aggression with impunity. 
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Besides, says Mr Pollack, deterrence >> 





> works best when decision makers are con- 
servative in their goals, avoid risky deci- 
sions, are content with the status quo, un- 
derstand their adversary and work within 
an effective decision-making process. For 
the most part—with the exception of Nikita 
Khrushchev-these characteristics applied 
to the Soviet Union during the cold war. 
But none of them applies to Saddam, who 
is surrounded by sycophants and ignorant 
of the outside world. *For more than 30 
years, Saddam’s pattern has been to coldly 
miscalculate the odds, with disastrous 
results for Iraq and its neighbours.” 
Khrushchev was atleast bound by a po- 
litical structure that limited his conduct. 
The Iraqi state, by contrast, executes Sad- 
dam’s orders without question. His intelli- 
gence services are focused on internal se- 
curity, not the wider world. Mr Pollack is 
underwhelmed by Iraq's decision not to 
use unconventional weapons against Is- 
rael in 1991. According to Khidhir Hamza, 
one of Iraq's defecting nuclear scientists, 
soon after invading Kuwait Saddam or- 
dered a crash programme to build at least 


Islamic terrorism 


New orders 


The Age of Sacred Terror. By Daniel Benja- 
min and Steven Simon. Random House; 490 
pages; $25.95 


ANIEL BENJAMIN and Steven Si- 
mon appear to have written two 
books within *The Age of Sacred Terror", 
one insightful and incisive, the other 

considerably less so. 

The authors, two National Security 
Council officials in the Clinton adminis- 
tration, open with a history of modern 
Islamic terrorism. They trace the modern 
jihadists’ lineage to Taqi al-Din ibn Tay- 
miyya, a 13th-century philosopher who 
argued that Muslims had a duty to rebel 
against leaders who did not follow the 
dictates of sharia, the Islamic code of 
laws. Moving to the 1990s, they make a 
coherent story of the seemingly chaotic 
events that began with the murder of 
Meir Kahane, a Jewish extremist, and the 
first bombing of the World Trade Centre. 

They properly emphasise Egypt's im- 
portance in the growth of new radical- 
ism, showing how the figure of Sayyid 
Qutb, a writer imprisoned for conspiring 
against President Nasser and then 
hanged in 1966, united different strands 
of Islamic anger to form a new, potent 
ideology for revolt. In a final chapter, 
they show how often Christianity and 
Judaism, as well as modern millennial 
groups, have also offered theological jus- 
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one nuclear weapon that could be flung at 
Israelif the coalition marched on Baghdad. 
If this is true, says Mr Pollack, “this was not 
deterrence, just sheer revenge." 

Some may find Mr Pollack's analysis 
rather dry. For flesh and blood—especially 
blood-Con Coughlin's biography makes 
useful companion reading. An editor at 
Britain's Sunday Telegraph, Mr Coughlin 
gives a horrifying account of Saddam's nu- 
merous purges, tortures and mass mur- 
ders. And yet there is something almost as 
chilling in his description of the "Mother 
of all Battles" mosque built outside Bagh- 
dad to celebrate Saddam's birthday in 
2001. The minarets, each 43 metres high for 
the 43 days of the 1991 war in Kuwait, are 
designed to represent the Scud missiles 
Saddam fired at Israel during the conflict. 
Inside, a cabinet displays a copy of the Ko- 
ran said to have been written entirely in 
Saddam's own blood, of which he is said 
to have donated 24 litres over three years. 
Is this a man to trust with a nuclear 
weapon? Ask those people at your dinner 
party. 8 


tifications for terror. 

The problem with this book is its 
middle chapters, a defensive argument 
for why the authors and their White 
House bosses should not be held chiefly 
responsible for the failures of govern- 
ment and imagination that preceded the 
September 11th attacks. To be fair, Messrs 
Benjamin and Simon were among a 
handful of government officials who 
called for sterner measures against al- 
Qaeda during their years in government 
and after 1999, when they returned to 
private life. Their criticism of the FBI’s 
performance is understandable, and 
their points about the Bush administra- 
tion's initial indifference to the al-Qaeda 
threat are well taken. 

But their larger list of villains—which 
includes the Washington press corps, re- 
calcitrant officials at the Pentagon and 
the CIA as well as the Republican Con- 
gress—seems unlikely to stand the test of 
time. The authors worked for a man 
with an astonishingly quick grasp of pri- 
orities and an extraordinary understand- 
ing of government. If Bill Clinton saw 
terrorism as the greatest threat facing 
America, as they contend, it was he who 
should have marshalled the bickering 
government agencies. Mr Clinton was 
commander-in-chief. The full account of 
why he did not act more forcefully will 
have to wait for less partisan authors. 
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Management 


The wood as well 
as the trees 


What Management Is: Howit Works and 
Why it’s Everyone’s Business. By Joan Ma- 
gretta with the collaboration of Nan Stone. 
The Free Press; 256 pages; $25. Profile Books, 
£20 


OU should never judge a book by its 

cover. This is a wonderful little volume 
veiled in a dowdy jacket and a dreary title. 
It explains in impeccably clear prose what 
management is about, defining the do- 
main in which many people spend their 
daylight hours. 

"What Management Is" portrays an op- 
timistic discipline whose principles can be 
applied just as effectively to the scheduling 
of cataract operations at the Aravind Eye 
Hospital in India as they were before the 
first world war to the manufacture of 
Henry Ford's Model T cars. The book will 
help managers see the wood as well as the 
trees in their everyday work, and help 
them to explore the wider management lit- 
erature, with guidance on which of it is 
codswallop (a comfortable majority) and 
where lie the nuggets of wisdom. 

Both the author and her collaborator 
were senior editors at the Harvard Business 
Review (HBR) in the 1990s, a publication 
that for years has uniquely bridged the gap 
between business academia and the real 
world, setting the former's intellectual 
agenda and, through its exceptional edit- 
ing, making it accessible to the latter. 

Joan Magretta's tour d'horizon conveys 
the heartening message that together we 
are more than the sum of our parts. Man- 
agement is about making organisations 
work, making teams of skilled people 
create more value than they could working 
alone. *Markets aren't a panacea," she 
writes. Despite today's enthusiasm for 


selling everything from flowers to emis- >> 
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> sion rights in markets—places where 
individual buyers and sellers can meet— 
“they aren’t always better than the visible 
hand of management.” 

To a certain extent, this is a book of its 
time. Management theories come and go, 
and then they come and go again. Which is 
not surprising because, as Ms Magretta 
says, "There is no one best way to organ- 
ise." Currently, there is a loss of faith in 
numbers. Shenanigans at WorldCom, An- 
dersen and elsewhere have given the im- 
pression that management is about pull- 
ing targets out of a hat and then pulling 
numbers out of another hat to prove that 
you have achieved the targets when in fact 
you haven't. 

Not so, Ms Magretta confirms. Manage- 
ment is about understanding people and 
all the heartache that flesh is heir to. “Fail- 
ures of strategy", she says, "are often fail- 
ures to face reality." This echoes some of 
the most original current writing about 
management, where the findings of 
psychology and sociology are applied to 
the building of organisations. An article on 
why good accountants do bad audits in 
this month's HBR, for example, argues that 
the problem with auditing is not so much 
corruption as the unconscious, and un- 
avoidable, biases of all of us—and of 
accountants in particular. 

On the jacket, Michael Dell, of the 
eponymous computer company, says this 
is “a book we'll want every executive in 
training at Dell to read". That gives the rest 
of us a rare chance to make a competitive 
leap over the world's first great virtual 
corporation. Why stop at executives in 
training? Urge everyone to read it. B 


New films 


Play it again, guys 


LOS ANGELES 


Films that honour Francois Truffaut 


ROSSOVERS from the world of inde- 

pendent film to Hollywood are so 
common as to be positively ordinary. Still, 
eyebrows rose when Paul Thomas Ander- 
son announced that he was making a film 
with Adam Sandler. 

Mr Sandler got rich making dumb com- 
edies about Jerry Lewis-style idiots; Mr 
Thomas became the toast of the art-house 
set with two highly stylised features, “Boo- 
gie Nights” and “Magnolia”, that staked 
out a niche somewhere between Robert 
Altman and Martin Scorsese. But the nay- 
sayers forgot the minor masterpieces— 
“Artists and Models”, “Hollywood or 
Bust”—that one of America’s leading styl- 
ists, Frank Tashlin, made with Jerry Lewis 
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Audrey Hepburn? Moi? 


in the 1950s. That magical fusion of eccen- 
tric comic talent and eye-popping cine- 
matic hubris is back in “Punch-Drunk 
Love", which proves that Mr Anderson has 
a heart and, even more amazing, that Mr 
Sandler can act. 

The presiding genius of this odd mar- 
riage is the late Francois Truffaut, a French 
director who as a young critic helped se- 
cure a place in the Pantheon for Lewis and 
Tashlin that American opinion-makers 
were scarcely ready to accord them. 
(Someone once asked a cinema manager 
in the San Fernando Valley, the unfash- 
ionable suburb of Los Angeles where all of 
Mr Anderson's films are set, what kind of 
people came to see Jerry Lewis movies at 
his cinema. *We don't think of them as 
people,” he said.) Both the story of “Punch- 
Drunk Love" and the film's impossible 
mixture of farce, tragedy and romance are 
reminiscent of Truffaut's "Shoot the Piano 
Player", in which a cripplingly shy pianist 
is courted by a warm-hearted beauty 
while cartoon gangsters whose guns shoot 
real bullets are trying to rub them out. 

So itis with Barry Egan (played by Mr 
Sandler), a small businessman henpecked 
into catatonia by his seven loud-mouthed 
sisters, and Lena Leonard (Emily Watson, 
sporting the same first name as Marie Du- 
bois's character in the Truffaut film), the 
woman who gives him the courage to face 
down the family of phone-sex gangsters 
who are extorting money from him. 

Things turn out better for Mr Ander- 
son's lovers, but Barry gives us cause to 
worry more than once. In keeping with the 
characters that Mr Sandler has played be- 
fore this, he is sweet and innocent, but re- 
sponds to stress with outbursts of uncon- 
trollable violence. Undoubtedly, French 
critics will soon be lauding Messrs Ander- 
son and Sandler, as they once did Tashlin 
and Lewis, for their scathing satire on the 


American way of life—with a certain 
amount of justification. 

Likeable as itis, though, Mr Anderson's 
film doesn't come close to the charm of 
this month's second "Shoot the Piano 
Player" homage, “The Truth About Char- 
lie", directed by Jonathan Demme, who is 
revisiting the oddball humanism of his 
youthful films, “Citizen’s Band" and 
"Something Wild". Even before “Silence of 
the Lambs", Mr Demme's sweetness had 
an intriguing paranoid edge to it, which is 
supplied in his new film by the plot, bor- 
rowed from a classic Stanley Donen/Peter 
Stone thriller, “Charade”. 

"The Truth About Charlie" was made 
mostly on location in Paris, so there are 
cips from "Shoot the Piano Player" and 
Charles Aznavour keeps appearing out of 
nowhere the way Marshall MacLuhan did 
in "Annie Hall", always singing the same 
love song. Sometimes directors do well to 
wear their hearts on their sleeves: Mr 
Demme's film is an unabashed attempt to 
convert the spectator to a new religion de- 
voted to the worship of each delicate 
shade of tenderness, irony, ire, hurt and 
perplexity that flits across the face of Than- 
die Newton (in the Audrey Hepburn role) 
as she tries to decide whether Mark Wahl- 
berg (in the Cary Grant role) loves her for 
herself or because he hopes she'll lead him 
to the stolen $6m her husband stashed 
away just before he was murdered. 


Paris as hero 

Grant made a career of playing ambiguous 
heroes, whereas Mr Wahlberg's mask of 
innocence is not a multi-layered affair. But 
Mr Demme keeps our interest by indulging 
in a good old-fashioned display of art-for- 
art’s-sake virtuosity in the spirit of the 
early French New Wave. He also makes 
shopworn Paris into his kind of city—riot- 
ously multicultural, as Paris these days is, 
colourful but a tiny bit claustrophobic and 
wallpapered with homages to past greats. 
The film even finds time to riff on one more 
Truffaut film, “The Bride Wore Black”, 
while the end-credits are rolling and an- 
other seven songs are being crammed into 
what the advertisements accurately de- 
scribe as “The Coolest World Music 
Soundtrack of the 21st Century”. 

“The Truth About Charlie” proved too 
hip for the room in its American release, 
where it came in far behind the reality- 
show spin-off, “Jackass: The Movie”, about 
louts daring death and worse for the cam- 
era. But “Shoot the Piano Player” also 
tanked in its day and outraged critics who 
had applauded “The 400 Blows” for its for- 
film-buffs-only flaunting of the rules of 
cinematic realism. Yet here it is still, 42 
years later, shaping new films by two tal- 
ented directors of different generations. Of 
course, art for art’s sake has one modest 
advantage over its imposing rivals: it never 
gets old. m 
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Pianos and pianists 


Perspirations 


Piano Notes: The World of the Pianist. By 
Charles Rosen. The Free Press; 256 pages; 
$25 


O INSTRUMENT represents the cul- 

ture of classical music as power- 
fully as the piano. Charles Rosen's new 
book investigates the piano's cultural 
history, its repertoires and institutions 
and its crucial impact on the history of 
music. He brings all of his experience 
as one of the most intellectually rigor- 
ous pianists and brilliant music histori- 
ans alive today. But he wears his 
enormous erudition lightly, and for all 
its musical, cultural and even philo- 
sophical insights, this is a wide-ranging 
and approachable book that will ap- 
peal to pianists of every level. 

In discussing the ritual of practice, 
he demonstrates his own remarkable 
virtuosity. He takes Liszt's advice and 
reads books at the same time as train- 
ing his fingers to deal with an espe- 
cially thorny technical problem. "The 
most useful", he finds, *are detective 
stories, sociology, and literary criti- 
cism." For most amateur pianists, the 
idea of reading Derrida while practising 
double octaves will seem quite other- 
worldly. But Mr Rosen's observations 
on the relationship between technique 
and interpretation and his advice on 
details of phrasing and articulation are 
always illuminating. 

Mr Rosen is tough on the institu- 
tions of piano playing; the teaching at 
conservatories and the growth of com- 
petitions. Conservatory training en- 
courages pianists to focus on a tiny 
repertoire and competitions have an 
even more deleterious effect, rewarding 

“simple adequacy over eccentric origi- 
nality". Mr Rosen's callis for pianists to 

“play the music they love and to which 
they think they can bring an interpreta- 
tion that is deeply personal." 

Although he recognises the increas- 
ing economic constraints on the culture 
of piano playing, Mr Rosen's prognosis 
for the future of the piano—and, by ex- 
tension, the future of classical music—is 
a hopeful one. “A fervent passion for 
performing a work of music or on a 
musical instrument will always create 
an audience." Any emerging pianist, in- 
deed anyone with an interest in the me- 
chanics and poetry of playing an 
instrument, will value Mr Rosen as a 
guide and take hope and inspiration 
from the wisdom in his book. 
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Richelieu and art 


Cardinal numbers 


MONTREAL 
What a good loan show can do 


PHINX in scarlet, demon intriguer 

against a beloved queen, ruthless foil 
for D'Artagnan and his swashbucklers. 
The picture of Cardinal Richelieu (1585- 
1642) that Alexandre Dumas had such fun 
creating in *The Three Musketeers" is irre- 
sistible and indelible. But it is not the im- 
age in this remarkable show*. With intelli- 
gence and aplomb, "Richelieu: Art and 
Power" focuses on the cardinal-duke's key 
role in French high culture during the two 
decades after 1624, when as minister to a 
stubborn and vacillating Louis XIII he was 
the most important man in France. 

Although royal counsellor, devout 
churchman, military chief-of-staff and 
diplomat, Richelieu somehow found time 
for patronage. He did not really enjoy art, 
and positively disliked the Italian Baroque 
kind then in vogue. But he knew that art 
mattered, both for a grand homme and a se- 
rious nation, and he collected hotly. He 
hired a top architect, Jacques Lemercier, to 
build churches and palaces for him. He 
promoted academic life at the Sorbonne, 
founded a weekly newspaper, wrote copi- 
ous religious tracts and joined a Paris read- 
ing group that grew under his sponsorship 
into the Académie Francaise. 

Personal aggrandisement combined in 
him with patriotism. Richelieu's father 
died disgraced and in debt, and he himself 
inherited his dukedom from a brother 
killed in a street brawl over a prostitute. 
The cardinal conducted what we now call 
cultural policy to strengthen the French 
crown and the idea of France but also to 





raise up a ruined and disreputable family. 

These aspects and more are covered in 
the show, which was thought up and put 
together by Hilliard Goldfarb, a curator at 
the Montreal Museum of Fine Arts. On 
view are fine works by many of the best 
painters then working in France: Philippe 
de Champaigne, Nicolas Poussin, Georges 
de la Tour and Simon Vouet. Prints, med- 
als, architectural models, military plans 
and scenes of spectacles and festivities are 
cleverly drawn on to bring out the depth 
and range of Richelieu's interests. 

The hang is ingenious and successful. 
The first main room partly recreates the im- 
posing gallery of French worthies in Riche- 
lieu's Paris palace. Another room unites 
two golden Bacchanals by Poussin, both 
commissioned by the cardinal, who could 
also enjoy a good party. Prized as he was, 
Poussin was in fact Richelieu's outstand- 
ing artistic failure, the big Frenchman who 
got away. The cardinal lured him back 
from Rome in 1640 to be France's painter 
laureate. But Poussin hated work in royal 
Paris and was soon back in Italy. 

A light-hearted final room returns to 
the Richelieu legend and historical kitsch. 
Here a national hero stares down the Eng- 
lish fleet on the fortified breakwater at La 
Rochelle, there in his study he plays with 
his cats. On the stairs at the Palais Cardinal, 
inJean Léon Gérome's 1873 genre scene, re- 
splendent courtiers bow to an emaciated 
friar-Richelieu's éminence grise and 
foreign-policy adviser, Pére Joseph. In sim- 
ilar spirit, the museum is running films of 
"The Three Musketeers" during the show. 

"Richelieu: Art and Power" asks for 
work from visitors and is not likely to be a 
wildly popular exhibition. But it shows 
what an imaginative curator can do with 
the backing of his museum. m 


*“Richelieu: Art and Power": Montreal Museum of Fine 
Arts until January 5th and the Wallraf-Richartz 
Museum, Cologne, January 31st-April 20th 2003 








Queen Geraldine of Albania 


Geraldine Apponyi, a queen for 354 days, died on October 22nd, aged 87 


N THE 1930s King Zog of Albania was 

looking for a wife. Such vacancies were 
not uncommon among the royal families 
of Europe, where 17 countries were still 
ruled, at least nominally, by a monarch, 
and many others had claimants to the 
throne. To be queen of Albania was per- 
haps not the first choice of a woman seek- 
ing a royal career; Britain would have been 
better, but Wallis Simpson, an American 
divorcee, seemed all set for the queen’s job 
there (until the king spoiled everything by 
abdicating). If Albania had any particular 
appeal it could be that so insignificant a 
country could hardly be coveted by the 
competing ideologies in Europe of fascism 
and communism. 

Geraldine Apponyi de Nagi-Appony, a 
Hungarian countess, mulled over such 
matters when she received a visit in 1937 
from a sister of King Zog. Her brother had 
seen a photograph of Geraldine. Why 
didn’t she visit Albania and have a look 
round? The prospect of marriage seems 
not to have been mentioned at this meet- 
ing. It did not have to be. It was well known 
that Zog was seeking a bride with a big in- 
come and of good breeding. 

Geraldine had the breeding, but she 
had little money. Her father had married 
an heiress from Virginia, introducing an 
American strain into the Hungarian fam- 


ily: Geraldine was a very distant cousin of 
Richard Nixon. But whatever money the 
marriage yielded had now gone. Geral- 
dine was earning a living as a shorthand- 
typist, a skill her practical-minded mother 
had insisted she acquire. 

But when Zog met Geraldine in Decem- 
ber 1937, money no longer seemed impor- 
tant. He proposed after a few days. Geral- 
dine was less smitten. She was 22, he was 
42 and looked older. (Our picture shows 
the couple in 1960.) Nevertheless, she 
praised him for having *maturity and au- 
thority" and the marriage was on. The 
wedding was held in Tirana, the Albanian 
capital, in the following April. Hitler's 
present was a red Mercedes. The regent of 
Hungary sent a carriage and four horses, a 
vehicle more suited to Albania's primitive 
roads. Mussolini's present was a few cop- 
per saucepans. He wasn't too pleased 
about the marriage. 


How to spend it 

Albania might be a poor thing, but Musso- 
lini fancied it for his own, seeing the coun- 
try as a stepping stone to the more glorious 
prize of Greece. He had watched with in- 
terest Zog's rise to power, from tribal 
leader to politician to dictator and self-pro- 
claimed king. Mussolini had provided Zog 
with money to develop the country and 


ease poverty. Marriage to an Italian would, 
he believed, confirm Albania as a depen- 
dency. Now Zog had not only married his 
Geraldine but was spending huge 
amounts of Italian money to keep her in 
luxury. Although she spent only 354 days 
as queen in Albania, her besotted husband 
saw that she lived in a style to remember. 
In April 1939 she rewarded him with an 
heir, Leka, who took the title of crown 
prince. Eleven days later Italy invaded Al- 
bania, complaining that Zog was misusing 
Italian money. 

The king, queen and their prince fled to 
Greece. Zog's last words broadcast to the 
Albanians was to "fight to the last drop of 
blood to defend our independence". Com- 
mentators at the time wondered why Zog 
had not accepted Italian suzerainty and 
kept his throne. But Zog believed, probably 
correctly, that his life was threatened, not 
just by Mussolini, but by enemies from his 
tribal days. He was said to have survived 
55 assassination attempts. His mother 
claimed that he had thwarted an attempt 
to poison him. 

What do royals do when they are made 
redundant? Money is often the main pro- 
blem. Geraldine was tempted by an offer 
from Hollywood to make a film of her ro- 
mance, but Zog assured her that, before 
they left Albania, he had deposited 
enough money in overseas accounts to 
provide for the family's life in exile. During 
the second world war they lived in Britain, 
at first at the Ritz hotel in London and then 
in arented stately home. After the war they 
lived in Egypt as a guest of King Farouk un- 
til he was deposed in 1952, when they 
moved to Paris. 

After Zog died in 1961 Geraldine turned 
her attention to the future of her son Leka. 
In a hotel room in Paris he was formally 
consecrated king of the Albanians. In1993, 
after the country had thrown off more 
than four decades of communist rule, Leka 
returned to the country of his birth to 
claim the throne, and was promptly 
thrown out. In 1997, accompanied by his 
mother, he was received courteously anda 
referendum was held on whether the 
monarchy should be restored. Leka lost, 
but not overwhelmingly. A surprising 30% 
of Albanians voted in favour. The rela- 
tively successful reign of King Zog seemed 
to have passed into folk memory. Many in 
the poverty-stricken country, caught up in 
the quarrels of its Balkan neighbours, be- 
lieved that a monarchy would provide 
peace and prosperity. 

In the last months of her life Geraldine 
settled in Albania; not in Zog’s old palace, 
but in a decent sized house. With her were 
the others in the “royal” family, her son 
Leka, who still calls himself king, his Aus- 
tralian wife Susan and their son, also 
called Leka. A story that belonged to an- 
other age had a sort of happy ending. 
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Two Global Cities 
Two Leading Business SCNOOIS 
One EMBA-Global 





EMBA -Global 
INFORMATION SESSIONS 


Tuesday 19 November, 6.15pm 
Thursday 12 December, 6.15pm 


London Business School, Sussex 
Place, Regent's Park, London NW1 


STUDENT PROFILE | 


Average age 32 

Average work experience 10 years 
Female 26% 

Nationalities 19 


YEAR ONE 
e Starts May 2003 


e 4-5 days a month 


e Monthly block periods alternating 
between London and New York 


YEAR TWO 
e Electives courses in either 
or both Schools 


e Company Project Report 
e |nternational Seminar in Asia 


London Business School exists to 
advance learning and research in 
business and management 


EC 8/11/02 








EMBA-Global will prepare you for a key position in 


EMBA 


international business. This revolutionary programme 


CIlNGI-Z E 





has been developed by Columbia Business School and 
London Business School — two of the top four Executive MBA Programmes in 
the world according to the Financial Times EMBA 2002 Survey. 


As international borders in business disappear a new breed of transnational 
leader is emerging, equipped with the knowledge, experience and confidence 
to maximise opportunities in a changing economy. The 20-month EMBA-Global 
provides exceptional high-achievers with a truly international business 
education. Students obtain MBA degrees from two world-class business 
schools and can access two faculties, two elective portfolios and two alumni 
networks on two campuses. In this stimulating and powerful learning 
environment, participants are able to explore global business issues without 


interrupting a successful career. 


Transform your future in two of the most vibrant and dynamic Y 

financiar capna any global cities. Reserve your place at an COLUMBIA 

Information Session today. BUSINESS 
SCHOOL 


London Business School 
EMBA-Global Programme 
Tel: +44 (0)20 7706 6957 

Emba_fasttrack@london.edu 


Columbia Business School 
EMBA-Global Program 
Tel: 001 212 854 2211 
emba@columbia.edu 


London 


Business 
S101010) 





www.london.edu/emba-global 


The Economist November 9th 2002 








COLUMBIA 


SCHOOL 


Learning tha P Vi 


Columbia Executive Education 


We set the global standard for success—~for individuals 
and organizations. Cutting-edge program designs and an active 
learning approach create a results-oriented environment 
unmatched in the world. Our commitment to our clients’ needs 
has helped us to achieve the #1. ranking in executive education 
for three consecutive years (Financial Times, 2000, 2001 


and 2002) We give you the ideas and tools you need to 


power your performance. 


Marketing Management Leading and Managing 
[December 8-13] People 


{December 15-20] 
Finance and Accounting for 


the Non-financial Executive Emerging Leader 
iDecember 9-13] Development Program 


[March 30-April 4] 
Fundamentals of 


Management The Columbia Senior 
[January 19~30, Tokyo, Executive Program 
Japan] [June 29-—July 25] 


WWW.GSB.COLUMBIA.EDU/EXECED 
800-692-3932 EXT. 165 
212-854-3395 EXT. 165 


he Economist November 9th 2002 
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It's a big world. 


Somebody has to run it. 






Tug TRIUM Executive MBA — an alliance of 


New YORK University STERN SCHOOL or Business 
LONDON SCHOOL OF ECONOMICS AND POLITICAL SCIENCE 
HEC SCHOOL OF MANAGEMENT, PARIS 





TRIUM is the only truly integrated, truly global Executive 


MBA. Participants earn a joint degree in 16 months by 





attending concentrated two-week study modules at the three 





flagship schools, plus one week each in São Paulo and 





Hong Kong. Distance learning and team projects continue 







MARUDA between class sessions. It's visionary, 
L Re A : 


focused and unique. Kind of like you. 






For more information, 
call +33 1 39 67 70 94 in Europe 
or 41 212 998 0442 in the United States. 








ARE YOU COPING WITH CHANGE OR LEADING IT? 


For more information visit www.execed.oxford.edu 
or contact Dorothy Cooke, Templeton College 
University of Oxford, Oxford, OXI 5NY, UK 

Tel +44 (0)1865 422776 

Fax *44 (0)1865 422501 


Email info@execed.oxford.edu Templeton College 





Wannabes can cut out this label 
Real business talents earn it 


Vlerick Leuven í 
| Management Sel 





Based in the very heart of Europe and backed by the foremost Belgian universities we combine leading-edge 

research with practical business know-how to deliver the best management education you can get. However, our 

class sizes are small and only the best international participants are admitted. Our MBA, Master and Executive 

Education Programmes are independently certified by the leading international accreditation bodies as being of the 
highest quality in the world. 


Like to find out more? Browse our website or call, write or e-mail us. 


ACCREDITED 





Learning the practical value of knowledge 


Vierick Leuven Gent Management School, Bellevue 6, 9050 Gent, Belgium e T +32 9 2109899 e F +32 9 2109700 * E-mail: ecGvlerick.be 
| http://ec.ad.vlerick.com g 


The Economist November gth 2002 








MNA 
or 
ee 


s 
US E 





TOO 
UAR x d: 


The Economist Novemb 


Es 


er 9th 2002 





BAER 


x 
S 
RENS 
Š ok TN 
SORS 3 me 
Oe oU 
SESS sa SIC 


NONE 


INSEAD's senior and general management programmes provide 
international executives at key junctions in their careers with an 
experience which will meet their needs as individuals and as 
managers. Bringing together executives from all over the world. 
these programmes build on INSEAD's global management expertise 
and teaching excellence. 


Advanced Management Programme (AMP) 


The Advanced Management Programme offers senior executives 
and business leaders an unrivalled forum for: 

Learning - assessing oneself and setting a professional and personal 
agenda for the future: 

Reflection - on the knowledge. skills and attitudes required from 

a business leader; 

Exchange - in the context of a healthy debate with peer executives 
from more than 30 countries around the world. 


International Executive Programme (IEP) 


The International Executive Programme helps functional managers 
move up to general management levels by "filling in the gaps" in cross 
functional knowledge and looking at how given issues may impact 
the business, as well as assessing the competitive environment and 
examining its influence on a company's strategic choices. 


Young Managers Programme (YMP) 


The Young Managers Programme builds a foundation for continuing 
career advancement by exposing high-potential executives to 
business issues outside their areas of responsibility. 

The programme will help them to take on broader challenges 

by developing competencies in managing and leading teams as 

well as providing them with an integrative view of corporate strategy 
and business decisions. 


The Global Learning Network 
Europe Campus, Asia Campus, INSEAD Wharton Alliance 
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94 Courses 





= MSc International 
Management for Japan 


MSc International 
Management for China 


The Centre for Financial and Management Studies (CeFiMS) is a 
postgraduate department of the School of Oriental and African Studies, 
University of London. 





CeFiMS’ unique Masters degrees in management combine advanced 
training in principles of international management with in-depth studv of 
management and business in either Japan or China. 





The University of London masters programmes are taught jointly with the 
Clore Management Centre of Birkbeck, our sister college in the University. 


The one year programme (two years part time) 


attracts top students from the UK, Asia, continental F i 
Europe and North America creating a strong C l 


international network that can last for hfe. 





Applications for September 2003 are being considered. 








OH 
www.cefims.ac.uk 
: ZeP1MS, SOAS, University of London, London 
WCIH 0XG, UK 
Tel. +44()20 7898 4050 Fax 44400207898 40899 SOAS 
enquiries(@cefims.ac.uk University of London 


UNIVERSITY OF LONDON 


University 
of Surrey 


orkshops - commences January 2003. 
irtual: MBA in 24 months studying "virtually", 








Freephone: 0800 052 3972 


SeMS, University of Surrey, 
Guiidford, Surrey GU2 7XH 


COMPUTER Tel: +44 (0) 1483 689347 
Included in SeMS' Fax: 444 (0) 1483 689511 


FREE LAPTOP 


MBA programme fe 
MBA programme fe Website: www.sems.surrey.ac.uk 




























IUHS SCHOOL | 
OF MEDICINE 


St. Kitts, West Indies 
www.iuhs.edu 
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* Earn your MD degree using 
Problem-Based Learning 





The Cranfield MBA - developing tomorrow’ s ; leaders 


Choose from three first-class programmes: Full-time, Executive Parttime or r Modular. 


For details contact: Cranfield School of Management, : : 
T: *44 (0) 1234 754386, E: mbaenquiriesCicranfield.ac. 73 www.cranfield MBA, info Accredited by AACSB, AMBA & EQUIS 
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tconomisi Skills for the New World of Health Care i 


TO ADVERTISE WITHIN THE CLASSIFIED SECTION CONTACT: 


London 
Ruth Fox 

Tel: (44-20) 7830 7000 Fax: (44-20) 7830 7111 

ruthfox @ economist.com 


New York 
Beth Huber 

Tel: (212) 541-0500 Fax: (212) 445-0629 

bethhuber Q economist.com 










April 26-May 4, 2003 


A program developed for physicians, health care leaders, and policy makers in government 
and the private sector. The program aims to develop knowledge and skills to navigate 
the troubled waters of the health care environment. 


For more information about this program please contact: Heanor Brimley 
Tel: 617-496-1069, Fox: 617-496-0300, E-mail: eleanor brimley@harvard.edu 


HARVARD UNIVERSITY 
JOHN F. KENNEDY SCHOOL OF GOVERNMENT 














































KIEL INSTITUTE 
FOR WORLD ECONOMICS 
Advanced Studies 


in International Economic Policy Research 
August 1, 2003 - May 31, 2004 





COLUMBIA 
UNIVERSITY 


SCHOOL OF 
INTERNATIONAL 
AND 

PUBLIC AFFAIRS 


With a dynamic faculty, 
curriculum, and resources — * Human Rights 

unsurpassed in diversity and — , Media 
scope, SIPA trains tomorrow's 
leaders to meet the challenges 
of the 21st century. 














Outline: 

@ compact, high-level coverage of the most important areas of international 
economics through concentrated courses given by renowned university 
professors; 

@ profound training of skills pertinent to economic analysis, methods of 
empirical research, and economic policy evaluation; 

è designed for economists holding a university degree who are interested in 
a career with international organisations, domestic policy and academic 
institutions, international corporations etc. 


¢ [international Finance 
and Business 


e Environmental Policy Courses: Lecturers: 

Macroeconomics in Open Economies Holger Wolf (Washington) 
Monetary Policy: Theory and Practice lordi Gali (Barcelona) 
International Financial Markets Richard Levich (New York) 
Global Banking Ingo Walter (New York) 
Empirical Methods in Finance Stefan Mittnik (Kiel) 
International Trade David Greenaway (Nottingham) | 
European Economic Integration Filip Abraham (Leuven) 

The Economics of Labour Markets Dennis Snower (London) 
Economic Growth and Development Sebastian Edwards (UCLA) 


* Regional Studies 


* City Management and 
Urban Affairs 


Public Analysis and 
Applied Economics 












Master of Public Administration and other skill- 
Master of International Affairs | : 

Executive Master of Public Administration and policy-based pe - p 

Program in Economic Policy Management concentrations For detailed information write to: 


Kiel Hine for “ons eon Advanced Studies 
bela Pec ME 





www.sipa.columbia.edu 
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JOB T U NTING INT E RN. ATION, m Y? Ee 
Executive $75K-500K-+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 








Fax: Email: 
USA/Canada +1202 4781698  cpamerica@careerpath.co.uk 
Europe +44 20 75048280  cpeurope(Zicareerpath.co.uk 
Asia / M. East / Aus +66 2 2674688 cpasia@bkk. loxinfo.co.th 





DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? If 
you're a global senior executive, over 40 years old and 
accustomed to a $100K+ annual salary, we can be the answer to 
your next jump on the ladder of success. Resume Broadcast 
International assists you in your professional search with the 
personal contact necessary for success 24 hours a day, 365 
days a year. Don't wait another minute new opportunities are a call 
away. 


Resume 4 
Broggdcest C 
imernational 
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Courses 


Totally Flexible 
MBA/DBA/PHD 


/MS degrees by Distance Leaming. You design your 
curriculum. You. will not study material you already 
know or do nol need. No exams, you leam through 
research & writing. No Bachelors or GMAT required. 
Facully are successful business teaders/authors. 
Faculty wanted. Rushmore University, 1-815-425- 
8577, info@rushmore.edu www.rushmore.edu. 


Resume Broadcast International 
P.O. Box 6930, San Diego, California 92166, USA. 
Tet: 619 224 9257, Fax: 619 224 9268 
Email: rbi1022243306 Q cs.com 












Learn Spe ipn 


Rica, Spain 
igen spanish ederent training for 
exaculives, do and international students. 


tec 


Language Services 








www. Dridgelinguatec.com 





Ch, Amsterdam Institute of Finance 








Upcoming Courses 





Taught by leading experts from the world's top business 
schools, such as Columbia, Wharton and INSEAD 


Managing Distressed Projects Nov. 20 - 
Financial Modeling with Excel Nov. 
Asset and Liability Management Dec. 
Investor Relations Dec. 
Financial Restructuring and IPOs Dec. 
Valuation Dec. 
Advanced Financial Statement Analysis Dec. 
Negotiation Analysis Jan. 
Advanced Valuation Feb. 
Real Options Feb. 


Foundations of Finance Feb. 


For information, please visit our website or contact us directly. 
Teh 43! 20 520 0160 www aif.nl 


Fax: «31 20 520 0161 infog@aif.ni 











A member of the Consultative Group on international 
Agricultural Research (CGIAR), the WorldFish Center is an 
international, non-government, non-profit scientific institute 
conducting fisheries and aquatic research in tropical 
developing countries. The Center requires a highly competent 
and motivated individual to fill the following position: 


SENIOR SCIENTIST / COORDINATOR 
(Aquatic Ecosystems and Fisheries Theme 
. Water and Food Challenge Program) 


Description: The Water and Food Challenge Program is a new interdisciplinary initiative 
of the Consultative Group on International Agricultural Research (CGIAR), involving 
partnerships between international agricultural research centers, national research and 
extension systems, national and international development and environmental NGOs, and 
advanced research institutions. This multi-stakeholder program aims to assist developing 
coutitries to improve food production and enhance wider development and environmental 
benefits from freshwater while reducing the use of water in agriculture. 


Aquatic Ecosystems and Fisheries is one of five themes that will provide the substantive 
focus of the program. The complex and challenging nature of thís theme requires a 
coordinator with high scientific credibility and strong inter-personal skills to fully exploit 
the potential inherent in the individual contributions of the partners. The main responsibilities 
include: 


z Providing overall coordination and management of the research activities 
to be carried out under the Aquatic Ecosystems and Fisheries Thematic 
Working Group (WG) established under the Challenge Program (CP) on 
Water and Food. 

Working with the CP Coordinator and other members of the CP Management 
Team to ensure effective coordination and integration across the themes of 
the CP. 


* Chairing meetings and discussions of the WG. At least one meeting of the 
WG will take place annually and regular virtual discussions will be held. 

. Providing a focal point for all enquiries concerning the work of the WG, 

" Working with partners to expand the membership of the WG, and foster 
regular interaction between members of the WG. 

* Working through this WG to develop an evolving research agenda on eco- 
systems and fisheries to be pursued under the Water and Food Challenge 
Program. 

* Providing supervision and monitoring of research carried out using the 
competitive grants allocated by the CP under the Ecosystems and Fisheries 
Theme. 

. Fostering development of additional proposals to pursue priorities identified 
by the Working Group but for which CP funding is insufficient. 

a Synthesizing results of the work carried out in this thematic area, and 

. Promoting the work and outcomes of the CP and WG to appropriate constitu- 


encies through active participation in appropriate fora. 


The ideal candidate for this position should have: 


. PhD in social or biological sciences. 

* At least 8 years experience in research and research management with 
special reference to fisheries or aquatic ecosystems. 

. Experience of building effective partnerships between research and 


development practitioners and a range of research institutions and disciplines. 
Experience in working across regions and cultures, 

Willingness to undertake extensive travel and field work. 

Excellent administrative, communications and intercultural skills. 

Fluent written and spoken English, and competency in either French, Spanish, 
Portugese or Arabic. 


* *? è © 


The successful candidate will be located at Cairo, Egypt, and report to the WG via WorldFish 
Center Deputy Director General (Africa). 


The Center offers an internationally competitive remuneration paid in US dollars and a 
comprehensive benefits package. Initially, the position will be for three vears with the 
possibility of extension. The starting date for this position is expected to be in January 2003, 
or as soon as possible. Final offer of employment will be contingent on anticipated approval 
of funding by the donor concerned. 


The Center is an equal opportunity employer and welcomes all applications regardless of 
gender, nationality, ethnic origin, religious persuasion or political beliefs, Applications 
from women and developing country professionals are especially encouraged. 


Applicants for this position are invited to send their curriculum vitae, photocopies of 
supporting documents and the names of three professional referees (including telephone 
and facsimile numbers, and e-mail address), before 30 November 2002, in confidence, to: 


The Human Resources Manager 
WorldFish Center 
Jalan Batu Maung, Batu Maung, 
11960 Penang, Malaysia. 
E-mail: hr@cgiar.org 
www. worldfishcentre.org 
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The Fletcher School of Law and Diplomacy at Tufts University, 
established in 1933 as the first graduate school of international 
affairs in the United States, is seeking to expand its faculty 
over the next year. We currently have full-time faculty openings 
beginning in September 2003 in the following areas: 


* international Negotiation and Conflict Resolution. For this 
tenure-track position applicants should have a firm grounding 

in negotiation theory, a research agenda in negotiation analysis, 
and applied international experience in negotiation or third 

party processes. Interest in other aspects of international conflict 
resolution is also desirable, The successful candidate may have 

a background in psychology, anthropology, sociology, law, busi- 
ness, economics, or political science and must possess a Ph.D., 
J.D., or equivalent advanced degree. Review of applications will 
begin December 1, 2002. 


* International Political Economy. This is a tenure-track or tenured 
(rank open) position. Applicants must have completed their 

Ph.D. and have an established record of scholarship with strong 
teaching, research and mentoring skills. Review of applications 
will begin December 10, 2002. 


* international Communications and Communications Technology. 
For this tenure-track position candidates Should possess a Ph.D. 

or equivalent, and have an established record of scholarship with 
strong teaching, research and mentoring skills. Applicants should 
demonstrate an ability to teach graduate level courses such as 
communications technology policy, regulation of international com- 
munications and the media, and social and political aspects of 
international communications. Review of applications will begin 
December 16, 2002. 


* international Politics. This is a tenure-track or tenured position 
(rank open) in the area of international relations theory with a focus 











on issues of international conflict. The successful candidate would 
also teach a course on research design and methodology at the 
doctoral level. We are especially interested in identifying those 
scholars whose work falls at the intersection between theory and 
public policy including those with an interest in the programmatic 
activities of the Fletcher School's International Security Studies 
Program and/or the Institute for Human Security. This position requires 
a Ph.D.. Review of applications will begin November 15, 2002. 


* The Constantine Karamanlis Chair in Hellenic and Southeast 
European Studies. This is a one-year visiting professorship (rank 
open) that is renewable for a second year. We seek a scholar 

with a focus on modern Greece and Southeastern Europe in inter- 
national affairs for this endowed chair. The holder of the Chair 

will be expected to offer courses on Southeastern Europe, modern 
Greece, Southern Europe and the European Union (EU). Review 


of applications will begin November 15, 2002. 


* The Institute for Human Security, This is a non-tenure track 
position at the assistant or associate professor level to work under 
the auspices of the Institute for Human Security. The appointment 
will be for up to three years and includes a reduced teaching load. 
Applicants should have a proven capacity to perform scholarly 
work at the intersection of human rights and development or 
humanitarianism. The ideal candidate would also possess opera- 
tional experience in the same areas. A Ph.D., J.D., or equivalent 
advanced degree is required, Review of applications will begin 
December 1, 2002. 


The Fletcher School is committed to increasing the diversity of our 
faculty and encourages applications from women and members 

of other underrepresented groups. Interested candidates should 
send a cover letter, curriculum vitae, the names of three refer- 
ences, and any supporting materials to the address below, to the 
attention of the appropriate search area (in bold above). 


The Fletcher School 

of Law and Diplomacy 

Tufts University 

Cabot Intercultural Center 

160 Packard Avenue 

Medford, Massachusetts, USA 02155 


— http://fletcher.tufts.edu 


For further information: 
http://fletcher.tufts.edu/facultysearch 


Preparing Leaders with a Global Perspective 











aS immpact 
initiative for maternal mortality programme assessment 


Technical Adviser (GHANA) 
£25,451 - £39,958 per annum 


The University of Aberdeen is the co-ordinating centre for a 
major new global research initiative called IMMPACT - 
initiative for Maternal Mortality Programme Assessment. 
We are now seeking to recruit an experienced Technical Adviser 
with a strong background in safe motherhood programming or 
research, who will assist in the setting-up and conduct of 
IMMPACT activities in Ghana as one of the collaborating 
countries. You will report directly to the IMMPACT Principal 
investigator at the University of Aberdeen but will work 
as a counterpart to the Ghanaian IMMPACT Country 
Research Leader. 

The duration of the post is for three years. You will be based 
in the Dugald Baird Centre as the focal point at the University 
of Aberdeen, but will be expected to spend extensive periods 
of time in Ghana. In addition, up to 10% of time may be 
spent visiting other IMMPACT partner countries. Selection 
for the post will be conducted jointly by the University of 
Aberdeen and Ghanaian partner institution. 

Further details can be obtained via www.abdn.ac.uk/immpact 


UNIVERSITY 
OF ABERDEEN 





Environmental Economist 


Bristol 


Could you make a case for the importance of 
environmental protection to the economy? Could you 
persuade policy makers to adopt an economic instrument to 
complement environmental regulation? And could you 
explain to non economists the real drivers behind economic 
change and how they affect the environment? 


If ‘yes’ is your answer, here's your chance to join an 
organisation working at the cutting edge of environmental 
management throughout England and Wales. Our work 
embraces the full spectrum of environmental issues and takes 
on many forms. But underpinning this is our team of 
economists who play an important role assessing the 
economic impacts of our programmes and strategies. 


This is an expanding area of our work, which is why 
we're looking for both experienced economists and recent 
graduates from MSc programmes in environmental 


The Environment Agency is committed to achieving Equal Opportunities. 


Economically or 


The International HIV/AIDS Alliance supports 
community action on AIDS in developing countries. To 
replace staff being reassigned overseas and to support 
our expanding work in other areas, we are recruiting for 
the following positions: 


Programme Officer, Latin America and Caribbean Team: Working in partnership with local 
NGOs, the PO identifies needs and priorities for the region, manages consultants, channels technical 
and tinancial support, and helps to develop strategy. Knowledge of the region, and strong commitment 
to HIV/AIDS and development issues essential as well as good language skills (Spanish or 
Portuguese). Experience in working with partner organisations preferred. Based in the UK secretariat 
(Brighton). Includes overseas travel. Salary from: UK£26,000. 


Senior Programme Officer, Clinical Care: Required to build the capacity of the Alliance and its 
overseas partners in clinical care relating to HIV/STI prevention and AIDS care. Post requires a 
professionally qualified physician (with a United Kingdom MBBS degree or the equivalent) with 
experience of clinical medicine in resource-constrained settings, ideally in developing countries. 
Fluency in French, Spanish, Portuguese or Russian would be an advantage. Based in the UK secretarial 
(Brighton). Inclades overseas travel. Salary from UK£32,000. 


Senior Programme Officer, East & Southern Africa: In addition to a general role in country 
programme development in the region, has specific responsibility to support the Alliances work with 
partner organisations in Zambia, including development, co-ordination and monitoring of country 
activities; managing and/or providing technical support to meet identified needs; editing and writing 
funding proposals and country reports. Strong technical skills in HIV/AIDS programming essential; 
NGO/CBO support preferred: French language skills would be an advantage. Based in the UK 
secretariat (Brighton). Includes overseas travel. Salary from UK£32,000. 


Country Programme Manager, Mozambique: As part of the East and Southern Africa team, 
will expand the Alliance's work in the region by setting up a programme office in Beira. Central to the 
role is the development and implementation of current and future HIV/AIDS programming at both a 
strategic and operational level, by providing technical support, guidance and development for existing 
and future NGO/CBO partners as well as programme staff. Minimum 5 years’ relevant experience, 
management experience at a senior Jevel, presentation and report-writing skills essential, as well as 
strong skills in written and spoken English and Portuguese. Based in Maputo with extensive travel to 
Beira and the central regions, or vice versa. Salary from UK£32,000. 


Finance Manager, Mozambique: In the newly-created country office, the post involves overall 
responsibility for financial management, systems and internal controls of the office; development and 
management of NGO/CBO granting mechanism, recruitment, supervision and support to programme 
and administrative staff. Requires recognised accounting qualification. and membership of a 
professional association, experience of the NGO sector and USAID financial regulations, and ability 
in written and spoken Portuguese. Based in Beira with extensive travel to partners in the central 
regions. Salary from: US$30,000. 


Fluent written and spoken English required for all positions. 
Qualified candidates living with HIV/AIDS are particularly encouraged to apply. 


For details about the positions, application deadlines and interview dates, see our 
“What's New!’ section on the Alliance website www.aidsalliance.org. 





Environmentally speaking 


forms should be returned to Ronan at Environment Agency, 


Bristol BS32 4UD. Closing date for receipt of applications is 


£Salary based on experience 


economics or similar to work on numerous challenging 
projects. These might include measuring the impact of 
energy market regulation on the environment or assessing 
the costs and benefits of improving water quality. We can 
also offer an opportunity to work on regulatory economics 
with a leading academic research unit. Whatever the project, 
you will be helping to influence our environmental agenda 
and achieve our vision for a better environment. 


For more information on this role and how to apply, 
please visit www.environment-agency.gov.uk/jobs 
Alternatively telephone Ronan Palmer on 01454 878491 for 
more information and an application form. Completed 


Rio House, Waterside Drive, Aztec West, Almondsbury, 
21 November 2002. 
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-vrije Universiteit BSS amsterdam 


Academic Full Professor Strategic Management f/m 


Job description 

This job is a challenge for an ambitious and enthusiastic academic who wants to 

help and develop our new program of Business Studies at the Vrije Universiteit 

in Amsterdam. 

Initiating, developing, coordinating, teaching and examination of curricula in 

the discipline of Strategic Management, including courses linked to internal and 

external organisations, organisational design, strategic networks, etc. 

» internationally visible and recognized research in Strategic Management 
embedded in international research cooperation 

« managing faculty in the related fields 

x building up an internal and international research network, to conduct 
comparative and multidisciplinary projects in the area of Strategic Management. 


Job requirements 

Applicants should have a Ph.D. or equivalent; successful teaching experience 
preferably in at least one of the main Business Studies areas (that is, Economics, 
Marketing, International Business, Organisational Behaviour, Technology 
Management and Strategic Management) or a related area; an appropriate 
record of achievement in academic research and publication; and be able to 
earn the confidence of stakeholders of the Business Studies Program. 


Selection Criteria 

A Ph.D or equivalent; demonstrated experience and aptitude in teaching on 
MBA-type courses or the equivalent; demonstrated academic leadership. 
An appropriate record of research and publication; an ability to initiate and 
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Don't just make up the numbers. 


ECONOMICS GRADUATES FOR THE DIPLOMATIC SERVICE 


Now you've graduated in economics, join an organisation that lets you make an individual contribution straight away. in the Diplomatic Service 
you'll be able to use your skills to the full - and as soon as you join, you'll be dealing with the issues that really matter. 


Reporting to ministers and senior officials, you'll enjoy a uniquely challenging and varied workload, in an environment where no two days are 
ever the same. Whether you're analysing the oil market impact of unrest in the Middle East, or the political fallout of financial turmoil in 
Argentina, you'll provide the kind of top-level information foreign policies get based on. 

After your first two years in London - where you'll work on global economic policy or EU issues - you'll spend at least 3 years abroad, covering 
economic developments in a. G7 or EU economy, or ín a major emerging or developing market like Mexico or Russia, After that, the direction 
that you take will be up to you. But whatever you choose, you'll probably spend up to half your career overseas - so you can rest assured you'll 


continue to be involved in key international issues. 


You'll need to be a British citizen, with a minimum of a second-class honours degree in economics. If you've taken a joint or mixed degree, 
economics must have counted for at least half of your course, Candidates with an MSc in Economics or some related work experience would be 
particularly welcomed. Excellent interpersonal skills are of course essential, and you must be the kind of person who thrives on responsibility and 


constantly evolving priorities. 


For further details and to apply online please visit the Fast Stream web page on www.faststream.gov.uk Or to request a paper version please 


telephone 01325 745539 (24 hours) or email: zoe.hare@capita.co.uk 


Please quote reference A/03/DSE, the closing date for returning application forms is 8 January 2003. 
You can also find out more information about FCO careers at www.fco.gov.uk 


In representing Britain, the FCO aims to reflect the diversity of British society. Women, members of minority ethnic groups and disabled people are 
currently under represented. Applications from these groups are therefore particularly welcome. 


| CAPITA RAS EO 


po  www.capitaras.co.uk 
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coordinate research in the field of strategic management and stimulate 
multidiscipline research. An ability to work with a wide range of academics 
efficiently and effectively: excellent interpersonal arid communication skills; 
entrepreneurial qualities required to develop the Business Studies Program into 
a leading international program; a history of successful research degree 
supervision and of mentoring the research activities of junior staff members. 
Practical experience in management or similar activities. 


Organization 
information about the faculty is provided at http://www.feweb.vu.nl/ 


Job conditions 
Salary and secondary benefits are according to university standards, 
depending on qualifications and work experience. 


Information/applications 

Addition information is available from Prof. dr. C. R. A. de Jong 

(Coordinator of the Business Studies Program). Tel.: +31 20 444 6027 or per 
e-mail: Giong@feweb.vu.nl. Other contact: Prof. dr. J, Klaassen (Faculty Dean), 
Tel.: +31 20 444 6119 or per e-mail: Jklaassen&Pfeweb.vu.ni. 

Written applications, mentioning the vacancynumber 2755.2002190 

at the top-left corner of the letter and envelope should be directed to 

the Faculty of Economics and Business Studies, Vrije Universiteit, 

Mrs. Drs. J. GC. Westra, Managing Director, De Boelelaan 1105, 

1082 HV Amsterdam, The Netherlands or per e-mail: vacature@feweb.vu.nl 








Foreign & 
Commonwealth 
Office 


STREAM È 





Case Officers 


London 
Starting salary £24,256 to £26,985 plus benefits 


OFFICE OF FAIR TRADING 


Further 
information and an 


application form are 


available from 


HR Operations, Fleetbank House, 2-6 Salisbury 
Square, London EC4Y 8JX. Tel: 020 7211 8542 or e-mail: 
nicolette.beechey@oft.gov.uk For more information on the Office of Fair Trading 
visit our website at www.oft.gov.uk 


Closing date for applications is mid-day on Monday 25th November 2002. 
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Tenders 


OFFICE OF THE 
HIGH REPRESENTATIVE 


Emerika Bluma 1, 71000 Sarajevo 
Fish Representative Bosnia-Herzegovina 


REQUEST FOR PROPOSALS 
Edit Suite for PBS-TV News Studio in Mostar, BiH 


OHR 


OW Fice of the 


The Office of the High Representative is seeking proposals from qualified 
suppliers for the complete provision of an Edit Suite for the TV News Studio of the 
Public Broadcasting Service based in Mostar, Bosnia & Herzegovina. 


Proposals are to include all aspects of supply, delivery, installation, 
commissioning, and a provision for ongoing maintenance/spares and after sales 
service as necessary. 


The full technical specification of the suite and requirements of this request may 
be found on the Tenders page of our website at www.ohr.int 


The Deadline for Submission of Proposals is 6 December 2002 


All questions related to this Request, whether technical or commercial, should be 
in writing only to the following address: 


OHR Contracting Officer 
Fax: +387-33-283.565 Email: tender@ohr.int 





Publications 






Group of Thirty 


Venture Capital in the United States and Europe 
by Guillermo de la Dehesa 

This paper examines differences in the U.S. and the EU experience of raising and 

applying venture capital. It seeks to explain the reasons the EU lags behind the U.S. 

and the specific steps now being taken to close the gap. 

Price: $20.00 







ISBN: 1-55708-120-7 






Enron et al: Market Forces in Disarray 
by Jaime Caruana, Andrew Crockett, Douglas Flint, 
Trevor Harris, and Tom Jones 






Using Enron as a focal point, the presenters explore the challenges posed by 
failures of financial reporting and address some fundamental concerns about the 
future of accounting. 
Price: $20.00 








ISBN: 1-56708- {22-3 







The William Taylor Memorial Lectures 7 & 8 
Stanley Fischer discusses the implications of Basel H for emerging market 
countries, while William J. McDonough addresses corporate governance and 
accounting issues, 
Price: $10.00 







ISBN: 1-56708-124-X 














ee POS 
The Group of Thirty 
1990 M Street, N.W. — Tel. 202-331-2472 
Suite 450 Fax 202-785-9423 
B Washington, DC 20036 





mail: info@group30.0 





www: http:/ /www.group30.org 
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OPPORTUNITIES FOR 
HEALTH SECTOR SPECIALISTS 





The British Council is seeking to recruit a number of consultants 
for a range of medium- and long-term assignments in the 
transitional and developing world. Experienced international 
consultants with a background in health sector reform, HIV/AIDS 
prevention or public administration plus extensive experience of 
working in a development context are invited to express interest. 


Specific opportunities include three posts in a British Council- 
managed team providing technical support to the Ministry of 
Health and Population in Egypt. 


Health Economist: 

to quide and support local counterpart institutions in developing 
strategic research, analysis and planning capacity. 

Two and a half year-contract, based in Cairo. 


Health Insurance Specialist: 

to guide and support the development of regionally-based 
health-purchasing organisations financed primarily by social 
insurance schemes. Three-year contract, based in Alexandria. 


Human Resource Specialist: 

to guide and support the strategic development of the nursing 
profession in the context of a reforming health system. 
One-year contract (extension possible), based in Cairo. 


Essential criteria: substantial and directly relevant international 
experience, ideally in transitional economies or middle income 
countries; fluency in spoken and written English. 


Desirable criteria: experience of working in the Middle East and 
North Africa and knowledge of Arabic. 


All candidates must be nationals of a European Union member state, 
or one of the countries of the MEDA partnership programme. 


CVs must be in the following format: 

Name, contact details (including address, telephone number, 

fax number, e-mail address), date of birth, nationality, civil status, 
education (ncluding institution, dates and qualifications 
obtained), language skills, membership of professional bodies, 
other skills (e.g. IT skills), present position, years within firm, 

key qualifications/experience (relevant to position), specific 
experience by country, professional experience (including dates, 
location, company, position and description), other relevant 
information (e.g. publications). 


Closing date for CVs: 30 November 2002. 


For more information or to submit your CV, please write to: 
Simon Pearson, British Council, Bridgewater House 

58 Whitworth Street, Manchester M1 6BB 

or e-mail simon.pearson@britishcouncil.org 

The British Council is committed to a policy of equal opportunity and is keen 


to reflect the diversity of UK society at every level within the organisation. 
We welcome applications from all sections of thé community. 


We guarantee an interview to disabled candidates who meet the essential criteria. 


Applicants who do not read standard text should state preferred format for 
application pack: large print, Braille, computer disk or audio tape. 


. The United Kingdom's international organisation for educational 
. opportunities and cultural relations. We are registered in England as a charity. 


© BRITISH 
1 Jaoui iein 


www.britishcouncil.org 
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EUROP EAN CEN T R AL BANK 
Lamfalussy Research Fellowship 
Call for projects 


The European Central Bank (ECB) is launching the Lamfalussy Fellow- 
ship to stimulate research on the structure, integration and performance 
of the European financial system. This fellowship ts named after Baron 
Alexandre Lamfalussy, the first President of the European Monetary 
Institute. It aims to promote research from 2003 onwards within the 
framework of the ECB-CFS Research Network on "Capital Markets and 
Financial Integration in Europe". The ECB welcomes applications from 
promising young researchers for the first five of these fellowships. Each 
will be endowed with an honorarium of € 10,000. 


Research projects 

The successful candidates will be required to write during the course of 

2003 a research paper in one of the five priority areas of the network: 

* Bank competition and the geographical scope of banking activities in 
the European Union. 

* International portfolio choices and asset market linkages between 
Europe, the United States and Japan. 

* European bond markets. 

* European securities settlement systems. 

* Start-up financing and developments in new markets in Europe. 

More detailed descriptions of the topics can be found in the road map 

document prepared by the Steering Committee of the Research Network 

(available from the contact given below). Lamfalussy fellows are expec- 

ted to present their work at the network's workshops and conferences 

and ultimately to publish it in top refereed journals. 


Candidate profile 

Applicants should be no more than 36 years old by the time of the dead- 
line for submission. Researchers at the assistant professor level and very 
advanced PhD students are particularly encouraged to apply. 


Applications | 

Applications should be submitted in English and include a covering 
letter, curriculum vitae, two letters of recommendation and a two-page 
research proposal falling under one of the five topics mentioned above. 
They should also contain a statement concerning the candidate's current 
sources of funding. Applications should be sent to: 


Ms Sabine Wiedemann 

European Central Bank 
Kaiserstrasse 29 

60311 Frankfurt am Main 
Germany 

Fax: +49 69 1344 8553 

E-mail: sabine.wiedemannig ecb, int 


Applications should reach the ECB no later than 2 December 2002. To 
meet the deadline, a copy may be sent by fax or by e-mail. However, a 
signed application must still be sent by post. The Selection Committee 
will award the five fellowships by 20 December 2002. 


About Baron Lamíalussy 
Alexandre Lamfalussy is one of the leading central bankers of his time 
and has become one of the main proponents for a single capital market 
within the European Union. He was a member of the Delors Committee 
for the Study of European Economic and Monetary Union, the General 
Manager of the Bank for International Settlements and the first President 
of the European Monetary Institute (in charge of preparing the third 
stage of EMU). He was also an Executive Director of Banque Bruxelles 
Lambert and is currently the Chairman of MTS S.p.A., the company 
running the international bond trading platform EuroMTS. He recently 
chaired the "Committee of Wise Men on the Regulation of European 
Securities Markets", whose reform proposals were adopted by the EU 
Council of Ministers in Stockholm in March 2001. 


Baron Lamfalussy was bom in Hungary in 1929 and studied at the 
Catholic University of Louvain in Belgium, He obtained a doctorate 
(D.Phil) in economics from Oxford University (Nuffield College) and 
taught at the University of Louvain and at Yale University. He 1s the au- 
thor of numerous research articles and books on economic policy. 














INSTITUTIONAL STRENGTHENING 
PROJECT: FACULDADE DE CIENCAS 
DE AGRARIAS DO PARA 


Change Management Adviser 


Attractive package available - 
subject to experience 
Faculdade de Clencas de Agvarias do Para 





On behalf of the UK’s Department for International Development (DFID) CIDT 
are looking for an experienced organisational change management 
consultant adviser, who will be based in Belem, Brazil to support the Director 
of FCAP as FCAP moves towards becoming the Federal Rural University of 
Amazonian (UFRA), 


The major objective for the post-holder will be to help implement the 
strategic vision that the Director of FCAP and his team have developed over 
the past year, assist organisational change and build UFRA's capacity to 
work with local, state and national governments, employer and community 
organisations in order to foster sustainable, pro-poor development. 


in order to achieve the challenging objectives of this post, the consultant 
adviser must be able to build up effective relationships within and beyond 
UFRA and with the full range of URFA's partner organisations. it is essential 
that you will be an excellent communicator in either Portuguese or Spanish 
and English. You must have a demonstrable track record of working with 
institutions in Brazil and a reasonable knowledge of the Amazon region. 
Beyond this, you must be a creative and innovative individual, able to work 
in a multidisciplinary team both as a leader and a member. You should also 
have a good understanding of organisational change methods. The position 
is funded for 18 months in the first instance. 


For further details of this consultancy role, please contact 

Philip Dearden, Head of the Centre for international Development and 
Training (CIDT), University of Wolverhampton, Gorway Road, Walsall 
WS1 3BD, UK. Email CIDTGwilv.ac.uk 


The closing date for applications is 2 December 2002. 


The University is eager to attract larger numbers of applications from groups of people 
currently under-represented in the staff population, especially from women and people 
from ethnic minority groups. 








Awarded for excellence — DNVESTOR IN PEOPLE 


UN WOLVERHAMPTON 


Centre for International Development and Training 





| a The Goes Society justice Initiative 
TF Jpen Society Justice initiative, a new international legal program 
that promotes rights-based law reform and the development of legal 
capacity, seeks three senior attorneys, based in New York or Budapest, 
Hungary, in the following areas of thematic priority: 


Senior Legal Officer for Equality and Migration. 


Program Focus — advance development and enforcement of anti- 
discrimination norms, particularly as to race and gender; provide legal 
expertise to advocates assisting refugees and migrants. 

Job Code SLO/EQUAL 


Senior Legal Officer for National Criminal Justice 
Reform. 


Program Focus - enhance effectiveness and accountability of law 
enforcement; promote alternatives to pre-trial detention; develop 
reliable models to assure effective legal representation. 

Job Code SLO/NCJR 


Senior Legal Officer for Freedom of Information - 
Freedom of Expression. 


Program Focus - support adoption and implementation of freedom of 
information standards; strengthen mechanisms for protecting freedom 
of expression. 

Job Code SLO/FOI 


Each senior legal officer will work in cooperation with Open Society 
Institute national foundations and partner NGOs to develop, oversee 
and implement programs; assist in the pursuit of legal advocacy and 
the design and implementation of legislation and institutional reform; 
and, as appropriate, engage in litigation, research/policy analysis, 
and/or review and monitoring of grants. 


Candidates should have law degree; related substantive experience in 
the respective field(s) at issue; track record of managing international 
legal projects; demonstrated capacity to develop and apply innovative 
legal strategies; extraordinary initiative and creativity; ability and 
willingness to travel frequently; strong management, organizational 
and interpersonal skills, Litigation experience, and familiarity with 
Africa, Asia and/or Latin America preferred. English fluency required; 
proficiency in second language desirable. Start date: January 2003. 
Competitive salary and benefits. Submit CV and English-language 
writing sample. A separate application is required for each position 
desired. Please refer to job code in your cover letter. 


Applications must be sent no later than November 30, 2002 to: 
Virginia Moracho, Open Society Institute, Human Resources - Job 
Code |, 400 W. 59th Street, New York, New York 10019. Fax: (212) 
548-4675. EOE 








** WORK IN USA ** 


diis EXGcuuve Duector 195,000 Empl t VISAS Available! 

MP PEINE P RT Ia clade P te ee at tee RL tai T" mS. mpioymen VAATED He! 
um Institute for Sustainable LL PROFESSIONALS, ENGINEERS, ARCHITECTS, 

Confe rences Regional Development (ISRD) AGGOUNTANTS, PAYSICIANS, TEACHERS ETO. 


TOP Positions, Salaries & Benefits 
Visit us Online for Job Opportunities! 
Adfiiates (Recruiters Needed! 


ae Central Queensiand 
Se University (CQU), 
Queensland, Australia, 





Rotman TEACHERS” COU is seeking an experienced www. GreenCardSpecialists.com 
g oo 
uM 399 PENSION PLAN development specialist to take over ERUNT 
3 ; x ; » 
We have organized a mue in Td on November 15 TOS EXPCUUVE PRECIO ID DHING Business & 
for Senior Corporate Officers and Directors on ISRD, The ISRD works cooperatively Personal 


to provide research, education and 
evaluation. services for sustainable 
regional development at a regional, 
state and national level. 

The full advert, and position 
description can be obtained 
through the following address: 


IMPROVING OUR STOCK-BASED 
EXECUTIVE COMPENSATION SYSTEMS 


SPEAKERS: Claude Lamoureux, Brian Gibson from Teachers’; 
David Beatty, John Hull, Roger Martin, Jack Mintz, Alan White, 
irene Wiecek from Rotman 

FEE: $795/ person, Proceeds will be invested in the Rotman Vision 
Fund and directed to the School's most pressing needs 

FOR DETAILS: E-mail your name, job title and organization to 
eventsQrotman.utoronto.ca 


Pu 1950 


FOR SALE 


1-310-376-3480 
USA 


i 
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Allen & Bryans Consultants 
allen_bryans@pacific.net.sg 
T 65-03233021 F: 65-63233959 


IMMIGRATE TO CANADA 
“We Can Help” 

30 Years Exporienoc it immigration Matters 
The jaw firm of Somien & Peterson 
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Suite REO, 1240 Bay Street, 
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TAX-FREE 
Offshore Companies 
Offshore Accounts 


Belize Offshore Consultants Inc. 


or distributors 
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OFFSHORE COMPANIES 


* Ready made companies 

* Full corporate administration 

* Trade services (UC, shipping) 

* Banking/Accounting services 

* China business development services 

Contact Stella Ho for immediate services 
& company brochure 


NACS LTD 


Room 1108, Albion Plaza, 
2-6 Granville Road, T.S.T., 
Kowlaon, Hong Kong 
E-mail: nacs@nacs.com hk 
Website: www.nacs.com.hk 
Tek (852) 2724 1223 Fax: (852) 2722 4373 





n AX- FREE 


Companies world-wide 

























Formation and administration of 
companies, opening of bank accounts 
telfaxmad forwarding service 


UNITED KINGDOM 
LONDON 
LAVECO Ltd. 


Tel: 414-207-536-0900 
Fax: 444-207-556-0910 
E-mail london@laveco. com 


HUNGARY 
Tel: +36-1-217-96-8 | 


Fax: +36-1-217-44-14 
E- mail: hungary@laveco. com 


l ROMANIA — 

Teh: -40-722-326-329 

Fax: +40-21-315-7177 
En mail: : romania av eco. eom 


CYPRUS 
Tel: 4357-24-636-919 


Fax: €337-24-636-920 
E-mail: cyprus@laveco.com 





Website: WWW, laveco.com 


90-100 Sydney SL, Chelsea, 


Tal +44 (8) 20 7352 2274 
Fax: 44 (8) 20 7795 0016 


LONDON: For immediate, friendly advice, please contact: 


Helen Harper LL. B (Hons), Dip. Law, AQ! Janson Lotery B.Sc (Hons) 
E-mail: helen@sctgroun.cam E-mail: janson@scigroup.com 
Charles Baker M.A. {Hons} 


Emai chadesdpscigroup.com 


London SW3 6NJ. 


Banking Specialists 
Offshore Company Formation 
Private Bank Acquisitions 
Bank Introductions 
Credit Enhancement 
and Ciizenship Programs 
Diplomatic Introductions 

Tel: +44 (0020 7958 9014 

Fax: +44 (0)20 7958 9383 


Email: Info? globalcapital.ce Global 
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We offer publication packages inc. edit, design, print 
& distribution. See your book listed on Amazon.co.uk. 
Call now for a free brochure. 

The Courtyards Business Centre, High Street 


h Kibworth Beauchamp, Leicestershire LES 0QD 
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PUBLISHING LTD 


+44 (0)870 331 3341 


www.upfrontpublishing.com 















With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 
effective solutions. 


* Solutions for Expatriates 


* Trading or investing internationally 





¢ Protecting your wealth 





* Setting up a business overseas 


Contact David Stevenson for an 
exploratory discussion or a copy of 
our FREE 110 page brochure 


T: +44 (1624) 818899 
F: +44 (1624) 811011 


E: business@ocra. com 


W: www. ocra. com 


ocraworid wide”, 
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bsi Economic and financial indicators 


Overview 


America's Federal Reserve cut interest rates 
by half a percentage point to 1.25%, the low- 
est ratein morethan 40 years. The cut was 
the first ofthe year, afterthe Fed slashed 
rates 11 times during 2001. 


America's economy grew at an annual rate 
of 3.1% in the third quarter. In October, out- 
put of services, which account for nearly 
four-fifths of GDP, rose by morethan ex- 
pected, even though it slowed from Septem- 
ber, according to the Institute for Supply 
Management's non-manufacturing index. 
Factory output, however, may be contract- 
ing: the ISM's manufacturing index fell to 
48.5 in October, from 49.5 in September. ISM 
index readings below 50 indicate contrac- 
tion; those above 50 are signs of expansion. 
America's unemployment rate rose to 5.7% 
in October, a smaller-than-expected in- 
crease, up from 5.6% in September, with job 
losses concentrated in manufacturing. 


Unemployment in the euro area was un- 
changed in September at 8.395. Consumer- 
price inflation edged up slightly to 2.295 in 
the 12 months to October; producer prices 
rose by 0.1% over the same period, the first 
year-on-year rise since September 2001. 


Canada's industrial production rose by 3.196 
in the year to August. 


Britain’s industrial output dropped by 2.5% 
in the 12 months to September, thanks 
mostly to a fallin car production. 





Data on more countries, as well as currency tools, 
tables and charts for shares and indices worldwide 
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Output, demand and jobs 

















% change on year ago 

The Economist poll Industrial Retail sales Unemployment 

GDP GDP forecasts production (volume) % rate 

Lou year 2002 ^— 2003 ^ ^ latest latest — — | latest year ago 
Australia +24 +38 Q2  * 3.7 +35 +27 Q2 +54 Q3  — 6.2 Sep 67 
Austria — — —— na +04 02 +07 +17 ^ €| - 14 Aug — *2.7 J — 42 Sep —3.7- 
Belgium —— — * 12 +03 02 +06 +18 : * 2.8 Aug — - 0.9 Aug — 119 Octh 11.5 
Britain — — 227 +17 03 +16 +26  /  -25 Sp 46 Sep 5. Auf 51- 
Canada — —— +43 +32 02 +34 +32 / *31 Ag +52 Aug — 7.7 Sep 7.2 
Denmark — +44 +20 Q2 +18 +22 o - 3.2 Aug —— t 3.4 Aug —— 5.3 Sep 5.1. 
France — —— *16 +10 02 +11 «18 -11 Ag — - 15 Sep  — 9.0 Sepli 87 
Germany — — * 11 +01 Q2 +04 — * 13 —  - 1.4 Aug — - 1.3 Sep — — 9.9 Od$ 9.5 
Itay — — +09 +02 02 +04  *-16 77.0 Aug — - 1.4 Aug 90 Ju 9.5 
Japan — — . +26 -0.7 Q2 -07 10  Z + 49 Sep — - 1.3 Aug 54 Sep — 5.3. 
Netherlands — « 0.5 — nil Q2 +04 — * 1.4 — — - 2.3 Sep _ +20 Aug — — 2.3 Sep'* 2.0 - 
Spain — —  *18 +20 Q2 +19 +24 ^ *3.3 Sp — — na — ^ — 112 Se 10.6. 
Sweden — — * 2.4 +21 02 * 1. +24 — — - 0.4 Aug +21 Aug 42 Sep! 40 
Switzerland — «0.4 - 0.4 Q2 +01 «13 -20 Q2 -06 Ag ^ 30 0t! 19. 
United States « 3.1. * 30 03 +24 — «2. : * 1.5 Sep —— *7.6 Sep —— 5.7 0d! 5.4 
Euro area — — * 1.6 +07 02 +07  *17 — - 0.8 Aug — * 1.5 Aug — 8.3 Sep 8.0 
*% change at an annual rate. TNot seasonally adjusted. $June-Aug: claimant count rate 3.1% in Sep. SEU harmonised rate 8,3% in Oct. 
** Jul-Sep. tT Revised series. 
Prices and wages 
% change on year ago 


The Economist poll 



























































Consumer prices consumer prices forecast Producer prices Wages/earnings 

latest year ago 2002 2003 latest year ago latest year ago 
Australia — *32 0 +25 428 425  -02 0 +24 +37 Q *44 
Austria — — + 16 Sep +26 +18 +17 -01 Sp  *01  *2.3 Sp +29 
Belgium — —  * 13 Ot +24 +17 +14 +08 Sp -25 +21 03 *37 
Britain — — — * 17 Sep +17 +149 +24 + 0.4 Sep -02 — * 3.8 Aug +45, 
Canada — * 23 Sep +26  *2.2 +25 + 0.5 Sep  *10  *28 Aug *14 
Denmark — — 4 42.4 Sep +23 ^ 23 +21 ^  -03 Sp +07 +37 02 *47 
Frame — — * L8 Sep +15 +19 +14 *0.3 Sp -02 +38 Q2 +42 
Germany — +13 Ot +20 +14 +12 +03 Sep -02 +27 Aug + 19 
Italy — |  *:27 0t -*25 +24 — *19 o oo * 0.5 Sep +04 + 2.5 Sep + 2.4 
Japan — .—  -07 Sep -08 -09 X -06 &— -04 Sp -03 +17 Sep -05 
Netherlands — — - £34 Sep +47 —— «37 +25 +06 Sep +07 — 3.4 Sp + 47. 
Spain — — +35 Sep *34 +34 +26 . *11 Sep +06 +40 @ +29 
Sweden o +19 Sep +32 +23 +21 O38 Sep +11 +27 Aug  * 36 
Switzerland +13 Oct +06 +07 +09 ^ - 12 Sep -09 + 2.52001 +13 
United States + 15 Sep +26 +16 +22 -19 Sep +16 +30 Oct +38 
Euro area +22 Oct + 2.3 + 2.2 +17 +01 Sep + 0.7 +33 Q2 + 3,0 
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Money and interest rates 
Money supply* PEST Interest rates % p.a. (Nov 6th 2002) 

% change on year ago 3-mth money market 2-year 10-year gov'tbonds corporate 
cocco Arow broad — — 1 latest — yearago — gov'tbonds ^ latest ^ yearago bonds _ 
Australia — - 6.1 411.4 Sep — 4.88 — — 422 ^ ^  4B1  —. 5.67 507  , 9.80 
Britain — + 8.20 + 5.4 Sp — 3.88 400 — | .373 4.68 — 4.34 — 296 — 
Canada — — «147 — + 6.6 Sep — 2.74 — 220 — 323 o 515. 481. 732. 
Denmark — $7.4 +81 Sp — 350 375 3:98. 475. 443 t 6.86 — 
Japan +29.7 — * 33 Sep — 0.02 — $002 0.00 —  .. 0.99 128 — v. 
Sweden — — *22 +59 X — 4.03 357 —^ 411 — 511 ^ 470 ^ 480 
Switzerland — 412.3 + 6.8 Sep — — 0.74 — — 2.04 | 9098 |» 257. 281 392 - 
United States - 0.6 — « 6.5 Sep — — 149  — 202 ^ 184 4.03 — — 420 6.50 — 
Euro area * B2 474 Sep 3.21 3.37 3.18 4.56 4.22 5.43 


————————————————————————————————— EB RETE Ed 


*Narrow: MI except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds. Benchmarks: US 30-year 5.07%, Japan 
No.243 0.98%. Central bank rates: US fed funds 1.25%, ECB refinancing 3.25%, BOJ overnight call 0.001%, BOE repo 4.00%. Sources: 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbürsen, UBS Warburg, DRI-WEFA, Westpac, Thomson 
Datastream, Rates cannot be construed as banks’ offers. 














The Economist commodity price index 





1995-100 
% change on 

Oct Oct Nov one one 
2L LLL ViM* 29th sth? ^ month year 
Dollar index 
Allitems — 75.4 — 75.5 — 76.3 — * 2.4 +20.7 
Food — $80.3 80.1 380.2  * 11 21.6 
Industrials 
E. ot heat 68.8 — 69.2 704 +4.5 +19.4 
Nai — ^ 710 709 720 +17 +26.8 
.Metais — — 67.0 — 67.7 69.0 — *7.0 +13.5 
Sterling index 
Allitems — — 76.9 — 76.4 — 76.8 — « 2.0 +12.7 
Euro index 
Allitems 101.5 100.7 1000 + 0.2 + 82 
Yen index 

















Stockmarkets $peroz 312,85 317.25 318.35 ~ 0.4 +14.0 
Market indices West Texas Intermediate 
% change on $ per barrel — 27.87. 26.72 26.09 — -11.4 +32.1 
2002 one Mid record " Dec31st2001 * Revised. Í Provisional. Í Non-food agriculturals. 
Nov 6th high low week high in local in $ 
—————— ———————M—ÓÉOO RENNES ILU NL 
Australia (Al Ordinaries) 3,036.0 — 3,440.0 — 2,855.95 — * 6 0. Ti? 00 79.6 -09 
Austria (ATX) — — ^ — 1 1,0947 — 1,3572 1,0037 ^ * 30 ^ -320 ^ - 40 *75- 
Belgium (Bel 20) — — ^ 2,0317 2,899.8 1773. + 39 ^ -448 -270  -182 
Britain (FTSE 100) — — 4,103.7 5,323.8 3,071.33 +23 -40.B — 21.33  -157 
Canada (Toronto Composite) — 6,437.9 — 7,958.1 ^ 5,695.3 + 1. ^ ^  -43.5 ^ -16.3 -141 
Denmark (KBX) — 170.2 — 2334 ^ 1564 ^ * 24 7436 0: -£4.3 — 7151 
France (SBF 250) 2,149.6 3,0819 — 17945 ^ * 39 ^ -510 -27.9 7192 — 
... AC40)— , 3,212.9 — 4,688.0 — 2,656.05 —1 « 4.2. —& -53.6 — ^ -30.5 -222 
Germany (Xetra DAX) 3,301.1 — 5,462.6 — 2,597.9 —  * 0.1 —  -59.1  -360  -283 
Itaty (BCI) — — — —  — 11321 151310 — 9744 ^ * 56 -481'  -210  -115 
Japan (Nikkei 225) 8,953.3 11,979.9 8,439.6 +22 ^  -77.0 ^ -151 - 89 - 
...Uopx) —  . 883.2  1,139.4 ^ 835.66 &— * 15 2694 oM  - 8&2 — 
Netherlands (AEX) — — 349.3 — 5312 —— : 291.4 — t. A3 sz -90.2 ^ -31.1 = 22.8 
Spain (Madrid SE) — 859.6 848.1 568.5 42 7425 2000-104 
Sweden (AffarsvaridenGen) 152.2 236.8 1027 ^ + 5.4 ^ - 762.0 7342 7245 .— 
Switzerland (Swiss Market) — 5,011.6 — 6,604.1 — 4435.0 +26 -40.4 ^  -219 - 11.6 
United States (DJIA) 8,771.0 10,635.3 7,2868 + 41 -25.2  /-125  -125 - 
......(S8P500 ^ 9218 1 10725 7768 53237 -395 ^  -195  -195 - 
(NASDAQ Comp) 1,419.0 2,059.4 11141 — «70 -719  — -212  -2712 - 
Europe (FTSE Eurotop 300)* ^— 912.9 1,2797 ^ 797.2 ^ * $0 ^ -465 -27.6  -189 - 
Euro area (FTSE Ebloc 100)* — 769.3 — 1,125.1 639.4 — nil —  -50.4 ^ -30.8  -225 — 
World (MSCDT - . 820.1 1024.4 ^ 7037 ^ * 42 ^ -434 ma -183 
World bond market (Salomon)? — 499.8 504.2 430.3 + 0.7 - 0.9 na «137 
*In euro terms, I Morgan Stantey Capital International index includes individual markets listed above plus eight others, in dollar terms. —— 
Salomon Smith Barney World Government Bond Index, total return, in $ terms. 
Trade, exchange rates and budgets 
Trade balance*, $bn LLL Cumentaccount —— = Exchange rate -Currency units ——— Budget 
latest 12 $bn The Economist poll trade-weig hted! per per per per balance 
months latest 12 mths % of GDP, forecast 1990100 $ £ euro  *Y100 % of GDP 
2002 200 Nov ith yearago  Novóth yearago ROE 
Australia — — - 2.7 Sep — 5. -416 02  )-37 - 37, o 748 ^ 7Ji6 178  J2194 . 278 — 179 1496 — | 9.3 
Austria —  — TAI € 0 0002. - 40 Ag  Á-18  Á -18 o 100.88 1003  — — 100 — 11 ——. 156 9:92 | 793 
Belgium — —  * 16.6 Aug — —  * 12.5 Jun — - E. ur £50 — 10009 992 100 111 156 ^ - 0.82 ^ t ni 
Britain —— — — - 442 Aug o - 25.8 Q2 — - 1.9 — - 19 — 105.4 1072 «^ ^ 0.64 ^ 0.68 — ~ 0,64 . 0.53 | 0.8 — 
Canada —— —  * 343 Aug — — * 121 Q2 — *20 — «21 ^à—& 763  — 754  — à 156  — 159 — 243 156 127 ^ ^^ — 10 
Denmark — —— « 7.3 Aug — — * 35 Aug — *2.2 +20  B/| 103.3 — 102.1 — |. 7.45 8.28 |: 116 — 7.47 6310 — ^ 22 
Frame — . 7* 97 ^u — — + 27.6 Aug + 18 +18 5 102.99 1019 — 100 111 156 7.982. $9 
Germany — — — «*106.6 Aug — — — : *319 Aug +14 +10 29998 987 — — 100 111 156  .L...982 28. 
Hay — — — *106 A — — - 31 A — | a ni — — 7345 — 727 — 100 111 156 = 082 o d4 
Japan — + 865 Ag — — —*1140 Aug — *2.8 +28 4 131.7 — 1388 — 192 121 190. 122 ^». = BO 
Netherlands + 26.0 Aug — + 2J Q2 — *33 +36 99195 981 0056 BR 
Spain — 36.4 Aug —  - 145 Ju — -19 — -17 7508 743 ^ ^ 100 — 131 ^, 156 5. 7. 082 03 
Sweden — — + 143 Sep — —  * 7.9 Ag — *3.3 — *33  —  , 780 &— $740 «^ 9.14 &X— 105 ^ 143 ^ Á9.16 748 &— & 21 
Switzerland —  * 3.8 Sep — - + 20,7 Qe —  f100 — *103 —. oo 115.0 — 1121 — o 1.47 1.63 2.29 1.47 ^— 1.20 —— | na — 
UnitedStates -446.5 Aug ——  -428.8 02 -47 ^ - 49 1133 1187 o ^ ^. - - ..156 100 (00.82 140 
Euro area + 89.5 Aug + 31.6 Aug + 0.5 + 0.6 82.6 78.4 1.00 1.14 1.56 - 0.82 -1.5 


— — —————————ÁÁ—— À—X—  ————!—————————————————M—O—————— MÜTTER 


*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob, AU others cif/fob. ÍBank of England except SIMF, September average. OECD forecast, 
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Emerging-market indicators 









































Overview 
Economy 
The Turkish stockmarket surged by 18% over s change on year agó [abest 32 months; ba Eos 
the week, on hopes that the newly elected GDP Industrial ^ Consumer Trade Current reserves* 
government would tackle big economic re- production prices balance account $bn, latest 
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^ The world this week 


Politics 


Iraq accepted the resolution 
on disarmament the United 
Nations Security Council 
passed unanimously last 
week. The Iraqis said it was a 
bad resolution, and claimed to 
possess no forbidden weap- 
ons, but accepted it without 
conditions. The first UN in- 
spectors are due to arrive in 
Iraq on November 18th. 


Jordan’s army took over 
Maan, a southern town, in 
pursuit of Muhammad Sha- 
labi, a local cleric they want 
to interrogate regarding the re- 
cent murder of an American 
diplomat. 


A Palestinian gunman killed 
five people, including two 
children, in a kibbutz in Israel. 
The Israeli army reoccupied 
the West Bank city of Nablus 
and raided Gaza. 


A tape claiming to feature the 
voice of Osama bin Laden 
was broadcast by al-Jazeera, a 
satellite-Tv station in Qatar. 


Students and others demon- 
strated in Tehran after judges 
in Iran passed a death sen- 
tence on Hashem Aghajari, an 
academic who had proposed 
a Shia Muslim reformation. 
Ayatollah Ali Khamenei, the 
supreme leader, called fruit- 
lessly on all factions to end 
their feuding. 


Driss Jettou, Morocco’s new 
prime minister, announced a 
31-member government, in- 
cluding nearly half the outgo- 
ing coalition, leaving an 
Islamist party as the only big 
opposition faction. 


Meles Zenawi, Ethiopia’s 
prime minister, gave warning 





that his country faced a fam- 
ine worse than that of 1984 if 
food aid was not increased. 


The Convention on Interna- 
tional Trade in Endangered 
Species, meeting in Santiago, 
Chile, voted to allow Bot- 
swana, Namibia and South 
Africa (but not Zambia or Zim- 
babwe) to conduct one-off 
sales of stockpiled ivory. 
Trade in ivory is otherwise for- 
bidden. All five countries 
claim that their elephant 
populations are secure. 


Talking, at least 

In Venezuela, President Hugo 
Chavez’s government and the 
opposition agreed to start talks 
brokered by the Organisation 
of American States and aimed 
at resolving the country’s po- 
litical deadlock. 





Argentina’s President 
Eduardo Duhalde admitted 
that a presidential election 
due in March might be post- 
poned. He blamed a judicial 
ruling; others claimed that Mr 
Duhalde wanted more time to 
prevent his arch-rival in the 
Peronist movement, Carlos 
Menem, a former president, 
from returning to power. 


Remaking Cyprus 

The UN presented a peace 
plan for Cyprus to the Greek- 
Cypriot and Turkish-Cypriot 
leaders: essentially one “com- 
mon” state comprising two 
“component” states, roughly 
Swiss-style. Turkey’s new 
strongman, Recep Tayyip Er- 
dogan, sounded not unfavour- 
able to the idea. 


Russia and the European Un- 
ion struck a deal, to come into 
force next summer, enabling 
residents of the Russian en- 
clave of Kaliningrad, on the 
Baltic Sea between Poland 
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and Lithuania, to have “facili- 
tated travel documents” (ie, 
easily acquired visas, in all but 
name) letting them travel eas- 
ily to and from Russia proper. 


Britain’s government faced a 
wave of strikes by firemen de- 
manding a 40% pay rise. Tony 
Blair seemed determined to 
resist for now. 


New forecasts showed Ger- 
many facing stagnation if not 
renewed recession. Chancellor 
Gerhard Schróder, re-elected 
only two months ago, saw his 
Social Democrats fall to 14 
points behind their conserva- 
tive opponents in opinion 
polls. 


In a referendum called by 
Gibraltar's government, over 
85% voted, and 99% of those 
who did rejected the idea of 
joint sovereignty put forward 
by the Spanish and British 
governments. 


Silvio Berlusconi, Italy's 
prime minister, said he would 
end an 11-month stint as his 
own foreign minister. Franco 
Frattini, currently the civil-ser- 
vice minister, was tipped for 
the job. 


In Florence a huge rally—as 
much against war in Iraq as 
earlier targets such as global- 
isation—ended a five-day gath- 
ering of the European Social 
Forum. The government had 
feared that there would be 
trouble but the demo passed 
off almost without incident. 


The Dutch Labour Party, 
routed in May after eight years 
of power, chose a new leader: 
39-year-old Wouter Bos. 


Near Calais, mainly Kurdish 
asylum-seekers occupied a 








church in protest at France’s 
closure of the Sangatte centre, 
the former base for those try- 
ing to slip into Britain by train. 
French police removed them 
after a five-day stand-off. 


A heavy blow 





At least 36 people were killed 
by a series of unusually severe 
tornadoes in the United 
States. 


Congress moved close to a 
deal to forge a Department of 
Homeland Security out of 22 
agencies. Democrats accepted 
that its 170,000 workers 
should not have full union 
rights. 


Senator Dean Barkley of Min- 
nesota, who was appointed to 
replace Paul Wellstone for the 
remainder of the current Con- 
gress, said he would vote as 
an independent. This leaves 
the Democrats in control of 
the Senate for a few more days 
until Jim Talent, the new Re- 
publican senator for Missouri, 
is sworn in. 


Long-awaited parliament 
Pakistan’s President Pervez 
Musharraf called for the coun- 
try’s newly elected parliament 
to convene on November 16th, 
ending weeks of delay. The 
pro-Musharraf party, which 
won the most seats in the Oc- 
tober elections but not a ma- 
jority, was expected to make a 
deal with an Islamic grouping. 


On the first anniversary of the 
fall of the Taliban regime in 
Afghanistan, students de- 
manding better living condi- 
tions clashed with police. Two 
people died. 


Indonesian police said a man 
named Amrozi, from East Java, 
had confessed to being one of 
a gang that bombed the night- 
life district of Bali in October, 
killing 190 people. 


» 
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Vodafone, the world's biggest 
mobile-phone operator, re- 
ported strong first-half results. 
Pre-tax profits were up by 4196 
compared with a year ago to 
£4.25 billion ($6.1 billion); debt 
fell by some £1.3 billion to 
£10.7 billion. Vodafone's 
shares jumped by 13%. 


Cable & Wireless woke up to 
its global ills. It reported a loss 
of £4.5 billion ($6.8 billion) for 
the six months to the end of 
September and announced 
that 3,500 jobs would go at 
c&w Global, its troubled cor- 
porate-data and web-hosting 
business. Investors, hoping for 
a more drastic re-organisation, 
sent the company's shares 
down by 36% to their lowest 
level since 1984. 


Deutsche Telekom picked a 
new boss, Kai-Uwe Ricke, an 
insider whose father also ran 
the company. He is a perma- 
nent replacement for Ron 
Sommer, who left earlier this 
year. Deutsche Telekom was 
also expected to announce Eu- 
rope's biggest-ever quarterly 
loss after writing down some 
€20 billion ($19.7 billion). 


Swiss blues 
Credit Suisse, Switzerland's 
second-biggest bank, an- 
nounced a record loss of SFr2.1 
billion ($1.4 billion) for the 
third quarter. It also hired Le- 
onhard Fischer, ex-Dresdner 
Kleinwort Wasserstein, to run 
its troubled Winterthur insur- 
ance arm. 


UBS, Switzerland's biggest 
bank, announced that it 
would do away with the 
PaineWebber and Warburg 
names, bringing both invest- 
ment banking and retail stock- 
broking under the uss brand; 
it will take a charge of SFr1 bil- 
lion ($689m) in the fourth 
quarter for the pleasure. It also 
announced a modest 4% in- 
crease in profits for the third 
quarter compared with a year 
ago, to SFro42m. 


Allianz, Germany's biggest in- 
surer, reported a €2.5 billion 
($2.5 billion) loss for the third 





quarter, its worst ever. Its re- 
cently acquired bank, 
Dresdner, was responsible for 
almost €1 billion of the loss. 


HSBC Holdings, Europe's big- 
gest bank, agreed to pay $14 
billion in shares for House- 
hold International, an Ameri- 
can consumer-finance 
company, to boost its presence 
in North America. 


Does not compute 
Hewlett-Packard's shares 
tumbled after news that Mi- 
chael Capellas, number two in 
the company behind Carly 
Fiorina, would leave. Inves- 
tors fear that Ms Fiorina may 
struggle to run HP while it is in 
the throes of implementing its 
merger with Mr Capellas's old 
firm, Compaq Computer. Mr 
Capellas is set to take over at 
WorldCom, where he will try 
to drag the company out of 
bankruptcy protection after a 
big accounting scandal. 


Jac Nasser re-entered the job 
market after getting the push 
from Ford a year ago. He will 
become a partner at Bank 
One's private-equity arm, One 
Equity Partners. 


William Webster stepped 
aside as head of America's 
new accountancy-oversight 
board, following the depar- 


tures of both Harvey Pitt as 
chairman of the Securities 
and Exchange Commission 
and Robert Herdman as the 
commission's chief accoun- 
tant. Both had strongly backed 
Mr Webster in an acrimonious 
selection process that had split 
the SEC. 


Wal-Mart, the world's biggest 
retailer, made a record profit 
of $1.8 billion in the third 
quarter. But there are signs 
that American shoppers may 
spend less; consumer confi- 
dence is waning. 


Bad medicine 

Bayer, the German chemicals 
group that invented aspirin, 
said that it was prepared to re- 
lieve itself of a headache: its 
drug division. It announced 
profits of €656m ($645m) in 
the third quarter, a marked im- 
provement from losses a year 
ago caused by the withdrawal 
of Baycol, an anti-cholesterol 
drug. That and other product 
failures are leading Bayer to 
seek to sell a majority stake to 
another big drug company. 


Corus pulled out of a £2.8 bil- 
lion ($4.4 billion) merger with 
CSN, Brazil's biggest steel 
maker. The Anglo-Dutch steel 
company cited business “un- 
certainties" for its decision to 
abandon the deal. The com- 





| The world this week | 


pany also warned of heavy 
losses in the second half. 


Disharmonisation n 
A European single market for | 
financial services could in- 
crease growth in the Eu by at | 
least 1.1%, according to a study 
by the European Commission. 
However, the goal of achiev- 
ing a single market by 2005 


looks fanciful given the bicker- 


ing and foot-dragging by 
member states that has char- 
acterised progress so far. 


The pace of Japan’s recovery 
from recession slowed. The 
economy grew by 3% in the 
third quarter at an annualised 
rate compared with 4.2% in 
the previous quarter. That, 
and other signs of a weaken- 
ing economy, sent the Nikkei 
225 stockmarket index near to 
a 20 year low. 
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Other economic data and news. 
can be found on pages 96-98 
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Delicacy 


Never underestimate the importance of local knowledge. 


Issued by HSBC Holdings plc 


To truly understand a country and its culture, 
you have to be part of it. 

That's why, at HSBC, we have local banks 
in more countries than anyone else. And all 
of our offices around the world are staffed by 
local people. 

It's their insight that allows us to recognise 
financial opportunities invisible to outsiders. 

But those opportunities don't just benefit our 
local customers. 

Innovations and ideas are shared throughout 
the HSBC network, so that everyone who banks 
with us can benefit. Think of it as local 
knowledge that just happens to span the globe. 


The world's local bank 
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Now reel him in 


Even in the unlikely event that Saddam disarms, a taut line will still be needed 


SEN E B. BEING plainly willing to 
use force, George Bush has 
put Saddam Hussein on the end 
of a hook from which even this 
serial prevaricator may now be 
unable to wriggle free. Last 
week's unanimous resolution 
from the Security Council 
presents the Iraqi dictator with a stark choice. On the face of it, 
he must either give up the illicit weapons of mass destruction 
(WMD) for which he has made Iraq pay so much in sanctions 
since 1991, or face the near-certainty of an American-led inva- 
sion and his own political if not physical extinction. It is possi- 
ble, if Saddam understands his position, that war can be 
averted and Iraq can be swiftly defanged. But there remains 
ample scope for miscalculation. And even if he complies fully 
with the new resolution, thereby ending the immediate crisis, 
Saddam'slong duel with America will not be over. 





Make my day 

As is his wont, Mr Hussein spent half the week keeping the 
world guessing. Would he submit to the new resolution, 
which orders him to give up WMD and let the UN's arms in- 
spectors return? His “parliament” urged him not to, on the 
ground that the resolution is no more than an American-in- 
spired pretext for an invasion. But he is enough of a survivor to 
know that an outright rejection would simply make such an 
invasion inevitable. So on November 13th, Iraq wrote to the 
UN accepting the resolution. The question now is whether this 
“yes” is really a “yes but". And even if itis a yes, will Saddam 
repeat the cheating that stopped the inspectors from disarm- 
ing Iraq last time they tried (see page 21)? 

Cheating will be a lot riskier now. Never before has an 
American president looked as willing as Mr Bush does to send 
an army into Baghdad. Henceforth, there is to be "zero toler- 
ance": Mr Bush has promised to discuss any Iraqi transgres- 
sions with the Security Council, but insists that America will 
make war alone if the council refuses to act. In the past, Mr 
Hussein has been a shrewd exploiter of differences between 
the council's permanent five. This time, too, some members 
are liable to take a more indulgent view than others of “mi- 
nor" Iraqi infractions. Whois to say whether they are minor or 
major? Much will depend on the verdict of Hans Blix, the in- 
spectorate's head. But in the end, as Mr Hussein must know, it 
is Mr Bush's finger, not the UN's, which is on the trigger. 

What is more, it is a hair trigger. To comply with the resolu- 
tion, Saddam has until December 8th to give a “full and com- 
plete” declaration of his illicit wM»D holdings. If he sticks to 
the line in this week's letter that he has none to declare, and if 
the inspectors can show that he is lying, the Americans may 
feel entitled to invade even without waiting for Mr Blix's full 
report. If Saddam declares only a part of what he is conceal- 
ing, he needs to be certain that no foreign intelligence service 


can guide the inspectors to something he has left out. The saf- 


est way for him to save his head is therefore to make a clean 
breast of everything. But that would be doubly painful. What 


could be more humiliating for this martyr-hero than to admit 
that he had been fibbing all along, and was coming clean now 
only at the point of an American gun? And how bitter to give 
up the weapons for which, under the sanctions, he has been 
willing to forgo well over $150 billion since 1991. 

For these reasons, Mr Hussein's full compliance cannot be 
taken for granted. Semi-compliance, followed by a new rift in 
the Security Council, is an all too probable outcome. In that 
case, Mr Bush should stick, literally, to his guns. He has never 
based his case for war mainly on the need to uphold the coun- 
cil's already ragged credibility. The strong case (stronger too 
than the unproven link between Iraq and al-Qaeda) is that let- 
ting a Saddam get his hands on a biological or nuclear bomb is 
simply too big a danger to the world. But now that the Security 
Council has offered Saddam this sombre "final opportunity", 
its credibility really is in peril. If Saddam pokes even half a fin- 
gerin the world's eye, Mr Bush will deserve the Security Coun- 
cil's support when he resorts to war, especially from those 
members who have lately made such a song and dance about 
America's tendency to act alone. 


Andif he submits? 

Arguably, the harder decision for America is how to react if, 
against all precedent, Saddam does now swallow his pride 
and submit without demur to the council's will. In that case, 
Mr Bush should eventually be willing to declare victory and 
call off his threatened invasion. Saddam's survival would no 
doubt be galling to many in America, which since well before 
the election of Mr Bush had made “regime change" in Iraq its 
official policy. And it would be tragic for most Iraqis, who have 
suffered too long under this unusually violent dictator. None- 
theless, once Iraq was certifiably wMp-free, the balance of 
risks and benefits would tilt strongly against removing him by 
force. That is all the more the case given Mr Bush's decision to 
work through the Security Council. As the co-author of the 
resolution that gives Saddam this last chance to repent, Amer- 
ica has both a duty to honour its own word, and-if it is to be 
taken seriously in future—an interest in doing so. Even if Sad- 
dam survives, Mr Bush could be justly proud of a policy that 
ended with the non-violent disarming of Iraq. 

As for Saddam, he will be a much diminished figure if he 
emerges from this duel defanged and humiliated. But he has 
endured humiliation before, notably after his trouncing in Ku- 
wait in 1991, and gone on to rebuild his power. His advantage 
in such contests is that he is fixated solely on his own survival. 
The world moves on, but he remains the same Saddam. After 
1991, America had so much business elsewhere-the end of 
the Soviet Union, the reunification of Germany, war in the 
Balkans-that it relaxed its grip on Iraq. It dare not repeat that 
mistake. One or five years hence, Americans may no longer 
feel as ready as September 11th has made them at present to 
wage war in the Arabian desert. When oil has made Iraq rich 
again, who is to say that an unchastened Saddam will not re- 
vive his dream of turning Iraq into the nuclear-armed super- 
power of the Arab world? Good if war can be avoided now. 
But, this time, let there be no dropping of the guard later. m 
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Britain's universities 


On the road to ruin 
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There's a solution to the disaster of Britain's universities, if only the government had the courage to grasp it 


RITONS have got used to de- 

cline. They do not expect to 
see their country wield much 
economic clout, political influ- 
ence or military power these 
days. But they still retain intel- 
lectual pretensions: they tend to 
think that, even if they aren't 
much good at turning cleverness into cash, they can match 
any other nation for inventiveness, culture and sheer brains. 

If that isn't already an illusion, it will be soon. Britain's uni- 
versities, the nurseries of the next generation's brains, are be- 
ing ruined, and the government is doing nothing to stop it. Its 
long-promised review of university finance was put off from 
last year to this; then it was expected to be published this 
month; now it is billed for sometime next year. 

Itis easy to put off addressing the problems of higher edu- 
cation. When firemen go on strike, people get burned. When 
lecturers go on strike, students get to stay in bed longer. But, as 
Lord Baker said in a speech on the subject last year, “when 
great institutions decline they do not suddenly fall over a prec- 
ipice, they simply slide down the slope, a little further each 
year, in a genteel way, making do in their reduced circum- 
stances, like a spinster in an Edwardian novel." He should 
know: as education secretary in the 1980s, he was in part 
responsible for the disaster. 





They forgot to pay 

Labour and Tory governments of the past four decades have 
agreed that higher education should no longer be enjoyed 
only by a small elite, but should be available to the masses. Ac- 
cordingly, successive governments raised the proportion of 
teenagers going to university from 5% in 1960 to 35% now. But 
they failed to fund this expansion properly. Instead, in order to 
ensure that more students went through the machine at little 
extra cost, the government took more and more control of stu- 
dent numbers, the universities' income per student and thus 
the quality of education the universities could provide. So, at a 
time when nationalised industries were being privatised to al- 
low them to raise more capital and respond to market signals, 
the universities were subjected to a system of centralised state 
management that allowed them to do neither. The conse- 
quences have been dreadful (see page 51). 

Labour has failed to stop the rot. Student numbers, which 
levelled off briefly, are rising again, and Tony Blair wants 5096 
of 18-30-year-olds to get some higher education. The regular- 
ity with which the government promises, and then delays, its 
funding review, demonstrates that it regards the current sys- 
tem, and the alternatives, as equally dreadful. 

The central question for a government trying to reform uni- 
versity funding is whether the taxpayer should bear most of 
the costs (as in Britain and elsewhere in Europe) or whether 
theindividual should (as happensin America and, to some ex- 
tent, in Australia). Placing the burden on taxpayers as a whole 
would be reasonable if it could be demonstrated that the 
benefits from one person's university education were felt 


mostly by society as a whole, rather than by the individual. 
But that does not seem to be the case. While the social benefits 
from higher education are debatable, the individual benefits 
are clear. Getting a degree makes you richer. According to the 
OECD, in Britain, university graduates earn around 17% more, 
on average, than non-graduates. 

The answer is to cut universities loose from the state. Let 
them charge fees, as American universities do, and let the stu- 
dents pay. As well as shifting the cost burden from taxpayers 
to individuals, this solution would have three added benefits. 
First, it would help determine how many people should be go- 
ing to university: Mr Blair's 50% seems to be drawn out of a 
hat, and some of those who think about education policy, 
such as Alison Wolf, professor of education at London Univer- 
sity, doubt that his ambition makes economic sense. Second, 
it would bring more money into universities: America spends 
2.3% of GDP on higher education, compared with 1.1% in Brit- 
ain, and most of Europe's universities are in similar straits. 
Third, it would allow universities to manage themselves: the 
uniformity which Britain's centralised funding system encour- 
ages—with former polytechnics trying to be mini-Oxbridges— 
could give way to something more like California’s system, 
where higher education ranges from short, cheap, vocational 
courses to a full-blown academic degree, and where universi- 
ties and colleges have the freedom and incentive to specialise. 

But the minimal (£1,100 this year, or $1,700) means-tested 
fees which the government introduced in 1998 were not pop- 
ular, and the idea of raising them to anything like the levels 
needed to cover the cost of a student (£10,500 a year, says Im- 
perial College) has aroused still more hostility. There are con- 
cerns, especially on the left of the Labour Party, that higher 
fees would discourage poor people from going to university. 
Rich kids’ parents would pay, and poor children would find it 
difficult to borrow from banks to cover the costs of their ter- 
tiary education. 

Access for all is an important issue; but a fees-based system 
can accommodate it. Australia introduced a state-run loans 
scheme to cover much of the cost of a degree. Graduates pay 
their loans back only if they earn reasonably high incomes, so 
students need not be put off by the fear of what happens if 
they don't get a good job. Since the new system was intro- 
duced in 1989, the social make-up of Australia's student base 
has not changed, which suggests that if carefully managed, 
fees need not put off the poor. 

But aside from Labour's ideological worries about fees, 
raising them poses a political problem. Britain's middle classes 
are used to getting a free university education. Parents fear 
their children's pleas, especially when it may be pointed out 
that Sophie’s mummy and daddy aren't mean enough to 
make her take out a horrid loan. And Labour fears the middle 
classes, who brought it to power, and who are getting increas- 
ingly grumpy as the tax burden rises. 

No government enjoys making people pay for what they 
once got free of charge. But if Mr Blair does not opt for fees his 
grandchildren will not thank him. Institutions are easier to de- 
stroy than they are to build. m 





Investment banking 


Redesign flaws 


Plans to re-regulate investment banking are wrong-headed 


B £c E FORTS to clean up Wall 

|-T—— Street are coming to a head. 
Regulators from New York and 
Washington are huddled in ne- 
gotiation with the big invest- 
ment banks over the final terms 
of an industry-wide settlement 
for all the allegations of abuses 
of investors and conflicts of interest that have been hurled at 
them over the past year. The most likely outcome is the impo- 
sition of a large fine on Wall Street firms, a greater separation 
of equity research from the investment-banking business, 
some commitment to finance “independent” research as well 
as the banks' own, and a change in the rules for allocating ini- 
tial public offerings. Thus will the sins of the bubble years be 
washed away. 

If all this sounds too good to be true, it is. There are two 
things badly wrong with any such settlement. The first is that it 
looks like an expensive and intrusive case of regulation that is 
unlikely to work. Attempts to legislate away conflicts in an in- 
dustry that is so riven with them seem bound to fail. Chinese 
walls, however high, are always likely to fall at the first assault 
from deal-hungry bankers. It would be wiser for investors and 
issuers always to act on the assumption that conflicts exist. 

Over the past two decades, financial deregulation has 
brought huge benefits, in the form of more competition, 
greater innovation and easier and cheaper access to capital. 
Rather than jeopardise any of these by re-regulating the indus- 
try, it would be more sensible to respond to past excesses by 
putting the emphasis on fuller disclosure. That would leave 
market forces to determine what kinds of intermediary are ap- 
propriate, how they should be structured and what they 





should earn. Indeed, the markets have already savaged the in- 
vestment banks, which are fast slimming down and restruc- 
turing in response (see pages 63-66). 

The other objection to the planned settlement is how it is 
being reached. This may seem largely a procedural matter, but 
in fact it raises far more fundamental questions. The negotia- 
tions are being led by prosecutors, notably New York state's at- 
torney-general, Eliot Spitzer, although a leaderless Securities 
and Exchange Commission (SEC) is at least at the table. Mr 
Spitzer is now trying to dragoon Wall Street firms into signing 
up to an early deal by threatening that, if they do not, he will 
reopen his investigations into potentially damaging e-mails 
and the rest. Yet if he or other law enforcers genuinely believe 
that crimes have been committed and laws broken, they 
should surely bring cases to court. If they do not, miscreants 
may escape punishment-and the suspicion will remain that 
whatis really going on is ashake-down of the banks, not better 
protection of investors. 

In any case, the odds are that a settlement cooked up in se- 
cret negotiation between Mr Spitzer and the big Wall Street 
firms will help them at the expense of smaller rivals. It would 
be better to debate changes in the structure and regulation of 
Wall Street openly, for instance in congressional hearings or 
before the sEC. Big banks can always afford to pay fines, higher 
regulatory costs or contributions to third-party research; 
smaller ones cannot. Investment banking is already overly 
dominated by established “bulge-bracket” firms, so much so 
that many companies complain of an underwriting cartel for 
new share issues. Indeed, this dominance may lie at the heart 
of the malfeasance that Mr Spitzer and his sort have uncov- 
ered. It would be a sad irony if supposed reforms ended up 
strengthening, not weakening, the bulge bracket's grip. m 





NATO 
Improve it, don't destroy it 


Ask more of NATO, but not too much 


OES the most successful al- 

liance in history have a fu- 
ture? At their summit in Prague 
next week, NATO's heads of 
government can decide to make 
theirs the indispensable alli- 
ance for the 21st century—or 
make it an irrelevance. Given 
the insults that have been flung across the Atlantic in recent 
months, about America's unilateralism and Europeans' wim- 
pishness, you would think they might call it a day. But off- 
megaphone, and despite differences over Iraq (though these 
have divided Europeans from Europeans as much as Europe- 
ans from Americans), alarming new threats from instability, 
terrorism and the spread of weapons of mass destruction 





have led the NATO allies to a familiar conclusion: that their 
common security-even mighty America’s—is better served 
by sticking together than by pulling apart. Still, with luck, what 
emerges from Prague will not at all be NATO as we knew it. 
Since the threats these days, to Paris or Rome, Washington 
or New York, can come from anywhere, even reluctant ventur- 
ers such as Germany now accept that NATO needs to be able 
to stray, not just nearby to the Balkans, but anywhere those 
threats may take it. Indeed, Germany has asked for NATO’s 
help when it takes command with the Netherlands of the se- 
curity force in Kabul next year. Yet a get-up-and-go NATO will 
have several obstacles and one potential minefield in its path. 
Its biggest problems will be ones that dogged the old NATO: 
too few of the right capabilities, and too little cash to do much 
about it. A more expeditionary alliance will end up being just » 
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> as hobbled as the old geographically bounded one without 
the ships and aircraft to move swiftly, and without the com- 
patible and secure communications, smart weapons and 
greater numbers of special forces that would allow more Euro- 
peans, and not just Britain and France chiefly, to fight together 
more effectively. 

Much will be made at the summit of the planned slimming 
of NATO’s bureaucracy, and a proposed reorganisation of its 
flat-footed command structure. All well and good. But still 
AWOL will be the greater numbers of more readily deploy- 
able European soldiers needed for NATO’s new mission. And 
it is not just America that misses them. The European Union is 
still struggling to put together its own promised rapid-reaction 
force, of 60,000 troops, supposedly deployable within 60 
days and sustainable for up to a year. America has now pro- 
posed a smaller and swifter NATO response force of 20,000, 
ready to go in a sudden crisis. The two are not competitors; 
both have useful jobs to do. And all this is anyway the least 
that Europeans should be asking of themselves. 

The holes in meagre defence budgets are at last becoming 
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an embarrassment. Some groups of governments are consid- 
ering pooling their cash: for strategic lift, air-to-air refuelling, 
and precision-guided munitions. Others, like Norway, are 
concentrating on special forces. But here looms the minefield. 
An alliance built on lots of specialisms will fast come unstuck 
unless all have confidence that the right ones will be there 
quickly in a tight spot. Germany's recent unilateralism—refus- 
ing any military help in disarming Iraq, even if asked by the 
United Nations—sets a worrying precedent. 


Tread with caution 

So, too, does America’s insistence that NATO now Scoop up as 
many new recruits as possible: most likely Latvia, Lithuania, 
Estonia, Slovakia, Slovenia, Romania and Bulgaria. Some have 
more useful specialist capabilities than some of the old NATO 
crowd. Others could scarcely be trusted with a shopping list. 
America's vision is of NATO as the military hub of a network 
of relationships stretching through the Caucasus, Central Asia 
and beyond. Keep the vision, but stretch NATO itself too far 
and the glue will not hold. m 





Space exploration 


loo farsighted 


The dangers of too much vision 


[I PUER this year, Tom DeLay, 
a Republican congressman 
from Texas, accused NASA, 
America's space agency, of hav- 
ing a "lack of vision". He is not 
the first person to make this criti- 
cism and he certainly won't be 
the last. But what such critics ac- 
tually mean is notthat the agency has no vision—but that they 
happen to disagree with the one it has. In the case of Mr De- 
Lay, his expressed dismay at the *anaemic" financing avail- 
able for human space-flight was more a call of *Houston, we 
have a funding problem." 

Such accusations of a lack of vision should not sting NASA, 
because they could not be more wrong. For one thing the 
agency already spends the lion's share of its $15 billion annual 
budget on human space-flight. For another, if there is one 
thing that sums up what NASA has suffered from over the past 
three decades, it is too much vision, not too little. And the 
symptoms of this are most visible in the bloated, late, over- 
budget and largely useless human space-flight projects that it 
has been pursuing since the Apollo programme. 





Vision express 

After men landed on the moon, NASA needed to find some- 
thing else to do, so it decided to try to put men on Mars. But 
Richard Nixon turned down this grand vision. And so, accord- 
ing to Roger Pielke, director of the Centre for Science and Tech- 
nology Policy Research at the University of Colorado, Boul- 
der, the agency simply broke the mission into three more 
easily sellable parts: the shuttle, the space station, and then 
Mars (see page 73). It was then left in the impossible position of 
having to justify each step on its own merits alone. This led 
both to the overselling of the shuttle and to the thin veneer of 


"science" that has been arranged around the space station. 

It is true that science can be done in the space station. But 
science can also be done dressed in a clown suit atop a large 
Ferris wheel. The argument ought to be over where is the best 
place for it. Performing experiments in microgravity does not 
require a $100 billion platform. Moreover, much of the work 
that can genuinely be done only on the station is justified 
through another magnificently circular leap of logic. Research 
into the effects of microgravity on human health and the 
growth of soya beans, for instance, is useful only in the context 
of a manned mission to Mars. 

The only good reason for NASA to be involved in human 
space-flightis to lay the ground for opening space up for every- 
body. It takes a vast leap of imagination to detect this reason in 
NASA's present strategy. Fleeting visits to the moon (or, one 
day, to Mars) would turn the agency into little more than an 
elite travel agent. But for decades there has been a huge 
pentup demand for flights into space. Although the private 
sector is finally making some progress towards this, NASA 
should have been there years ago. What is still needed is re- 
search and development on economical and safe space trans- 
port for the public at large. Space, like the Wild West, can be 
truly opened up only by the private sector. NASA's central goal 
in human space flight should be to make that possible. 

Until NASA swaps its destination-driven thinking for a sci- 
ence-based approach focused on such objectives, the 
post-1960 generation that has grown up hoping to travel or 
even live in space will continue to feel betrayed. Several years 
ago, an organisation called the Space Frontier Foundation ob- 
served bitterly: “Thirty-six years after sending John Glenn into 
orbit, NASA has finally achieved the capability to send John 
Glenn into orbit.” NASA must find a more practical reason for 
the human space-flight programme. Sending people to eat all 
those soya beans cannot be it. m 
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From the remote Scottish 
Highlands to the far corners 
of the globe, Chivas Regal is 


the world's leading luxury 





whisky. For over 200 years, 
it has remained the international icon of 
refined taste and style. No longer just a quiet 
drink to be enjoyed with a cigar, the full, 
rich, honeyed taste of Chivas is once again 
attracting the forerunners of style. From the 
hottest bars in Shanghai, New York and 
Sydney, the world's leading barmen are 
creating new ways to enjoy this classic Scotch 
Whisky. Quite simply, the international market 
demands Chivas Regal because of its superior 
quality. It is an outstanding blend of the world's 
finest malt and grain Scotch whiskies. Whether 
you enjoy it neat or mixed in a stylish new 
cocktail, you will always find the world's pre- 
eminent luxury whisky, Chivas Regal, in all the 
right places. Rich in glorious tastes, textures 
and aromas, Chivas Regal is a complex and 
multi-faceted drink that provides a full and 
long-lasting, taste experience. Perhaps that 
explains why Chivas Regal is once again 
the spirit of choice for the 


discerning new generation 


e in over 150 countries. 
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Securing the knowledge 


SIR - Just as there are econ- 
omic cycles, the current push 
toward greater digital security 
that your survey (October 
26th) considers is part of a re- 
curring cycle in the history of 
technology. We regularly em- 
brace the convenience of a 
new technology long before 
we deal systematically with 
its unwanted side-effects. The 
resulting convenience over- 
shoot may last for decades: for 
example, the 40-year gap be- 
tween the introduction of the 
Model-T Ford in 1909 and the 
widespread use of seat belts, 
or the 70 years between the 
introduction of steam locomo- 
tives in 1804 and pneumatic 
brakes. We first embraced the 
convenience of digital com- 
munications and only now 
are beginning to deal effec- 
tively with the new forms of 
assault that it allows. 

Why do we keep making 
the same mistakes? Aeschylus 
explained it best some 2,500 
years ago: “For Zeus, who 
guided men to think, has laid 
it down that wisdom comes 
alone through suffering." 
JERROLD PROTHERO 
Dallas 


SIR - You state that computer 
security requires that com- 
puter users maintain unique 
passwords of six to eight digits 
composed of strings of letters, 
numbers and other characters. 
Computers, as with all other 
devices, must be designed to 
take into account the abilities 
and proclivities of human us- 
ers, and not impose impossi- 
ble tasks on them. When users 
are asked for the impossible, 
they will usually find ways to 
circumvent those demands. 
LINDA IKLE 

Pasadena, California 


SIR - Your survey on digital 
security offers a heavily 
skewed view of the current 
state of the art in biometric 
technology. Apart from its use 
in airports, there are other 
valid uses of face-recognition 
technology that you do not 
address, such as the sifting of 
application data for passports 
or visas. Equally, your citation 
of recent Japanese research in 


the use of prosthetic fingers 
does little service to the more 
recent technical developments 
in biometrics (there are pro- 
ducts resistant to these attacks 
in varying degrees) or to the 
obvious fact that there is a 
competitive market out there, 
where buyers are seeking 
value for money and fitness 
for purpose. 

CALUM BUNNEY 

International Biometric & 
Authentication Consulting 
Inverness 


SIR - Iam surprised that you 
attribute the security flaws in 
Microsoft software to *ubiq- 
uity" rather than its near- 
monopoly status. The true 
measure of Microsoft's market 
power lies in the lack of com- 
petitive pressure to fix the 
flaws in its products. That de- 
voting more attention to secu- 
rity required an edict from Bill 
Gates rather than market pres- 
sure from dissatisfied custom- 
ers only illustrates this point. 
PHILLIP SAUNDERS 

Monterey, California 


Little lives on 


SIR - Your article on strategy 
consulting was highly mis- 
leading about Arthur D. Little 
(“Consultant, heal thyself”, 
November 2nd). While Arthur 
D. Little did indeed seek Chap- 
ter 11 bankruptcy protection in 
early 2002, the management 
completed a successful buy- 
out of all Arthur D. Little oper- 
ations in June 2002, including 
the global rights to the brand 
name, but with the exception 
of some businesses in Amer- 
ica, which were sold sepa- 
rately. Today, Arthur D. Little 
is a growing and thriving con- 
sultancy with over 1,000 staff 
in 30 offices worldwide. 
RICHARD CLARKE 

Managing director 

Arthur D. Little 

Cambridge 


Bring Turkey into Europe 


SIR - Ulf Bergstrom (Letters, 
November 2nd) asks “What 
benefit would sharing a bor- 
der with the Middle East bring 
[to the EU]?” As a Turk who 
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believes that Turkey belongs 
in Europe, I would answer 
that the first and greatest bene- 
fit of Turkey’s joining the EU 
would be increased stability 
and security in the region. It 
would also set a good exam- 
ple for Middle Eastern coun- 
tries in their endeavour to 
modernise their regimes and 
become democracies. 

EMRE OSKAYLAR 

Warn, Nigeria 


Nice move 


SIR - Explaining the turn- 
around of Irish voters on the 
Nice treaty you omit to men- 
tion how the government 
changed the rules (“The Irish 
agree", October 26th). It took 
away the function of setting 
out the pros and cons from the 
neutral referendum commis- 
sion. In Nice One, significant 
public money backed the 
commission's advertising, di- 
vided equally between both 
sides. For Nice Two, the gov- 
ernment put through a law in 
December (in one day, with 
one day's notice to the opposi- 
tion) that stopped this. This 
cleared the way for private ad- 
vertising, which was over- 
whelmingly on the Yes side. 
Moreover, the constitu- 
tional amendment to ratify 
the treaty was yoked to a 
clause about Ireland not join- 
ing an EU defence pact. This 
had nothing legally to do with 
Nice but it was only possible 
to answer Yes or No to the two 
propositions. 
ANTHONY COUGHLAN 
Trinity College 
Dublin 


Better educated 


SIR - You rightly argue that 
the benefit of computers in 
education has been greatly ex- 
aggerated ("Screen it out", Oc- 
tober 26th). Having dispelled 
one myth, you perpetuate an- 
other. You say that there is 
“good evidence" that spend- 
ing more on smaller classes 
and better teacher training 
would improve educational 
performance. This is not what 
the evidence says. 

Almost all the research sug- 





gests that reducing class sizes 
from the levels prevailing in 
developed countries today 
would yield little or no educa- 
tional gain. The evidence on 
teacher training says the same. 
My own research, with Erich 
Gundlach and Jens Gmelin, 
(published last year in the 
Economic Journal) finds that 
despite a vast increase in real 
spending per pupil over the 
past 25 years in most indus- 
trial countries, there has been 
almost no improvement in 
student performance. What 
matters is not class size or 
teacher training but the incen- 
tives facing teachers, heads, 
students, parents and admin- 
istrators. The preponderance 
of recent research is very clear 
about where the keys to suc- 
cess lie: in independent ap- 
praisal of student 
performance, school auton- 
omy and competition among 
schools. 

LUDGER WOESSMANN 

Kiel Institute for World 
Economics 

Kiel 


Russia must let go 


SIR - You say that Russia's 
president, Vladimir Putin, is 
wrong to fear that if he lets 
Chechnya go other chunks 
would inevitably follow but 
you do not say why ("Losers, 
both", November 2nd). The 
answer is simple. A province 
of Russia is only likely to try to 
secede when it has a non-Rus- 
sian border, a majority that 
sees itself as non-Russian and 
a major revenue-generating 
asset, such as oil. Of all Rus- 
sia's provinces only Chechnya 
meets all three conditions. Its 
secession would not start the 
dominoes tumbling and is the 
only route out of the quag- 
mire. Outsiders can help by 
pressing this point on the Rus- 
sian leadership. 

ROBERT HUNTER WADE 

London School of Economics 
London m 


Letters are welcome and should be 
addressed to the Editor at 

The Economist, 25 St James's 
Street, London SW1A 1HG. 

Fax: 020 7839 2968 

E-mail: letters@economist.com 


senior Economist Excellent Package London 





With operations in over 135 countries, the Royal Dutch/Shell Group is a major energy provider and leading multinational. 
The Corporate Centre provides advice to its various businesses and supports ihe Committee of Managing Directors. 


THE POSITION THE CANDIDATE 

e The most senior Economist position at Shell International, — € Outstanding academic credentials from a top university 
working in the corporate centre and reporting to the to at least Masters Degree level in Economics. Minimum 
VP Global Business Environment. The remit is to ten years' experience in applying economic analysis across 
underpin strategy through informed assessment diverse socio-political contexts. 


of macro-economic variables, micro-economic analysis . 
e Broad international background, gained ideally across 


and scenario development. m T 
more than one multi-national organisation and/or global 


* Prepare short and long term predictions for worldwide institufion. Knowledge of government and international 
markets; generate annual premises and the basis for institutions a prerequisite; track record in the energy sector 
economic reviews. an advantage. 

€ Network proactively through the organisation to e Self-starter and strong lateral thinker who contributes an 
draw from acquired knowledge base and embed excellent global perspective. First class communicator who 
long-range awareness and thinking. will gain immediate credibility and respect at the top level. 


The drivers of change are our people and we embrace diversity into the way we do business. 
If you fulfil the above selection criteria, please write to Dr Elisabeth Marx at Hanover Fox 
international, 10-12 Cork Street, London W1S 3NP or email mer@hanoverfox.co.uk, 
quoting reference L320, enclosing a copy of your CV and giving full salary details. 


Thinking about a better future? 
www.shell.com/careers 





Aga Khan Health Services 
Director, Community Health 


Near Paris, France Salary to attract the best candidate 


One of the most comprehensive not-for-profit health care systems in the developing world, AKHS provides primary and preventive care, 
diagnostic and curative services in East Africa, India, Pakistan, Syria and Central Asia. Currently operating 12 hospitals and maternity 
homes, and over 325 other health facilities, it aims to offer low cost, proven medical technologies to vulnerable groups, especially child- 
bearíng women and children. The Director's role is a challenging one, with responsibility for a community health strategy, and for the 
development, implementation, monitoring and evaluation of key community care initiatives. 


The Role The Candidate 


* Lead on community health within the Aga Khan Development e A natural leader and manager able to forge partnerships, build 
Network (AKDN). trust and command respect. 
Masters Degree in Public Health or related discipline. 


Devel nd co-ordinate mmunit alth care str A ; A : ; 
evelop and co-ordinate a community health care strategy Extensive experience of community health programmes in 


including the development of new health policies. i j| 
developing countries. 


Leag -i quality improvement of health programmes. An intuitive strategic thinker, committed to the ideals and aims 
Meet financial and health targets. of the AKDN. 


Keep abreast of new technologies and trends. * Common sense, judgment, a good sense of humour. 
Contribute to the international dialogue in this field. * Strong interpersonal and communication skills. 


To apply, please email response.manager@odgers.com or write in confidence to Chris Stanford by 5th December 2002, with full 
career and current salary details, quoting reference CS/4860E. For further information see www.AKDN.org 


e-mail: response.managerGodgers.com Odgers Ray & Berndtson, 11 Hanover Square, 
Fax: +44(0) 20 7529 1000 * www.odgers.com London W1S 1JJ, UK * Tel: +44(0) 20 7529 1111 
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DIRECTOR, | 
SCHOOL OF COMMUNICATION 


ANNENBERG SCHOOL FOR COMMUNICATION 
UNIVERSITY OF SOUTHERN CALIFORNIA 






USC's School of Communication seeks a visionary leader to serve as its new 
Director. The School of Communication is one of two major units within the 
distinguished Annenberg School for Communication (ASC); the other is the 
School of Journalism. Each school houses outstanding faculty, talented students, 
and its own Director who reports to the Dean of ASC. The two schools share 
ASC’s exemplary staff, facilities, and extensive funded research programs. With 
abundant resources, including the recent infusion of a $100 million gift by the 
Annenberg Foundation, ASC is one of the world’s foremost centers for teaching 
and study of communication and journalism. ASC benefits from its location in 
the heart of culturally diverse Los Angeles, capital of the world's media and 
entertainment industries. For more — information, please visi 
www.annenberg.usc.cdu. 


The School of Communication seeks candidates who are inspired by the prospect 
of teaching outstanding students, building an even greater faculty of scholars and 
professionals, working in a lively, diverse urban setting and helping to invent the 
future of communication as it is taught, studied and practiced. Although most 
candidates will likely corne from research universities, candidates from other types 
of organizations, such as government, research institutes, and for-profit 
enterprises, will be considered. All candidates should have the academic 
credentials and the reputation to merit tenure as a full professor. For a full 
position description, please visit www.morrisberger.com. Applications, including 
cover letters and nominations, may be forwarded to: 

Jay Berger 

Morris & Berger 

201 S. Lake Avenue, Suite 700 

Pasadena, CA 91101 


FAX: (626) 795-6330 
E-MAIL: | mb(morrisberger.com 


For best consideration, please send materials no later than November 29, 2002. 





The United Nations Office for Project Services on behalf of the Global Environment Facility (GEF) of the 
United Nations Development Programme seeks qualified candidates for the position of 


PROJECT MANAGER 


Capacity Building for Improving the Quality of Greenhouse Gas Inventories (Europe and CIS) 









Based at the Regional Environment Center for Central and Eastern Europe in Szeniendre, Hungary, the 
Project. Manager will be responsible for the overall management of all aspects of the three-vear regional 
project. The objectives of the project are to develop technical capacity in 12 countries of Eastern Europe and 
the Commonwealth of Independent States for improving emission factors and appropriate data collection 
procedures, and to strengthen institutional capacity for the estimation of national greenhouse gas emissions 
and removals, 










“| Primary Responsibilities: 
Under the supervision of UNOPS and the UNDP-GEE, the Project Manager shall be responsible for the 
following tasks: 
* Manage the Regional Co-ordination Unit stalf and budget; supervise international and regional consultants 
who are recruited to provide technical assistance. 
I o* Prepare a detatied annual work plan for the project activities to be carried out at the regional level, and 
| ensure compatibility between and with national level work plans. 
* Prepare a monitoring and evaluation programme to ensure time! y assessment of project progress; prepare 
and oversee substantive and operational progress reports for the Project Steering Committee. 
* Co-ordinate with a range of institutions and agencies, including UNDP copntry offices, UNEP. IPCC, 
UNFCCC, GER and national institutions. 
(.* Ensure that approaches used by countries for compiling, archiving, updating, and managing greenhouse 
gás inventories are consistent with the project document and with IPCC guidance. 
* Oversee the creation of a regional web site to facilitate information dissemination at the national, regional 
atid international level. 
* Organise training activities and regional workshops under the project. 
[ Qualifications: 
An advanced science degree (MSc or PhD) in a subject related to environmental management. A minimum 
of 3 years of relevant experience in the feld of climate vhange, with a focus on GHG inventories. 
Demonstrated successful leadership in the design and execution of international projects related to the field 
of climate change. Substantial experience in the methodologies for preparing GHG inventories (IPCC 
Revised 1996 Guidelines). Familiarity with the IPCC manual, Good Practice Guidance and Uncertainty 
, Management in National Greenhouse Gas Inventories. Excellent knowledge of English (written and spoken). 
| Excellent knowledge of Russian (writen and spoken) an asset. 
| Application deadline: — 15 December 2002 
Estimated starting date: Immediately following selection (February 2003) 
Contract Duration: Lyosa füli-time position (with possible extension for a total of 3 years on ALD contract) 
Remuneration: A competitive tax-free salary at P-VP-4 level depending on experience and 
: qualification 




































Interested applicants are invited to visit our website: www.unops.org for further details op this vacancy 
announcement, and to send a cover fetter and curriculum vitae to Katherin Topar-Michon, Division for 
Environmental Programmes, United Nations Office for Project Services, 408 Lexington Avenue, New York, 
] NY 10174, USA Fax; 212-487-4044, e-mail: katherintmGunops.org. Only applicants selected for 
interviews wil be contacted, 































irector 


London based £55-£65,000 Plus benefits 





CAFOD, one of the UK's leading development and relief agencies, seeks a person 
of passion, integrity and vision to lead the organisation into the future. 









CAFOD'S work is deeply rooted in a partnership ethos. It is known for innovative 
people-centred development programmes overseas and imaginative advocacy and 
education work in the UK and internationally CAFOD's income in 2001/2 was 
£26.5m. The new director will work with the Board and Trustees and some 200 staff 
and 2000 volunteers to ensure CAFOD's continuing success and to fulfil its mandate 
as the official aid agency of the Catholic Church in England and Wales. S/he will 
work closely with the senior management team to ensure that CAFOD’s Strategic 
goals are achieved. S/he also will represent CAFOD to key external audiences, 
maintain its high public profile, and play an important role in the global Caritas 
network, a confederation of 154 Catholic aid agencies. 













The new director will have proven strategic and management skills and experience of 
working in an international context. S/he will be a gifted communicator able to 
influence decision-makers at the highest level and to lead and inspire an organisation 
that is at the heart of the life of the Catholic Church in England and Wales. 





For a full information pack and application form to be sent 
by post, please reply in confidence to Wingyee Chan: we@charityrecruit.com 
Fax: 020 7833 0188 or Tel: 020 7520 2212. You can also download the basic job 
information by visiting our website www.charityrecruitment.co.uk/cafod 
For more information about CAFOD visit  www.cafod.org.uk 
Completed applications to Charity Recruitment, 40 Rosebery Avenue, London 
ECIR 4RX by 15th December 2002. 1st interviews early January, final 
meetings and interviews mid January 2003. 


























Registered Charity 


IT'S TIME FOR JUSTICE 
Number: 285776 7 


CAFOD 


COMPASSION + SOLIDARITY * PARTNERSHIP 














To meet the growing demand for its services in the field of Public Sector Reform, especially 
in Central and Eastern European countries, Russia, Central Asia and Mediterranean, the 
Deutsche Gesellschaft für Technische Zusammenarbeit (GTZ) GmbH is seeking 


Consultants/Senior Advisors 


(for long-term and short-term assignments) specíalized in 


Bi Public Administration Reform at Central and Local Level 


- Institutional development and capacity building. 

- Strengthening of policy-planning, coordination, implementation and 
evaluation capacity — MAMMA 

- Functionality and efficiency of the administrative structures 

- Strengthening accountability mechanisms and service delivery systems 

- New Public Management 

- E-Government 

- Decentralization and local governance 


W Civil Service Legislation and Reform 
- Civil service legislation development and reform — 
- Human Resources Management in public administration — 
- Career development and promotion procedures and regulations / HRD 


t 


- Training and further training 


WiPublic Financial Management 
- Tax administration reform. — DOE 
- Budget reform including drafting of legislation, improving budget planning 
and execution processes, treasury systems and internal control 
- Intergovernmental budgetary relations 
-External audit — 
- Customs administration reform 


Qualifications: EU Nationals or nationals from the Mediterranean, Central and Eastern 
European Countries and the NIS with an university degree in areas related to the above 
and relevant professional experience in the region; Proficiency in English or French is 
required, knowledge of one or more local languages highly desirable; The ability to work 
in interdisciplinary teams and excellent communication skills are also essential. 


GTZ (Deutsche Gesellschaft für Technische Zusammenarbeit) GmbH operates glo- 
bally on behalf of the German Government as well as other governments and inter- 
national donors, assisting and advising on the implementation of technical 
assistance projects in transition and developing countries. 

Application: Please send a detailed resume 

quoting reference S100 to Ms Susanne Schuessler 
GTZ International Services, Human Resources Unit 
PO. Box 5180, 65726 Eschborn, Germany 

e-mail: DG-Team-3&gtz de 


Online applications welcome 
http://www. gtz.de/international-services/jobs.html 
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YOUR POSITION 

As Principal Expert, with a direct reporting to the Director of 

the CDE, you will be responsible for the following: 

s Manage a multidisciplinary team of 15 professionals 
competent in areas such as finance, budgeting, human 
resources, general affairs and client support. 

a Ensure that all the team members work closely together 
to provide efficient support to the operational units. 

a Being recognised as a suitable spokesperson, both by 
staff representatives and management, as well as external 
interlocutors such as auditors, lawyers and consultants. 


YOUR EXPERIENCE AND PROFILE 

m A university degree and at least 15 years of professional 
experience (preferably as Administrative Manager) 
including people management are required. 

a Having worked within a multicultural environment, you 
have developed both administrative management skills 
(workflows, procedure...) and solid financial expertise 
(accounting, reporting, controlling...). 






euromoney | conferences 


We are seeking a Director of Euromoney Conferences, a 
division of Euromoney Institutional Investor PLC, and one of 
the world's leading organizers of events for business, finance 
and investment. It runs over 40 events a year across the world 
that are supported and attended by government and 
supranational bodies, central banks, financial institutions and 
corporations. 


















You will be a highly focussed, well-organized individual with 
sales management experience, able to generate new event ideas 
and with strong editorial skills. You will need sound 
|] knowledge of the financial markets and a track record selling 
| effectively to senior executives. You will have bottom line 
n responsibility for the business so you will need to have overall 
business management ability and a good understanding of 
marketing. Previous experience within investment banking 
. would be useful. 







| Excellent communication, client servicing and consultative 
sales skills are crucial. A foreign language would be useful. The 
_ role will entail much overseas travel. 





An attractive remuneration package is available for the right 
. candidate. 





| To apply, please send a detailed CV to: 






` Joanna McDonough, Euromoney Institutional Investor PLC, 
| Nestor House, Playhouse Yard, London, EC4V 5EX or email: 
= Piero Sh OCU ROY plone 
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The CENTRE FOR THE DEVELOPMENT OF ENTERPRISE (CDE) is an international organisation, which was 
established by the ACP/ÆC Cotonou Agreement. CDE supports the creation and development of enterprises 
CD E located in the ACP countries (African, Caribbean and Pacific). We are looking to hire a (m/f) 


Head of Administration Unit 


# tmp.de witte & morel 


BRUXELLES 


























a You are fluent in French or English, with a good command 
of the second language. 

a Leadership, integrity, drive and flexibility are your 
main assets. Your sense of diplomacy guarantees the 
development of an excellent relationship with both staff 
and managers. 


INTERESTED? 

If you meet the above requirements and have the nationality 
of one of the signatory countries to the Cotonou Agreement 
(ACP & EU nationals), please send your application 
fin French or English) before December 15, by e-mail 
to hrs.Brussels@tmp.com or by post to Michel Duhein, 
avenue Marcel Thiry 75, 1200 Brussels, Belgium, Europe. 
The net monthly salary level (about 6.500 EUR) with 
many advantages corresponds to the standards of an 
international institution. Visit our websites: www.cde.int 


and www.monster.be. 
A monster.be 



































ECONOMIST 
TOYOTA MOTOR NORTH AMERICA 


Toyota is looking for a detail-oriented, high-output economist for its North 
American economic research, focusing mostly on the United States but also 
Canada as needed. Keporting to the head of the research and planning 
group, the US economist. will analyze the economy's impact on light 
vehicle demand by: 














* Writing a twice-vearly outlook on the US economy 

* Publishing in-house monthly, quarterly and thematic reports 

* Responding to "spot requests" 

* Developing and maintaining the economic data base 

* Expanding the network of economists, industry experts, and academics, 
summarizing and assessing their analysis in non-economic terms 








Forecasting experience is not required, but candidates must have day-to- 
day experience in macroeconomic analysis. In addition, a demonstrated. 
ease with statistics, proven ability to manage a database, and superb 
writing and analytic skills are a must. Success in working alone on several 
projects simultaneously is very important. 









Personal attributes will be given top priority, as the economist must be 
extremely flexible and patient, and willing to accept feedback and make 
adjustments with an open mind. Masters degree required, PhD preferred, 
plus minimum five years in a business, bank, consulting or research firm. © 
Candidates must have unlimited right to work in the United States. 










Competitive salary plus bonus, car allowance, and excellent benefits — 
package. Midtown NYC location. Toyota voted "World's Most Admired Car. : 
Company" by Fortune magazine, 1997, 1998, 1999, 2000, 2001, and -: 
2002. Toyota is an equal opportunity employer. | 
Send resume to Ikuko Nishitani Fax (212) 759-7670. 
ikuko_Nishitani@tma.toyota.com Only short-listed candidates will be — 
contacted, No calls please. B 


















amu HM ANE 


OUNIRIGHTSE 
The International Council on Human Rights Policy is an 
international, independent, non-profit foundation based in 
Geneva, Switzerland. It conducts applied research into 
current human rights issues of practical relevance to 
governments and other national and international 
institutions that protect and promote human rights. 


The International Council is hiring a full-time: 


RESEARCH DIRECTOR 


Applicants should have a university degree in law and 


extended experience in applying international human 
rights law; solid experience of managing research 
projects and teams of researchers; knowledge of a range 
of human rights issues; a proven ability to write very well 
in English; the ability to work efficiently under heavy 
time pressure; strong interpersonal and communication 
skills; ability to work with information technology and 
office software systems. Good knowledge of French or 
other languages will be an advantage. 


Applicants should consult the Council’s website on 
www.ichrp.org for further information, the application 
form and details of how to apply. 


Closing date for applications: Monday 30 December 2002. 


The International Council is committed to equal 
opportunities and, for this post, welcomes in particular 
applications from women. 





CAMBRIDGE ECONOMIC 
POLICY ASSOCIATES 





Director, Regulatory Economics 


CEPA is a young economic and financial consultancy focusing 
on the challenges of private sector partnerships in the delivery 
of public services. 


We are looking to recruit a Director to develop the economic 
regulation and competition policy area of our business. We 
aim to become a market leader in the provision of advice on 
devising and implementing market and regulatory structures 
for private sector provision of network services consistent with 
mobilising private finance. 


The ideal candidate will have a minimum of ten years relevant 
experience, preferably within the energy and/or water sectors, 
gained within a consultancy, regulator or infrastructure 
developer; and have experience of UK and developing market 
issues. A lively interest in public policy is a must. 


Working in association with Cambridge University, CEPA is 
based in Cambridge. However we are looking to open a 
London office within 18 months. 


Further information is available at www.cepa.co.uk. 


Applications should be sent to Céline Curtis, CEPA, 38 Station Road, 
Cambridge CB1 2]H, celine.curtis&cepa.c 











ARCADIS EUROCONSULT ARCADIS aus 


ARCADIS Euroconsult and ARCADIS BMB are part of the ARCADIS Group, 
one of the world's largest engineering and consulting firms, employing over 8,500 
people, Both AEC and ABMB are providing technical assistance in over 50 
countries, For the Departments Water and Natural Resources Management 
(WNRM) and Management Consultancy, as well as for strengthening our roster 
of consultants, we are looking for international experts for short and long term 
positions in ongoing and new projects (as well as for some vacant positions in our 
Head Office in the Netherlands) in the following fields: 
AEC 

1. RIVER BASIN PLANNING & MANAGEMENT 

2. WATER. RESOURCES POLICY DEVELOPMENT / ECONOMICS 

3. WATER QUALITY AND WATER RE-USE 

4. WATER SUPPLY AND SANITATION 

5, CLIMATE CHANGE RESPONSE STRATEGIES 

6. ISO 14000 AND CLEANER PRODUCTION TECHNOLOGY 

7. AGRICULTURAL MARKETING AND EXPORT PROMOTION 
ABMB 

8. MUNICIPAL MANAGEMENT AND FINANCE 

9. PUBLIC SECTOR MANAGEMENT AND REFORM 
10. UTILITY / INFRASTRUCTURE PRIVATIZATION / RESTRUCTURING 
11. SME POLICY, LEGAL AND REGULATORY 
12. BANKING AND CREDIT 
13. BASIC EDUCATION (Primary, Secondary, Adult and Continuing) AND 

TECHNICAL AND VOCATIONAL EDUCATION 

14. SOCIAL PROTECTION 
All experts should have significant international experience in their field 
and be fluent in English and have excellent writing and teamwork skills. 
For assignments in Eastern Europe, knowledge of EU procedures, 
guidelines and legislation would be an advantage. 
Candidates with relevant profiles should apply under ref 065.(1-14), 
(your choice) to: 0659 arcadis.nl For further details please visit our websites: 
wiWw.euroconsult.nl, www.bmb.nl and www.arcadis.nl 


Are you The Economist 
we're looking for? 


eircom is Ireland's leading fixed line telecommunications 
company, privately owned, with annual revenues in excess 

of euro 1.5 billion and employing some 9,000 people. 

The organisation is embarking on a period of considerable 
competitive and regulatory challenge and to face into these 
challenges, we are looking to make the following appointment. 





Fconomist Ref. 415E 


An exciting and challenging opportunity exists for a qualified Economist to assume 
a strategic role as a key member of the eircom commercial team, reporting to the 
Head of Policy. The primary responsibilities will include: 


* Developing, communicating and implementing the company's regulatory strategy 
* Presenting arguments and analysis in support of the company's regulatory 
position to key stakeholders and relevant bodies 
* Designing and applying tests to determine the boundary between regulation 
and competitive service 
* Developing and building economic competence throughout the organisation 


Successful applicants should have a degree in economics and have experience of 
applying economic theory to regulatory and competition policy issues, Previous 
experience in working in the dei rae utilities environment, preferably within the 
telecommunications sector would be an advantage but not esssential. 


Drawing on a sound foundation in microeconomics you should be able to 
demonstrate a track record of developing arguments founded on empirical 
analysis and international best practice. - ti 


An attractive remuneration package will be offered. 





ercon is an equal opportunity employer and interested 
candidates should forward an application letter and CV 
by COB Friday 29th November 2002 to: 


Carmel O Brien, Head of Resourcing, eircom, 
Ath Floor, St. Stephen's Green West, Dublin 2, ireland. 
e-mail:recruit@eircom.ie Tel: 00 353 1 7015010 CIRCO! | j . 
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How would war with Iraq affect the world economy? 
What are the consequences of the arrival of the 
Human Genome? Will there be a peace agreement 
between Israel and the Palestinians? How will China's 
new government influence trade with other countries? 


The Economist's annual compilation of forecasts, 
The World in 2003, examines these and other critical 
issues that will shape the year ahead. 


Economist journalists, prominent politicians and 
luminaries from the world of business, such as 

Bill Gates, Kofi Annan and John Howard, look ahead 
to bring you their considered predictions on business, 
politics, science and technology, and the arts. 


Get tomorrow's copy today. 


is on sale from mid-November at international newsstands. _ 








When you're exposed to groundbreaking concepts, 
new viewpoints, vigorous debate, and intense analytical thinking, 
something in you changes. Your mind opens. 


Your thoughts expand. 


transformed. 


And you begin to think at a different level. 
This is the environment you will experience every day 
at the worldwide campuses of Chicago GSB. 
And this is the environment that has produced 
some 5,500 CEOs and top corporate officers globally, 
as well as more Nobel Laureates than any other institution. 
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Tick, tock 


or 


ARTI S 
WATER RESISTA 


Time is running out for Saddam Hussein. And the new weapons inspectors will not 


tolerate his old tricks 


6¢°THIS resolution assumes we have 
weapons.” The deputy, indignantly 
addressing Iraq’s parliament, was correct. 
The UN Security Council resolution does 
indeed assume that Iraq has weapons of 
mass destruction, and gives Saddam Hus- 
sein a “final opportunity” to get rid of 
them. Members of the parliament, hastily 
convened by their puppeteer to pour scorn 
on the resolution, obediently complained 
that the UN’s demands impinged on Iraq’s 
sovereignty. They are meant to. Mr Hus- 
sein had until November 15th to accept 
them. Two days before his deadline ran 
out, he said he would accept new UN in- 
spections. He knew that failure to disarm 
would bring “serious consequences”. 

Iraq is hardly turning a new leaf. Mr 
Hussein’s son, Uday, said that inspectors 
should be let in only if Arab experts were 
allowed to dog their heels. Hans Blix, the 
chairman of Unmovic-the UN inspector- 
ate charged with overseeing the destruc- 
tion of Iraq’s illicit chemical and biological 
weapons and its banned missiles—is un- 
moved by that. He and Mohamed El Bara- 
dei, the (Egyptian, as it happens) director- 


general of the IAEA, the UN’s nuclear 
watchdog, were due to arrive in Baghdad 
with an advance team on November 18th. 
Meanwhile, the clock is ticking. Iraq has 30 
days from the adoption of the resolution 
on November 8th to produce a list of all its 
banned weapons and the technologies 
and materials that go into them, plus any 
civilian nuclear, chemical and biological 
programmes, even if it claims these have 
no military purpose. 

But after eight years of blatant obstruc- 
tion, and four without any access to Iraq at 
all, can new inspections succeed where 
previous ones failed? The barrage of Iraqi 
hostility suggests the inspectors will have 
their work cut out. Sceptics fret that Un- 
movic, with a roster of some 200 or so 
available inspectors, less than a third of 
whom have past experience in Iraq, will be 
no match for a regime so well-practised at 
deception. 

But these inspectors will have three ad- 
vantages: firmer backing, a clearer man- 
date, and tough new powers-all crafted to 
short-circuit the past pattern of Iraqi ob- 
struction. The demand for a “currently ac- 
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curate, full and complete” declaration of 
all Iraq’s weapons of mass destruction is 
the key element. Like the original resolu- 
tions that ended the Gulf war, the new one 
puts the onus squarely on Iraq to disarm. 
But, one way or another, this time the ob- 
ligation will be rigorously enforced. 

The last set of inspections, which 
ended in 1998 when Iraq threw the inspec- 
tors out, provided plenty of lessons about 
the hazards involved—and how not to deal 
with them. The inspectors were never 
meantto play cat-and-mouse with Iraqi of- 
ficials whose real assignment was to hide 
what they had. Yet the Security Council al- 
lowed Iraq to go on submitting one "full, fi- 
nal and complete" declaration after an- 
other, each a tissue of lies. As Russia, China 
and then France grew impatient for a re- 
turn to business as usual, Iraq calibrated its 
increasingly brazen breaches of its obliga- 
tions so that the council, in its increasingly 
divided state, gave it no more than a slap 
on the wrist. 

Iraqi officials prevented inspectors 
from entering some sites, sometimes for 
days at a time, or kept them cooling their 





> heels at the front gates as their minders 
“searched” for the keys—and the equip- 
ment they had wanted to inspect was 
trucked out of the back. Documents were 
withheld or confiscated, and production 
figures for some chemicals and agents 
were inflated to disguise hidden stocks of 
others. In some cases, the inspectors’ phys- 
ical safety was threatened: one Iraqi offi- 
cial seized the controls of a helicopter in 
mid-air to prevent inspectors seeing some- 
thing they weren’t supposed to see. 

Under the new rules, patience will be 
short. Any “false statements or omissions” 
in Iraq’s declaration, as well as any inter- 
ference with or threats to the inspectors at 
work, will be considered a further “mate- 
rial breach” of its obligations and can be 
taken directly to the Security Council. Iraq 
has so far insisted that it has no weapons 
of mass destruction, even though the UN’s 
own past inspections and reports from 
western intelligence services suggest that 
it has. Since any government is entitled to 
pass on tips about where to look, the in- 


t Iraq's arsenal 


^f Nuclear/radiological 


Not known to possess facilities to produce fissile 
material in sufficient amounts for nuclear weapons 
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Would require at least several years and extensive 
foreign assistance to build such fissile material 
production facilities, but may have acquired some 
uranium-enrichment capability. Has also sought 
“significant quantities” of uranium from Africa 


ERR ERE EEE EEE HERE RETESET EERSTE wahr HEE EERE 


Could probably assemble nuclear weapons within 
months if fissile material were obtained from 
foreign sources 


Has previously experimented with radiological 
weapons. Could divert domestic civil-use 
radio-isotopes or seek to obtain foreign material 
for a crude device 


2 Biological 


Many tonnes of growth media and agents from 
pre-1991 stocks unaccounted for 


Pee ee ee 


Capable of resuming agent production on short 

notice from existing facilities; could have 

porto thousands of litres of anthrax, 
otulinum toxin and other agents since 1998 


HEX 


Production of viral agents, possession of small- 
pox unknown. Has experimented with camel pox 


A Chemical 


Some 4,000 tonnes of chemical precursors and 
perhaps 750 tonnes of VX precursors from 
pre-1991 stocks unaccounted for 


Capable of resuming production on short notice 
from existing civilian facilities; could have 
produced hundreds of tonnes of agent (mustard 
and nerve agents) since 1998. Some weapons 
deployable "within 45 minutes" 


"4 Delivery means 


Has probably retained a small force of up to 20 
650km (400 mile)-range al-Hussein missiles 


May have produced someal-Samoud missiles, 
with ranges up to 200km 


Capable of manufacturing rudimentary chemical - 


and biological warheads. Some pre-1991 
munitions still unaccounted for 
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Capable of delivering biological weapons with 
evices; 


Sources: IISS; UN; SIPRI; intelligence reports 


well Iraq is co-operating. 

Previous restrictions on access to presi- 
dential sites and other supposedly "sensi- 
tive" places have been swept away. Extra 
powers have been added to the inspectors' 
right to “immediate, unrestricted and un- 
conditional access". 

Charles Duelfer, deputy head of Un- 
movic's forerunner, has long argued that, 
if they had had 100 green cards to distri- 
bute, enabling key Iraqi personnel to tes- 
tify in safety in America, inspectors could 
have quickly accounted for all Iraq's illicit 
arms. In the past, breakthroughs have 
come from defectors: after years of denials, 
Iraq partly owned up to an industrial-scale 
biological-weapons programme only in 
1995, when Mr Hussein's son-in-law, who 
ran the hidden programmes, fled abroad 
(he later returned to Iraq and was killed). 

Others have claimed that work contin- 
ues on nuclear weapons; the British gov- 
ernment says Iraq has sought "significant 
quantities" of uranium in Africa, and the 
IAEA admits that these might be hard to 
find in Iraq. Several defectors have told of 
Iraq's efforts to hide germ and chemical 
production beneath private homes and 
hospitals, and to develop mobile germ 
labs. Inspectors therefore now have the 
right to interview anyone they choose, 
without minders present and, if neces- 
sary, abroad. They can also demand that 
Iraq halt all land and air traffic near a suspi- 
cious site, to prevent the removal of in- 
criminating evidence. 

And if the council goes soggy again? Mr 
Blix has made it clear that its firm backing 
is the inspectors' best means for obliging 
Iraq to disarm. The UN's secretary-general, 
Kofi Annan, insists that, if Iraq fails to take 
this last chance, the council must "face its 
responsibilities". And reopening rifts in 
the council would not help Mr Hussein 
this time. The inspectors' own not-so-hid- 
den weapon is the knowledge that, if he 
tries to cheat on regardless, nothing in the 
new resolution the council has passed re- 
quires its formal approval for the use of 
force against him. America and some of its 
allies stand ready to complete the job; and 
America's policy, says the national secu- 
rity adviser, Condoleezza Rice, will be 
“zero tolerance" of Iraqi transgressions. 

A united Security Council, atleast so far 
as its arm has been twisted by America, 
and a tightly-fashioned set of obligations 
may yet persuade Mr Hussein to give up 
his weapons-or claim to. At that point, the 
inspectors’ task will be to show that the 
disarming is done credibly. Their new 
powers will help. But ultimately it is not 
the power of the inspectors, but the re- 
solve of those who back them up, that 
counts. Mr Blix’s job, as he points out, is to 
report. It is for the council itself—or else 
others—to decide what happens if Iraq 
will not co-operate. m 


The Arab response 
Pragmatism’s 
victory 


CAIRO 
America's will is not to be resisted 


N NOVEMBER 10th, the foreign min- 

isters of the Arab states declared their 
united opposition to armed action against 
Iraq. At the same time, they voted unani- 
mously to endorse the new UN resolution 
that could legitimise exactly that. 

Gaps between rhetoric and realism are 
not unusual in Arab politics, but the mat- 
ter of Iraq has made them wider. The spin 
put on the Security Council resolution in 
Arab capitals was that it was a victory for 
moderation. Wiser counsel had reined in a 
rampaging America, forestalled the imme- 
diate threat of war and given Iraq a chance 
to avert disaster. Unofficially, the near-uni- 
versal view was that the UN had simply 
tightened the noose on Saddam Hussein, 
while getting the world to agree to close its 
eyes whenever America chooses to kick 
away the chair. 

This is not a comfortable situation. 
Arab governments, by and large, detest Mr 
Hussein and resent his regime for contin- 
ually dragging the region into unpleasant 
quandaries. Even so, they see more danger 
than benefit in pushing him to the wall. 

Stalled economies, stale local politics, a 
sense of impotence in the face of America 
and seething anger towards Israel, have 
combined to put the “Arab street" in a very 
surly mood. The world's main case against 
Iraq, that itis failing to declare its weapons 
of mass destruction, simply does not 
bother the wider Arab public. Their rulers 
worry, understandably, that rising pres- 
sure on Iraq will be reflected in pressure 
from their own streets. 

The unrest in the Jordanian city of 
Ma'an, for example, has been widely inter- 
preted as a precedent for troubles else- 
where (see page 42). An Internet poll by al- 
Jazeera, the popular Qatari satellite-Tv 
network, found three-quarters of the 
25,000 respondents agreeing that Jordan's 
security crackdown was an attempt to pre- 
empt rioting in the event of war next door. 

Beyond fears of popular unrest, the re- 
gion's leaders remain sceptical of Amer- 
ica's ultimate intentions. Talk by some 
American officials of "rearranging" the 
Middle East map, and praise for Israel's 
prime minister, Ariel Sharon, as a *man of 
peace" have won no friends among Arabs. 
Although a few Arab liberals are so sick of 
the region's stagnation that they might 
welcome a kind of Pax Americana, the 
vast majority want nothing of the kind. 

Iraq also has other ties to its neigh- 
bours. In the past two years Baghdad has » 





> carefully cultivated business links to po- 
tentially friendly countries. The ten free- 
trade agreements it has signed are cur- 
rently circumscribed by UN sanctions. 
Even so, Iraq's legitimate imports from Jor- 
dan, Egypt, Tunisia, Lebanon and the Gulf 
states now approach some $3 billion a 
year. Saudi Arabia, which has just opened 
a border crossing into Iraq, sealed a re- 
ported $380m in deals at this month's 
Baghdad International Fair alone. Many of 
these arrangements, it is believed, include 
kickbacks that enrich both Iraqi officials 
and well-connected foreign suppliers. 

Outright smuggling has also proved a 
bonanza, particularly for cash-strapped 
Syria. Iraq exports at least 150,000 barrels 
of oil a day to Syrian ports which, assum- 
ing a 50-50 split in profits, may bring both 
governments some $50m a month in ille- 
gal income. In return, Syria is believed to 
actas a conduit for moving goods into Iraq. 
Sporadic intelligence leaks suggest that 
these include spare parts for its creaking 
armed forces. 

The extent of this covert trade led many 
to assume that Syria, currently the only 
Arab state to hold a rotating seat on the Se- 
curity Council, would vote against the 
new resolution. When it voted in favour, 
its diplomats hastened to explain that they 
had saved Iraq from a worse fate. They had 
removed “automaticity” from the text, ex- 
tracting guarantees from Colin Powell, 
among others, that the resolution would 
not be used as an excuse for war. 

These guarantees were not spelled out, 
however, and Syria was still criticised. Da- 
wud al Shiryan, a Saudi commentator, 
said it was no surprise to see Syria join 
other countries, such as Sudan, Yemen and 
Egypt, whose media savage America as an 
aggressor even as their governments "fully 
co-operate with Washington on the politi- 
cal, security and intelligence levels." 

He might have added, but of course did 
not, that Gulf states, including Saudi Ara- 
bia, co-operate even more. America now 
has about 50,000 troops poised around 
Iraq, double the normal number, and is 
making use of 18 major bases and dozens 
of secondary facilities spread across seven 
Arab countries. 

Syria's flip-flop, then, confirmed the 
general Arab predicament. And the reason 
for it, say regional analysts, was simple 
self-preservation. America not only lists 
Syria as a "state sponsor of terrorism", but 
makes it part of a "second tier of concern" 
after the axis of evil. Congress has debated 
a Syria Accountability Act, which would 
sanction the country for its presence in 
Lebanon and its support for Hizbollah, the 
guerrilla group. The administration has 
blocked this so far, but may not do so for 
ever. In the past year, Syria has managed to 
appease America by passing on intelli- 
gence about al-Qaeda. Now it may have 
built up its credit just a little more. 1 


The quiet man's 
moment 


WASHINGTON, DC 


Colin Powell got his way 


EORGE BUSH is often accused of rush- 
ing into war with Iraq. His record 
hardly bears out the charge. Three months 
ago, officials in the White House were say- 
ing that the president had no need to seek 
congressional authorisation to declare 
war, had no need to consult the United Na- 
tions and should not give UN weapons in- 
spections one last chance. 

That he has, in fact, done all those 
things does not mean he has suddenly be- 
come a peacenik. But it suggests that the 
administration has, for the moment, de- 
cided that the UN is a useful way to ratchet 
up pressure on Saddam Hussein while Mr 
Bush wrestles with the question of what 
action, in the end, to take. 

It also means that Mr Bush has thrown 
in hislot with the multilateralists in his ad- 
ministration, led by Colin Powell. Last 
week's UN resolution was a triumph for 
the secretary of state. Before it, hawks in 
the administration had argued that the 
costs of going to the UN would be too high. 
America, they argued, knew what needed 
to be done: Saddam had to go. The UN 
would, at best, postpone his eviction, and 
at worst would keep Saddam and his 
weapons in place. 

In the event, as Mr Powell may well 
have argued, the resolution leaves Amer- 
ica better off than it was before in all but 
one of the likely outcomes of the con- 
frontation. If Mr Hussein attaches any sort 


— 


His most important convert 


of conditions to his acceptance of the reso- 
lution (something that was not yet clear as 
The Economist went to press), or obstructs 
the inspectors, or is caught lying, the mat- 
ter will go back to the Security Council. But 
the question of what constitutes a “mate- 
rial breach" of the resolution is so clearly 
laid outin the document itself (which all 15 
members, including, most vitally, Syria, 
have accepted) that there is limited scope 
for debate on that point; and if the Security 
Council disagrees about the need to re- 
spond to such a breach with the use of 
force, America can still act alone, as it is 
fully prepared to. 

If Iraq's dictator were to comply en- 
tirely with the resolution—an eventuality 
few people can imagine—America could 
disarm him without military action. Mr 
Bush himself appears to accept that full 
disarmament would be tantamount to “re- 
gime change”, because Saddam without 
weapons is not Saddam. Only if Mr Hus- 
sein lets the inspectors in and manages to 
fool them for months will America be 
worse off than it was before the UN vote. 

The administration’s war plans, appar- 
ently leaked this week, were also some- 
thing of a success for Mr Powell. They sug- 
gest that the Pentagon intends to use a 
small force of soldiers to encircle Baghdad 
quickly, while keeping 250,000 troops 
ready in the region to counter resistance. If 
genuine, they reject the contention of 
some hawks-though not the hawks inside 
the administration—that a limited high- 
tech operation would suffice. Although 
they assume that Mr Hussein will fall 
quickly, they accept that there may be pro- 
longed fighting afterwards. At this point, 
the well-known Powell doctrine-that 
America should not engage in war unless 
with overwhelming force and a strategy to 
get out again—would come into play. 
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China's future 


Troubles ahead for the new leaders 


BEIJING 


Despite predictions of high growth, social stability is threatened 


HINA'S newly appointed leaders will 

not have ahoneymoon to relax in. The 
line-up due to be named on November 
15th at a secretive meeting of the Commu- 
nist Party's Central Committee could face 
even greater economic and social chal- 
lenges in the coming years than the coun- 
try has had to tackle in the past 13 years of 
relative stability and rapid growth. A bank- 
ing system on the verge of crisis, soaring 
unemployment, deflation and mounting 
government debt loom large among the 
new leaders' troubles. The familiar policy 
of tryingto muddle through may not be an 
option for long. 

The Central Committee itself was ap- 
pointed at a week-long party congress, a 
five-yearly event that ended on November 
14th. Apart from Hu Jintao, none of 
China's top seven leaders is in the new 
Central Committee, a sign that the party 
chief, Jiang Zemin, has managed to engi- 
neer atleast a nominal handover of power 
to a younger generation of leaders led by 
Mr Hu. In practice, Mr Jiang, who is 76, and 
other retiring elders are likely to remain 
highly influential behind the scenes. 

Not surprisingly, Mr Jiang ensured that 
the congress's proceedings were carefully 
scripted to focus on his achievements in 
the 13 years since he became party chief, 
not on the numerous problems his succes- 


sors will face. On Mr Jiang's instructions, 
the 2,100-odd delegates to the congress 
agreed to revise the party charter to in- 
clude his theory of the "Three Represents", 
an ideological contortion that allows priv- 
ate entrepreneurs to join the party. Mr 
Jiang probably hopes that enshrining this 
theory in the charter alongside those of his 
officially revered predecessors, Deng Xiao- 
ping and Mao Zedong, will force the new 
leadership to continue to respect his views 
on how to run the party. 

But, to most ordinary Chinese, the con- 
gress and its deliberations have seemed 
largely irrelevant. Whatever the outcome 
of Friday's leadership shuffle, few expect 
any significant policy changes. For many 
members of the fast-growing urban mid- 
dle class, this causes little concern. They 
are enjoying the benefits of GDP growth 
expected to reach about 8% this year and a 
surge of foreign direct investment that is 
likely to exceed $50 billion in 2002, the big- 
gest-ever annual inflow. Exports, a key en- 
gine of growth in the wealthier coastal ar- 
eas, are expected to grow by some 15% this 
year, notwithstanding the world's con- 
tinuing economic difficulties. 

The vague pronouncements issued 
during the congress suggest that the party 
indeed remains committed to a middle- 
class agenda: maintaining high growth (as 
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well as social stability), encouraging priv- 
ate enterprise, breaking up government 
monopolies and respecting private prop- 
erty rights. The unlucky ones-the urban 
unemployed and the rural population— 
heard comforting words about better so- 
cial security, fewer restrictions on labour 
migration and more investment in agricul- 
ture. But, with China's fast-growing budget 
deficit, spending more money on the poor 
is unlikely to be the party's priority. 

Hu Jintao's point-man for achieving 
these goals is likely to be Wen Jiabao, at 
present a deputy prime minister and al- 
most certainly the man who will take over 
as the country's prime minister next 
March. But, if China is to avoid a full-scale 
banking crisis in the coming years, its lead- 
ers will require a degree of political cour- 
age which neither they, nor the outgoing 
elders, conspicuously possess. 

Mr Jiang's report to the congress re- 
peated the party's mantra that stability is 
of overriding importance. This is likely to 
reinforce the short-sighted view that econ- 
omic restructuring which could lead to un- 
restisto be avoided. The government's fail- 
ure to sort out the banking mess could 
retard growth and eventually bring a col- 
lapse of public confidence in the banking 
system that could have dire consequences 
for social stability. 

Mr Hu lacks a strong power-base or a 
patron among the elders. As he struggles to 
find his feet after the congress, bold new 
moves to tackle state-enterprise reform 
and clear up bad debts (amounting to 3796 
of China's 2001 GDP, according to a report 
published in September by CLSA, a Hong 
Kong-based brokerage) look unlikely in the 
short term. The leadership will continue 


trying to stimulate growth through mas- >> 
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> sive government spending, a policy that 
has led to much waste and has aggravated 
the dependency culture that prevails in the 
state-owned enterprises. 

The party believes high growth (at least 
7% a year) is essential if the country is to 
avoid an explosion of discontent among 
the unemployed. Without buoyant de- 
mand at home (helped by government 
spending if necessary), the party fears that 
a big downturn in China's exports or for- 
eign investment inflows could danger- 
ously slow growth. But pushing up debt- 
already well over 100% of GDP according 
to some estimates—could be just as dan- 
gerous in the end. 

Luckily for the party, public confidence 
in the banking system remains high (not 
least because there are few more enticing 
investments available). And luckily, too, 
the rapid expansion of money-making 
opportunities in China in the past few 
years has deflected public attention away 
from what the party's bosses are up to. Un- 
fortunately for Mr Jiang, however, there 
are many who wonder why a rare gather- 
ing such as the just-concluded party con- 
gress should focus on the cryptic rhetoric 
of the “Three Represents” rather than on 
more burning issues. 

A paper published by the party last 
month acknowledged  disapprovingly: 
"Some comrades think there are too many 
intractable problems right now and that it 
will make no difference whether we study 
[the ‘Three Represents’] or not" Those 
comrades have gotit right. m 


Indonesia 


Indestructible 
Golkar 


JAKARTA 
The party that backed Suharto 
remains strong 


IP MOST democracies a political party 
that underpinned a corrupt and repres- 
sive former regime would be wiped off the 
electoral map. But not in Indonesia, and 
not the Golkar party, the political vehicle 
of the country's deposed former strong- 
man, Suharto. 

Golkar's leader, Akbar Tandjung, has 
been found guilty of embezzling state 
funds intended to buy food for the poor. 
He is appealing against the conviction, but 
meanwhile remains in control of the 
party. Mr Tandjung is the speaker of parlia- 
ment, and the party remains a prime con- 
tender in the next national elections, in 
2004. It is even thought possible that Gol- 
kar might return to power, much as some 
overhauled communist parties in Eastern 
Europe staged a comeback after their 
ouster in the early 1990s. 
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Confessions of a Bali suspect 


Police put “a bomber” on show 


FTER a month of false starts, the in- 
vestigation of the bombing in Bali in 

October is finally making headway. In- 
donesian police have arrested Amrozi, a 
Javanese man who, they claim, has con- 
fessed to buying the chemicals used to 
make the bomb and the van in which it 
was planted. On November 11th, they ar- 
rested two more suspects from Mr Am- 
rozi’s village. The investigation is also 
beginning to shed a little light on the net- 
work behind the attack. 

The police say they used the wreck- 
age of the van to trace Mr Amrozi back to 
Tenggulun in East Java, which is sepa- 
rated from Bali by a narrow strait. He 
identified the shop in the nearby town 
of Surabaya where he is said to have 
bought the chemicals, and the flat in Bali 
where he built the bomb. According to 
the police, traces of explosives found 
there confirm his account. He led them 
to an arms cache near Tenggulun and to 
the other suspects subsequently ar- 
rested. The police believe up to seven 
more men, all of them Indonesian, took 
part in the attack. They have identified 
six, two of them brothers of Mr Amrozi. 

On November 13th the police pro- 
duced Mr Amrozi at a press conference, 
and questioned him in front of reporters 
for more than an hour. The reporters 
were not allowed to ask questions, but 
Mr Amrozi, said to be 40 although look- 
ing younger, appeared to be very co-op- 
erative to police questioning, saying that 
he was happy about the bombing, and 
making jokes in a local dialect. His an- 
swers were spoken into a police tape re- 
corder, which occasionally broke down. 

The arrest of Mr Amrozi has served to 
cast further suspicion on Abu Bakar Ba- 
syir, an Islamist whom Singapore and 
the United States have accused of lead- 
ing a regional terrorist group. Mr Basyir 
has denied having anything to do with 
the Bali bombing or any other terrorist 


The difference between Indonesia and 
Eastern Europe, though, is that Golkar has 
never really been ousted, nor overhauled. 
At the first election after Suharto’s fall, in 
1999, it came second with 26% of the vote, 
despite being led by B.J. Habibie, Mr Su- 
harto’s former vice-president and chosen 
successor. It has contributed ministers to 
all three post-Suharto governments. 

Golkar has done little to dissociate it- 
self from the Suharto years. It has severed 
its formal ties to the armed forces and the 
bureaucracy, but maintains informal 





Without regrets 


attack. He also says he does not know 
Mr Amrozi. But on several occasions he 
is known to have visited the Islamic 
school in Tenggulun that Mr Amrozi fre- 
quented, and the two also seem to have 
spent time together in Malaysia. Mr Am- 
rozi’s confession to the police appears to 
dispute Mr Basyir’s testimony. 

The police have not revealed any evi- 
dence that implicates Osama bin 
Laden’s al-Qaeda, despite the insistence 
of several Indonesian officials that it par- 
ticipated in the attack. Indeed, Mr Am- 
rozi’s testimony, as revealed by the 
police, serves to raise new questions. 
They say he says his intention was to kill 
Americans. Six Americans died, but 90 
of the estimated 190 dead were Austra- 
lian. This seems to raise doubt about the 
theory that the bombing was designed 
as a retaliation for Australia’s participa- 
tion in the war on terror. 


ones, and counts many retired soldiers 
and bureaucrats among its members. Even 
supposedly reformist members of the 
party are reluctant to call for a purge of 
their more suspect colleagues. Small won- 
der: this month the party formed a com- 
mittee to discipline members who had 
called on Mr Tandjung to step aside until 
his court case is resolved. 

Even if “black Golkar”, as the unrecon- 
structed wing of the party is known, re- 
tains the upper hand over the reformists, it 
may not do the party much electoral dam- » 





> age. Mr Tandjung argues that Indonesian 
voters are not so much ill-informed as 
pragmatic. They want a government that 
can build bridges and hospitals; and, 
whatever its past faults, Golkar is the only 
party with much of a track record on that 
score. It also has other strengths. 

The electoral system is skewed against 
Java and in favour of the country's other is- 
lands, where Golkar's support is strongest. 
It still has the most effective party machin- 
ery, and, thanks to Suharto-era cronies, the 
deepest pockets. Its only competition for 
secular voters is the party of the president, 
Megawati Sukarnoputri, which may suffer 
an anti-incumbent swing in the 2004 elec- 
tion. Golkar even holds a certain amount 
of appeal for Islamists, thanks to Mr Tand- 
jung's former position as the head of a big 
Islamic students' association. 

But Golkar's chief advantage is that no 
other big party is clean enough, or zealous 
enough in the cause of reform, to show up 
Golkar's murkiness. Miss Megawati’s 
PDI-P, which in 1999 seemed to embody 
the reformist cause, has since embraced 
several controversial figures from the Su- 
harto era, and cosied up to the generals. 
The biggest Islamic party, the PPP, pro- 
vided loyal opposition throughout the Su- 
harto years, and has anyway since suc- 
cumbed to an internal rift. 

Golkar seems to hope that Mr Tand- 
jung's legal troubles will play out like 
those of Syahril Sabirin, the governor of 
the central bank. His conviction earlier this 
year for misappropriating state funds did 
cause him some temporary embarrass- 
ment. But an appeals court quashed the 
verdict, and Mr Sabirin is still setting inter- 
est rates. Throughout this scandal, the ru- 
piah barely budged. The abuses of the 
post-Suharto era have turned Indonesia's 
financiers, and perhaps its voters too, into 
a fairly phlegmatic bunch. m 








Tandjung sits it out 
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A liberated nation, except for women 


Even the burqa remains 


Rn brought unexpected news 
to the women's ward at a Kabul prison. 
On November 10th, 20 women were freed, 
pardoned by President Hamid Karzai. 
Their “crimes” had been walking out on 
their husbands, refusing forced marriages 
or being named as adulterers, all of which 
contravene Afghanistan’s strict social 
code. Leaving ratinfested cells, which 
some have shared with their children, 
should be a relief. But for one 19-year-old, 
prison may be safer than the outside 
world: her uncle has promised to kill her 
for leaving a violent marriage. And Kabul's 
chief of police has said he will continue to 
arrest women who break the code. A year 
after the fall of the Taliban, life for most 
women is hardly getting any better. 

The state of medical care is another haz- 
ard. An Afghan woman will, on average, 
give birth to seven children. But with few 
clinics and staff in rural areas, and poor 
roads, Afghanistan is one of the worst 
places to be pregnant. In the remote prov- 
ince of Badakhshan, a man we will call 
Mohammed walked for five days in the 
snow to reach a health worker. By the time 
he came home, his pregnant wife had 
died. Surveys conducted by UNICEF and 
the United States' Centres for Disease Con- 


trol and Prevention have revealed that Af- 


ghan women are more likely to die as a re- 
sult of pregnancy or childbirth than in 
most other countries in the world. Yet al- 
most nine out of ten maternal deaths 
could be prevented. 

Women suffer too as a result of political 
rivalry. In northern Afghanistan around 
the town of Mazar-i-Sharif, clashes be- 
tween Uzbek, Tajik and Hazara militias 
tend to end up with sexual violence 
against local women. There is an increas- 
ing number of reports of gang rapes and 
the exchange of women as payment in the 
settlement of feuds. 

Even in less troubled areas, hopes that 
the end of the Taliban would bring free- 
dom for women are being crushed by local 
warlords. In a report to be published next 
month, the American-based Human 
Rights Watch gives warning of increasing 
restrictions on women imposed in the 
western province of Herat by Ismael Khan, 
the local strongman. Pressure is being put 
on local women not to work for foreign 
NGOs. The enveloping burqa has once 
again become obligatory in some places, 
anda woman seen alone with a man, even 
the driver of her taxi, faces detention. 





Time for caution 


Most professions are closed to women, 
and many say that they are once again 
scared to go out of their homes. The central 
government has limited authority outside 
Kabul, and according to Rachel Wareham 
of Medica Mondiale, an NGO that works 
with women in conflict areas, it has in any 
case shown little interest in making life 
better for women. 

Most Taliban edicts have not been re- 
pealed. The judicial commission, which is 
supposed to look into legal reform, is up 
against those clinging to tradition. The 
new constitution will set the tone for 
women's rights-the 1964 constitution 
granted equal rights to men and women— 
but Islamic law is backed by a strong 
lobby. Moves to re-establish girls' schools, 
closed by the Taliban, run into opposition. 
Four girls’ schools were badly damaged by 
fire last month in the central province of 
Wardak. Even in Kabul, where women's 
lotis probably the best in the country, girls 
are often harassed on their way to school. 

Medica Mondiale is helping women to 
improve their feeling of independence by 
learning to drive. By the end of the year, 
100 or so will have learnt the theory. Get- 
ting used to the nerve-shattering traffic of 
Kabul will take longer. At present the NGO 
has only one car to practise with. m 
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Authoritarian Kazakhstan 


Silencing the 
lambs 


ALMATY 
A tough time for government critics 


ERGEI DUVANOY is a journalist who 

has been a leading critic of Kazakhstan's 
authoritarian government. In late August, 
just before a trip to a conference of the 
Organisation for Security and Co-opera- 
tion in Europe (OSCE) in Warsaw to tell the 
participants how things are in Kazakhstan, 
Mr Duvanov was beaten up and had to be 
treated in hospital. On October 28th he 
was arrested and a week later charged 
with raping a 14-year-old girl. He says the 
charge has been fabricated, and he went 
on hunger strike, saying this was the only 
way open to him to clear his name. Mr Du- 
vanov's detention occurred before a 
planned visitto the United States where he 
was to speak to various groups on human 
rights in his country. 

Supporters of Mr Duvanov believe that 
the authorities have come up with an ac- 
cusation so grave that, even if it is proved 
to be false, there will always be a shadow 
hanging over him. The osck said in a 
statement last week that the pattern of 
events involving Mr Duvanov aroused 
"concerns" of political motivation. 

An American government spokesman 
declined to comment on the rape charge 
but said America recognised “a pattern of 
harassment and abuses of journalists" in 
Kazakhstan. “We have regularly raised 
these concerns with the [Kazakhstan] gov- 
ernment,” he said. “I am sorry to say the 
string of abuses has continued." American 
consular officials visited Mr Duvanov in 
hospital after he was beaten up. 

Mr Duvanov, whois 49, haslong been a 
thorn in the side of the authorities. Among 
his activities he edits a weekly bulletin on 
human rights and the rule of law. He got 
into serious trouble after the publication 
of an article this year entitled "Silence of 
the Lambs", in which he spoke of Swiss 
bank accounts alleged to be held by Presi- 
dent Nursultan Nazarbaev, and he criti- 
cised parliament and government officials 
for fearing to speak out against the presi- 
dent. A separate investigation into Swiss 
bank accounts said to be held by Kazakh 
officials is currently under way in the Un- 
ited States. Other journalists have also 
been harassed, apparently on the order of 
the authorities. In May a business newspa- 
per critical of government policy was fire- 
bombed. 

Mr Duvanov is reported to have ended 
his hunger strike. The case is in the hands 
of his lawyers. If the charge of rape is up- 
held in court, he faces ten years in jail. m 


Authoritarian Malaysia 
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Ten minutes of freedom 


KUALA LUMPUR 


A disputed security law may become even harsher 


AWYERS and human-rights campaign- 
ers in Malaysia often describe the In- 

ternal Security Act (IsA), which provides 
for indefinite detention without trial, as 
draconian. But according to Mahathir 
Mohamad, the prime minister, it is not 
draconian enough. When a court or- 
dered the release of an rsa detainee last 
week, the government allowed him to 
remain free for a token ten minutes be- 
fore arresting him again. And despite the 
fact that judges have freed only three of 
the 70-odd people currently held under 
the 1sA, Dr Mahathir wants the act 
strengthened to prevent any recourse to 
the courts at all. 

British colonial authorities originally 
introduced the act to counter a commu- 
nist insurgency. Since independence, 
successive governments have argued 
that the act is necessary to prevent the 
race riots that used to trouble the young 
country. But, in practice, they have used 
the Isa to suppress political dissent. 

In April last year, for example, the 
government arrested six supporters of 
Anwar Ibrahim, the jailed former dep- 
uty of Dr Mahathir. Four months later, 
they arrested ten members of Malaysia's 
biggest opposition party. All were ac- 
cused, improbably, of plotting coups, as 
were the alleged Muslim militants who 
make up the majority of detainees. 
Nasharuddin Nasir, the detainee granted 
ten minutes of freedom, was said by the 
government to be a member of an ex- 
tremist group. 
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No escape, says Mahathir 


But, since the September 11th terro- 
rism, foreign governments, many of 
which have resorted to similar measures 
themselves, have toned down their criti- 
cism. Nor, despite Dr Mahathir’s invec- 
tive, have the courts interfered much. 
The Federal Court, Malaysia’s highest, 
produced a spectacularly contorted rul- 
ing in September, which upheld the con- 
tinued detention of Mr Anwar's 
supporters even as it declared their ar- 
rest illegal. Since the government can im- 
mediately re-arrest anyone set free, it has 
little to fear from legal challenges. 

Nonetheless, it is proposing to outlaw 
all judicial scrutiny of jailings and ar- 
rests under the IsA. As it is, the courts 
can review such detentions only on pro- 
cedural grounds. Many lawyers think 
the government's proposals are uncon- 
stitutional. But it would be a brave judge 
who gave a ruling to that effect. In the 
only other ruling to challenge the rsA 
this year, Hishamuddin Yunus, a high- 
court judge, wrote: 


Itis perhaps time for parliament to con- 
sider whether the 1sa, which was origi- 
nally meant to counter communist 
terrorism in the early years of indepen- 
dence, is really relevant to the present-day 
situation. If at all itis to be retained, its pro- 
visions may need to be thoroughly re- 
viewed to prevent or minimise the abuses 
highlighted in this judgment. 


The judge has since been transferred. 
And the current review, presumably, is 
not what he had in mind. 
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The lame-duck Congress 


Trent’s and George’s big adventure 


WASHINGTON, DC 


Congress reconvened for business this week still stunned by the Republicans’ 
triumph in the mid-term elections. It may well get a lot done 


¢¢™T" ODAY, I'm working for the Senate 

majority," says one puzzled Demo- 
cratic staff member. “Who I'll be working 
for when I get back from lunch, I have no 
idea." His confusion reflects a wider sense 
of uncertainty in Washington. This week 
Congress waddled back into town for a 
“lame-duck” session—one that takes place 
after an election has changed party control 
but before the change has been imple- 
mented, so that the ancien régime remains 
in charge. This time, though, even that 
seems to be in doubt. 

Minnesota has a new senator for the 
brief session—an independent called 
Dean Barkley (otherwise known as Sena- 
tor Footnote), who was appointed after 
Paul Wellstone's death. Had Mr Barkley 
chosen to vote with the Republicans, he 
could have shifted party control—and 
Trent Lott could have become the majority 
leader immediately. Instead he chose to re- 
main as an independent, leaving the Dem- 
ocrats in charge. But only for another week 
Or SO: as soon as Missouri's votes are certi- 
fied, the Republican, Jim Talent, will take 
his seat immediately, without waiting un- 
til early January like other newcomers. 

When the lame-duck session was ex- 
pected to last only three days, the exact 
timing of Mr Lott's ascension seemed to be 
another footnote. Now it appears that the 
lame duck could unexpectedly fly. 

Its first order of business is to pass a 


budget: 11 of the 13 bills that finance the 
government have not been agreed upon. 
No one thinks all 11 can be passed now, so 
the post-election session will simply keep 
the government going next year under this 
year's budget. 

Far more important, the lame duck 
now seems likely to quack through the big- 
gest reorganisation of government since 
the 1940s. This is the creation of a new De- 
partment of Homeland Security, gather- 
ing under one umbrella 22 of the agencies 
responsible for domestic safety. The stick- 
ing point has been the opposition of Sen- 
ate Democrats to provisions allowing the 
president to bypass civil-service restric- 
tions in hiring, firing and redeployment. 

The election ended that stand-off. On 
the campaign trail, George Bush lam- 
basted Democrats for obstructing the bill, 
and afterwards called it “the single most 
important item of unfinished business”. 
He demanded a bill to sign before the end 
of the old session. Meanwhile, the Demo- 
crats are now desperate to hang on to a 
Senate seat in Louisiana, where Mary Lan- 
drieu, the Democratic incumbent, faces a 
run-off on December 7th. Many Demo- 
crats believe that their candidate in Mis- 
souri, Jean Carnahan, lost to Mr Talent 
partly because she was left vulnerable to 
the charge that her party was insufficiently 
vigorous in defending homeland security. 

The Democrats’ leader in the Senate, 
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Tom Daschle, still opposes the deal. But 
this week three centrist senators—two 
Democrats, one Republican—agreed to a 
slightly revised White House plan giving 
the president the flexibility he wants to be 
able to fire people, while allowing civil ser- 
vants aright to appeal. The House has now 
passed the compromise bill. 

At the same time, the insurance indus- 
try thinks that a terrorist-insurance bill 
could pass, allowing the federal govern- 
ment to share losses from terrorist attacks 
with insurers. And both parties have said it 
might be possible to pass a bankruptcy-re- 
form bill. If all that goes through, the 
“pointless” lame duck could end up pass- 
ing almost as much legislation as all the 
preceding sessions of this Congress. 

But the bigger question concerns the 
next session. Will the administration use 
its newly established control of all 
branches of government to push through 
an ambitious conservative agenda? Or 
will it restrain its more partisan members 
and seek to govern from the centre? 

At the moment there is not much doubt 
about Mr Bush's preference for modera- 
tion. He has been careful not to claim a 
broad mandate from the mid-term elec- 
tions and is busy scaling back expectations 
of further huge tax cuts and another round 
in the "culture wars". Last week, for exam- 
ple, Mr Lott told a Christian radio network 
that he wanted to ban "partial-birth" (late- 
term) abortions. White House officials 
poured cold water on the idea, and Mr 
Bush said he wanted to pursue two or 
three issues at a time—in other words, to 
proceed cautiously and incrementally. 

The question is whether he can actu- 
ally do that. The mid-term elections have 
hugely increased his authority over the 
party. On the other hand, he will come un- 


der pressure from conservatives like Mr >> 
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> Lott and the assertively Hecla Tom 
DeLay, who has just become the House 
majority leader. And the president is seek- 
ing Senate approval for his judicial nomi- 
nees, some of whom have views (on abor- 
tion, among other matters) that could 
alarm non-conservative voters. 

Fiscal policy is another battleground. 
Making the 2001 tax cut permanent (it ex- 
pires in 2010) remains a priority, and will 
surely be enacted (though its short-term 
economic impact will be minimal). Be- 
yond that, signals are mixed. Some Repub- 
licans say that, if the economy remains 
weak, there should be some sort of stimu- 
lus package next year. That could include 
an immediate increase in the child tax 
credit, higher contribution limits for tax- 
preferred retirement accounts or a possible 
acceleration of parts of the Bush tax cut. 
That agenda seemed to get a boost when 
Mr Lott replaced Pete Domenici, the top Re- 
publican on the Senate Budget Committee 
for 22 years and a well-known deficit 
hawk, with Don Nickles, a conservative 
senator much keener on tax cuts. 

On the other hand, Paul O’Neill, the 
treasury secretary, gave a warning this 
week about long-term fiscal problems and 
played down the idea of a big stimulus. 
Other officials are working on bigger pro- 
posals (such as reducing the double tax- 
ation of dividends) as well as fundamental 
reform to the tax system itself, though that 
could be for the very long term. 

The best bet must be that Mr Bush will 
get his party to fall in behind a cautious, 
“small-bang” agenda. But itis not yet clear 
what that agenda will be, or how strong 
the pressures from Messrs Lott, DeLay and 
the conservative wing of the Republicans 
will be to expandit. m 


Osama bin Laden 


Still there? 


WASHINGTON, DC 
An audiotape one had definitely hoped 
not to hear 


EAD or alive? The world seems to 

have its answer. On November 12th 
alJazeera, a Qatar-based television net- 
Work, broadcast an audiotape purported 
to have been made by Osama bin Laden. 
The tape is being analysed by voice-recog- 
nition experts. But American officials 
strongly suspect it is authentic. 

The tape praises a string of recent terro- 
rist acts, including the bombing in Bali, the 
hostage-taking in Moscow and, most re- 
cently, the shooting of an American dip- 
lomat in Jordan on October 28th. It prom- 
ises retribution for military action in Iraq. 
It includes Mr bin Laden's trademark his- 
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He may look different now 


torical references: he compares George 
Bush to a “modern-day Pharaoh” and Dick 
Cheney and Colin Powell to *Hulega of the 
Mongols". And it warns westerners: *You 
will be killed as you kill, and will be 
bombed as you bomb. And expect more 
that will further distress you." 

Until now, the last definitive sighting of 
Mr bin Laden dates to videotapes he made 
in Afghanistan in December 2001. If it is 
him, Mr bin Laden has abandoned his nor- 
mal preference for videotapes—perhaps 
because he was disfigured in Afghanistan, 
perhaps because he has deliberately 
changed his appearance, perhaps because 
he wants to avoid giving any clue as to his 
whereabouts. But, if it is genuine, the tape 
suggests, at the very least, that he can still 
get his message across. 

This is a setback for the war on terro- 
rism, not least because Mr bin Laden's 
right-hand man, Ayman al-Zawahiri, also 
still seems to be alive. The main aim of 
America's campaign in Afghanistan was 
to destroy al-Qaeda and obliterate its lead- 
ers. Mr Bush claimed that he wanted to 
smoke Mr bin Laden out of his hole and 
capture him “dead or alive”. Many people 
quietly hoped that Mr bin Laden had ei- 
ther been killed in Tora Bora or had suc- 
cumbed to kidney disease. The tape may 
help those critics of the Bush administra- 
tion who argue that America is making a 
mistake in taking on Saddam Hussein be- 
fore it is finished with al-Qaeda. 

Peter Bergen, the author of “Holy War, 
Inc" (Free Press, 2001), a book on al-Qaeda, 
says that Mr bin Laden’s pronouncements 
(which are rare, and carefully stage-man- 
aged) are reliable guides to his actions. 
They normally not only signal anew wave 
of attacks, but also provide some clues as 
to what those attacks will be like. 

In 1998 he issued a fatwa urging Mus- 
lims to kill Americans, “soldiers and civil- 
ians alike”. This was followed by the 
bombings of the American embassies in 





Kenya and Tanzania. In early 2000 he is- 
sued a videotape in which he wore a Ye- 
meni dagger. This was followed by the 
sinking of the uss Cole in Yemen. In the 
summer of 2001 he issued another video- 
tape in which he urged his supporters to 
capitalise on their achievements in Yemen 
and attack more American targets. This 
was followed by the atrocities on Septem- 
ber 11th. 

The most noteworthy thing about the 
audiotape is that it directs al-Qaeda's 
wrath against all of America’s allies, not 
just America itself. Mr bin Laden mentions 
six countries—Britain, France, Italy, Can- 
ada, Germany and Australia—as well as 
fulminating against “crusaders” in general. 
Tony Blair, Britain's prime minister and Mr 
Bush's staunchest ally in the war on terro- 
rism, has said over the past few days that 
the level of terrorist threat in his country is 
unusually high. 

Worse, people are now beginning to 
think that another audiotape, which came 
out in October, may be genuine. That sin- 
gles out economic targets. This seems to be 
a pattern with al-Qaeda these days (a re- 
cent audiotape by Mr al-Zawahiri also 
mentioned them), and one reflected in re- 
cent terrorist activity. The attacks on a 
French oil tanker and on a nightclub in Bali 
were directed at two gigantic businesses: 
oil and tourism. Economic targets are 
much easier to hit than America's heavily 
fortified embassies. They also have the ad- 
vantage, from the terrorists' point of view, 
of widening the fear. m 


Why the Republicans won 


All white on the 
night 


WASHINGTON, DC 
An initial verdict: white Republicans 
turned out, black Democrats didn’t 


HO voted Republican in last week’s 

mid-term elections? The question 
may seem odd, but because the Voter 
News Service (an exit-polling consortium 
run by broadcasters) collapsed on polling 
day, the answer is that we do not yet know 
for sure. But the bits and pieces of evidence 
available all point to one answer: whites 
voted in huge numbers and account for 
George Bush’s victory. 

The only large statewide poll taken that 
day was in California, by the Los Angeles 
Times. It showed white voters accounted 
for 76% of the electorate, up 12 points from 
the previous mid-term poll in 1998. That 
was a sharp reversal of previous trends 
(and something of an electoral embarrass- 
ment). Whites, who make up less than half 
the state’s population, had seen their share 
of the vote decline in the past decade. 





Fox News, a broadcaster, conducted a 
series of smaller polls in ten battleground 
states, which showed a similar pattern, al- 
beit less marked. On its numbers, the 
white share of the vote rose nine points 
above its 2000 level in Florida, five in Col- 
orado and four in Missouri. 

This rise in white turn-out goes a long 
way to explaining the Republican victory. 
Again, harder evidence will have to await 
official calculations by the Census Bureau. 
But according to a poll taken on the eve of 
the election by the Gallup organisation, 
whites favoured Republicans by no less 
than 20 points (58% to 38%). They had also 
supported Mr Bush over Al Gore in 2000 
(though by only 54% to 42%). 

This tentative conclusion—heavy white 
turn-out won for the Republicans—gets 
further confirmation from county-by- 
county returns. Democrats managed to 
hold their strongholds in cities and inner 
suburbs. But they were swamped by Re- 
publican majorities in rural areas, small 
towns and “exurbs” (rich counties on the 
fringes of metropolitan areas). 

Minnesota is an example. Walter Mon- 
dale held the traditionally Democratic 
Twin Cities of Minneapolis and St Paul. He 
also won the “iron range”, the old indus- 
trial and mining area of the north-east. But 
his Republican challenger, Norm Cole- 
man, racked up big majorities in the rural 
south-west and in Anoka and Dakota 
counties, on the edges of the Twin Cities. 
That won him the race. 

The pattern held good in Georgia, ex- 
plaining the upset there. Roy Barnes, the 
Democratic governor, did slightly better in 
Atlanta (Fulton and DeKalb counties) than 
he managed in 1998. But turn-out in all- 
white Forsyth county rose from 20,000 to 
32,000, while in largely-white Cherokee 
county it went from 31,000 to 41,000. The 
Republican, Sonny Perdue, won both 
counties easily. 

Interestingly, the Republicans had not 
previously imagined that white voters 
would be so crucial. Matthew Dowd, a 
pollster for the White House, had argued 
his party needed to get 13-15% of the black 
vote and 38-40% of Latinos to get a major- 
ity. In fact, Republicans won only 24% of 
the Latino vote in California (barely more 
than in 1998); in New Jersey they took 26% 
(down from 2000) and in Texas about 
35%—not bad considering a Latino was 
running for governor as a Democrat but 
less than Mr Bush’s share in 2000. Only 
George Pataki in New York achieved Mr 
Dowd's Latino target. As for blacks, Steve 
Sailer, who has trawled through the num- 
bers for United Press International, reck- 
ons that the Democrats increased their al- 
ready high share of the black votes cast. 

The problem for the Democrats was 
that so few blacks and browns bothered to 
turn out. In California, where Gray Davis 
spent millions on get-out-the-vote drives, 


10% this year—the first decline since 1986. 
The black share plummeted from 13% to 
just 4%. In ten of the 11 states where there 
were exit polls, the black share of the vote 
was lower than in 2000. 

The notion that blacks and Latinos, 
who are supposed to be part of the Demo- 
cratic base, might be lukewarm supporters 
isa much more terrifying idea for the party 
than any of the disappointments on the 
Republican side. If you also consider that 
the Democrats failed to persuade whites to 
vote for them, you can readily understand 
why the party's managers are so glum. m 


Megan's Law 


A scarlet letter 


NEW YORK 
Are sex offenders being punished too 
bluntly? 


FTER leaving prison, murderers, armed 
robbers and drug dealers can re-enter 
society as reformed individuals. Sex of- 
fenders, on the other hand, are marked for 
life. “Megan’s Law”, a federal law enacted 
in 1996 and then approved by every state, 
requires America's 386,000 convicted sex 
criminals to register their whereabouts 
with the police, who in turn inform the 
public. In certain states, such as California, 
you have to go to a police station to find the 
list; but some 30 states have put their lists 
on the Internet, sometimes with accompa- 
nying pictures and street-maps. In many 
states, the police are also required to go 
door-to-door to warn people when a high- 
risk former sex offender moves in. 





A label for the rest of his life 





The law, named after Megan Kanka, a 
young girl killed by a former sex offender, 
is enormously popular in America (and 
anxious parents in other countries, includ- 
ing Britain, have tried to copy it). But civil 
libertarians still argue that sex offenders 
are being unfairly singled out. On Novem- 
ber 13th, two appeals decisions—one from 
Alaska, the other from Connecticut—were 
argued before the Supreme Court. 

The basic issue remains the appropri- 
ate balance between the rights of sex of- 
fenders and the safety of everyone else. 
The two cases, which won their lower- 
court decisions, do not question the con- 
stitutionality of a database of sex crimi- 
nals (it has survived countless tests al- 
ready). Rather, they target the way the 
information is spread. 

The Alaska case claims that the statute 
violates the ex post facto clause, because it 
punishes offenders who finished their sen- 
tences before the law was passed. The two 
anonymous plaintiffs insist that they have 
been rehabilitated and pose little risk of re- 
offending. In one case, the disclosure of a 
man's former incest would humiliate his 
present wife. They maintain that placing 
such details on the Internet, where any- 
body can see them, amounts to further 
punishment. The state of Alaska says it is 
just disseminating public information. 

The Connecticut case is a class-action 
lawsuit against the state's Internet registry. 
The plaintiffs argue that, because the 
state's database makes no distinction be- 
tween high- and low-risk offenders, it 
stigmatises all former convicts—without 
giving them the chance to defend them- 
selves. Why should a 17-year-old con- 
victed on statutory rape charges for having 
a consensual sexual relationship with a 14- 
year-old be placed on the same list as a se- 
rial rapist? The lower court agreed that the 
online registry was “too blunt” to be effec- 
tive, andit has since been taken down. 

Some 20 states may have to change 
their lists, if the Supreme Court upholds 
the case. But the Justices' sceptical ques- 
tions seemed to indicate that they were re- 
luctant to change Megan's Law. Most 
Americans have few qualms about sin- 
gling out sex offenders for special treat- 
ment. The law was partly inspired by Min- 
nesota's Jacob Wetterling law, passed in 
1991, which also targeted sex offenders. 
Few politicians want to tamper with a law 
named after a dead or missing child. 

The common assumption that sex of- 
fenders are likelier to re-offend than other 
sorts of criminals is not necessarily borne 
out by the statistics. Recent figures are hard 
to come by. But those for people released 
in 1994 show that by 1997 only 78 (or 2.5%) 
of the 3,138 rapists released from prison 
had gone on to rape again. Meanwhile, one 
in five of those released after serving sen- 
tences for assault and murder had attacked 
another victim. W 





The sniping trial 


The tough state 
gets it 


RICHMOND, VIRGINIA 
Who executes wins 


HElegal argument between the federal 

government and the states of Mary- 
land and Virginia over which of them will 
prosecute John Allen Muhammad and 
John Lee Malvo, the two men accused of 
last month's sniping murders around the 
nation's capital, has been won by Virginia. 
This is where local prosecutors have the 
best chance, if the pair are found guilty, of 
getting the death penalty for Mr Muham- 
mad and his teenage companion, who are 
linked to ten killings in the Washington 
area last month, and perhaps another five 
before that elsewhere in the country. 

Virginia, which has in recent years exe- 
cuted more people than any other state ex- 
cept Texas, also allows capital punishment 


Politics in Chicago 


AEA 
ASAE 


for people as young as Mr Malvo, who is 
believed to be 17 years old. Maryland, 
where Mr Muhammad and Mr Malvo al- 
legedly killed six of their victims (twice as 
many as in Virginia), currently has a mora- 
torium on the death penalty. And neither 
Maryland nor the federal government 
would have been able to execute Mr 
Malvo because both prohibit the death 
penalty for minors. 

Mr Muhammad and Mr Malvo will 
face two different prosecutors (or, as they 
are known here, Commonwealth’s attor- 
neys). Mr Malvo will stand trial in Fairfax 
County, a wealthy, cosmopolitan suburb 
of Washington on the other side of the Po- 
tomac river. The county’s prosecutor, Rob- 
ert Horan, who has had the job for 35 years 
andis known as “The Bull”, caused riots in 
Pakistan when he offered a cash reward in 
1993 for information about two fatal 
shootings outside the headquarters in Vir- 
ginia of the Central Intelligence Agency. 
The Pakistani national convicted of the 
killings was due to be executed this week 
in Virginia by lethal injection. 

Mr Muhammad, whois 41, will be tried 


King Richard's rivals 


CHICAGO 


The barons in Illinois are suddenly hustling him 


EVEN crusty conservatives admit that 
Chicago has been transformed by 


Richard M. Daley. The Democratic 
mayor, who has been in office since 
1989, wins kudos from corporate titans 
and green advocates alike for his vision, 
commitment and enthusiasm for every- 
thing from planting trees to luring Boe- 
ing. Indeed, he has done so well that at 
least some of the locals have stopped 
thinking about him as the son of Richard 
J. Daley, the legendary fixer who ran the 
city for 21 eventful years. 

But as the original Daley would 
surely point out, passion, vision and the 
rest of it don't matter a jot without 
power. The current mayor, known as 
King Richard in some circles, has never 
been afraid to crack the whip. City work- 
ers scurry into their graffiti-buster vans 
whenever the mayor finds a defaced 
building. Aldermen on the city council 
have long been under the thumb of the 
Democrat-in-chief for fear of their politi- 
cal lives. 

On the face of it, this month's near- 
sweep by the Democrats in the state- 
wide elections was another victory for 
Mr Daley. Democrats have grabbed the 
governor's mansion (for the first time in 
three decades), the state attorney-gen- 
eral's office and plenty of other offices. 
But itis not so simple. The young gover- 


nor-elect, Rod Blagojevich, who has 
been a fairly unremarkable congress- 
man, may now dare to imagine that he, 
not Mr Daley, is the natural leader of the 
state's Democrats. Governors, however 
modest, seldom get on particularly well 
with pushier mayors from their own 
party: witness the battles between 
George Pataki and Rudy Giuliani in New 
York state. 

Worse than this, both Mr Blagojevich 
and the new attorney-general-elect, Lisa 
Madigan, have family ties to other Dem- 
ocrats. Mr Blagojevich's father-in-law is 
Richard Mell, a powerful alderman on 
Chicago's north side. Ms Madigan's step- 
father is Michael Madigan, the speaker 
of the Illinois House of Representatives. 
These puppet masters kept out of sight 
during the campaign, though that didn't 
stop the Republicans from claiming they 
were pulling the strings. On election 
night false modesty fell by the wayside, 
and both men planted themselves 
squarely behind their young kin on the 
victory platforms. 

At a Chicago city council meeting the 
next day, aldermen lined up to congratu- 
late Mr Mell as the mayor looked on. 
Then they voted themselves a pay rise, 
despite the city's tight budget. King Rich- 
ard, who faces re-election next year, 
clearly has problems with the barons. 
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Muhammad may never leave Virginia 


in Prince William County, a blue-collar 
and still rather rural area. Its prosecutor is 
Paul Ebert—with 34 years in office, almost 
as long-serving as Mr Horan—who has 
sent 12 people to death row since Virginia 
resumed executions two decades ago. 

Both Mr Horan and Mr Ebert are Demo- 
crats. This has not stopped other Demo- 
crats claiming that the Bush administra- 
tion, by agreeing to have the trials take 
place in Virginia, is trying to help a Repub- 
lican, the state’s attorney-general, Jerry Kil- 
gore, take back the Virginia governorship 
from the Democrats in 2005. 

Although under Virginia law Mr Kil- 
gore has little to do with prosecuting crimi- 
nals—that is the job of local officials—he 
will play a role in the expected post-trial 
appeals. He will also have an opportunity 
to take a tough line on the death penalty, 
an issue on which his probable Demo- 
cratic opponent, Lieutenant-Governor 
Timothy Kaine, is somewhat softer. 

There remains, of course, the question 
of whether Mr Muhammad and Mr Malvo 
will be found guilty. This could be compli- 
cated in Mr Malvo’s case by leaked reports 
that he has admitted to investigators that 
he took part in several of the attacks, and 
fired the shot that killed an FB1 analyst 
who was out shopping with her husband. 
If Mr Malvo wasinterrogated without hav- 
ing his lawyer present, this might run foul 
of a constitutional right to counsel. The 
critics add that teenagers' confessions tend 
to be less reliable than older people's. 

However, the prosecutors may have a 
trump card: a new, if still untested, Virginia 
law under which Mr Muhammad and Mr 
Malvo can be charged not only with mur- 
der but also with terrorism, for committing 
acts of violence intended to threaten the 
public or the government. The law, a re- 
sponse to the terrorist attacks of Septem- 
ber 2001, does not require the prosecutors 
to prove who actually pulled the trigger. 
That could be helpful. m 
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The Pecos river 
A lawsuit runs 
through it 


ALONG THE PECOS, NEW MEXICO AND TEXAS 
A river that is often barely a puddle 
encapsulates western water politics 


ILL RICHARDSON, New Mexico's gov- 

ernor-elect, is now looking for a new 
state engineer, who will have the thank- 
less task of trying to make water flow in a 
state that nature thinks of as a desert. The 
outgoing engineer, Tom Turney, has help- 
fully made the job seem more enticing by 
revealing that in his eight-year stint he has 
been sworn at, threatened and even 
beaten up. Few things symbolise the hor- 
rors of his job better than the Pecos river. 

The Pecos, as even the Supreme Court 
has noted, is a complicated river. It starts 
simply enough in the Sangre de Cristo 
mountains as a bubbling stream. The vil- 
lagers of Villanueva use the water accord- 
ing to customs dating back to the days 
when Nueva Mexico was under the Span- 
ish crown: they divert itfrom a dam into an 
acequia or irrigation ditch, access to which 
is governed by their water official, or 
mayordomo. During Holy Week, everyone 
comes and clears the acequia. And during 
droughts such as the present one, they wa- 
ter gardens first, pastures last. 

Downstream in Carlsbad, the same 
principle seems to hold. The farmland is 
fed, via an impressive, if leaky, aqueduct, 
with water that has run down from the 
mountains. The farmers also draw up 
ground water from the huge Roswell aqui- 
fer. Much of their water is stored behind 
dams, including one at Sumner Lake. 

A peculiar feature of western water law 
is that, although the state built these dams, 
the water does not belong to everybody. 
"Priority in time shall give the better right," 
the law says. The development of the 
Carlsbad area began in the 1880s, which 
means that, apart from ancient but small 
settlements like Villanueva, the Carlsbad 
farmers defer to no one in water matters. 
The whole flow of the Pecos river is theirs 
to use if they need it for their allotted acre- 
age of water rights—the whole flow except 
the bit guaranteed to Texas, that is. 

It is the 1948 Pecos River Compact that 
makes the river so complicated. In "High 
and Dry" (University of New Mexico 
Press, 2002), Emlen Hall, a law professor at 
the University of New Mexico, argues that 
the compact was the result of shrewd hag- 
gling and immature science. Central to the 
deal is the idea that the Pecos river should 
stay as it was in 1947. Each year, Texas is 
supposed to get the amount of water that 
the 1947 river would have released past the 
state line. A formula saying what that 
means is based on measurements of va- 
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rious inflows into the Pecos. 

New Mexico has always found this bar- 
gain hard to honour. But it took Texas four 
decades to prove its case. In 1988 the Su- 
preme Court finally decided that New 
Mexico had stolen $14m-worth of Texan 
water. It appointed a “river master” to en- 
force the 1947 formula. 

Since 1988 the farmers of the Roswell 
Basin have dried up their act. The superin- 
tendent of the Pecos Valley Artesian Con- 
servancy District, Dennis Karnes, can still 
remember sitting on a well-pipe as a boy 
and being launched into the duckpond as 
soon as the farmer opened the valve and 
natural pressure spewed several thousand 
gallons a minute of ground water against 
his legs. Now he points out that all the 
wells are metered, and, although the pres- 
sure has not returned to past levels, the 
Roswell aquifer is no longer over-used. 
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The problem is that so far this does not 
seem to have raised the flow in the Pecos. 

Some farmers argue that this proves 
they were not responsible for the missing 
water in the first place. But, from the per- 
spective of the 1947 formula, this does not 
help anyone. Mr Turney thinks that New 
Mexico will miss its target this year by 
10,000 acre feet (an acre foot is 326,000 
gallons). His successor will face the di- 
lemma of whether to shut off the Carlsbad 
irrigators to make sure that enough water 
can flow down to the Red Bluff reservoir in 
Texas. The state has also been buying up 
water rights in order to close down wells. 

It seems strange that such drastic mea- 
sures should be based on a formula from 
the 1940s that nobody believes is fair. The 
logical solution would be to update the 
formula, to take account of half a century's 
worth of hydrology. But the state that lost 
water, whichever it was, would inevitably 
block a new deal. Besides, a real attempt to 
redefine water rights might involve asking 
why farmers should get so much of the 
stuff in the first place. 

Whatever water manages to get to 
Texas is destined for the town of Pecos, the 
last big farm community to use the river 
before it joins the Rio Grande. Pecos is fam- 
ous for its cantaloupe melons-though 
these rely on groundwater pumps rather 
than the river, which is here no more than 
afew isolated puddles among the hubcaps 
and beer cans. But old animosities remain: 
the residents of Pecos know where "their" 
river has gone. Upstream, says Alvaro Na- 
vidad, who has come to look for rattle- 
snakes by the bridge, there's a place called 
Carlsbad, where they have a park, and the 
people there like to keep it green. m 
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The twisters return 


Seventy tornadoes tore through Louisiana and Pennsylvania over the weekend, 
destroying homes, flattening factories and killing 36 people. Of the 12 states affected, 
Tennessee was worst hit, with 17 dead; eight of these were in Mossy Grove, a small town 
almost wiped out by a mile-wide tornado. The storms were caused by a cold front moving 
into areas where temperatures had been unseasonably high. 
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Cometh the hour, cometh the wrong woman 


T= first rule of holes is: if you're in one, stop digging. An Op- 
position party that manages to defy history by losing seats in 
a mid-term election is clearly in a hole. And what is the Demo- 
crats' reaction to their predicament? They're shovelling dirt like 
there's no tomorrow. As The Economist went to press, they were 
due to elect Nancy Pelosi to replace their retiring minority leader, 
Dick Gephardt. The Californian congresswoman's main rival, 
Martin Frost from Texas, has withdrawn his name. The only re- 
maining challenger, Harold Ford, a 32-year-old from Tennessee, 
is putting down a marker for his future ambitions. 

This is a disaster for the Democrats. Ms Pelosi will be 
responsible for shaping Democratic policy in Congress and sell- 
ing that policy to the American people, an important enough job 
in any circumstances, but a pivotal one when the party is in tur- 
moil. The Democrats' leading figures are slugging it out for the 
presidential nomination. Tom Daschle, never the brightest of 
stars, is duller still now that he has lost control of the Senate. Ms 
Pelosi, the first woman to hold such an exalted position in either 
party, is likely to be the public face of the Democratic Party. 

Ms Pelosi has much to recommend her. The 62-year-old is 
clever, poised and telegenic-a mother of five who did not get 

into Congress until she was 47, but who has risen rapidly 
through the party's ranks, becoming minority whip this year. 
She is popular with her colleagues. She has only one defect—but 
itis a big one. She is a San Francisco liberal. 

One of the clearest lessons of recent American history is that 
in a relatively conservative country the Democrats flourish 
: when they move towards the centre—not just the political centre, 
but also the cultural centre. The likes of George McGovern and 
Michael Dukakis may have piled up landslide victories in Har- 
vard and Manhattan. But they never connected with ordinary 
Americans. It took a southern governor with a taste for barbecue 
and a tolerance for Old Sparky to rescue the party from oblivion. 
... Ms Pelosi has a solidly left-wing record. She voted against giv- 
~ ing the president war powers in Iraq, just as she voted against the 
Gulf war a decade ago. In 1996, she voted against welfare reform 
_ in the name of the poor (however, it has since helped to slash 
welfare rolls and reduce black poverty to historic lows). She also 
opposed Trade Promotion Authority, despite the fact that her 























own state's economy thrives on exports. You name it: wherever 
there is a hard decision to be made, Ms Pelosi can be counted on 
to come out on the fluffy side. 

Ms Pelosi’s problem has as much to do with culture as with 
politics. Mr Gephardt was hardly a New Democrat. But at least 
he represented blue-collar St Louis. San Francisco is wacky even 
by Californian standards, a city that voted for Al Gore by a mar- 
gin of 61 points and that recently decided to allow city employ- 
ees to have sex-change operations at public expense. San 
Francisco is home to the Ninth Court of Appeals, which voted to 
ban the phrase "under God" from the Pledge of Allegiance. Bar- 
bara Lee, the only member of Congress to vote against using 
force after September 11th, represents Oakland, just across the 
bay. The city spent less on its Veterans Day parade this Monday 
than it did on the Brazilian Holiday Carnival or the Samoan Flag 
Day. This is hardly the sort of place to fashion a moderate Demo- 
cratic doctrine that can appeal to what San Franciscans refer to as 
America's "flyover territory". 

Ms Pelosi's defenders make two contradictory arguments on 
her behalf. The first is that she is not quite the screaming liberal 
she might seem. She comes from a deeply pragmatic Baltimore 
political family and she has made her name serving on two of 
Congress's most bipartisan committees, intelligence and appro- 
priations. She knows that her party needs to appeal to people 
other than trustafarians and tofu-eaters. The second argument is 
more or less the opposite: that there is nothing wrong with a 
leader who wants to fight for her side. Isn't the main job of the 
leader to charge up the party's base? Didn't Dick Gephardt repre- 
sent the left of his party? And haven't the Republicans just made 
Tom DeLay the House majority leader? 

Ms Pelosi is certainly more emollient in person than Mr De- 
Lay. Who isn't? But she has made it clear that she believes that 
the Democratic Party's big default on November sth was its fail- 
ure to challenge the Republicans head-on. A lot of rank-and-file 
Democrats, bitter about their recent defeat, are keen to see some 
blows land on Mr Bush, and to pull Ms Pelosi to the left. 


Ileft my majority in San Francisco 

The danger in this approach is that it will bring short-term gains 
at the expense of long-term disaster. A more forceful criticism of 
Mr Bush's policies on Iraq and the economy may well galvanise 
the radical faithful. Ms Pelosi’s friends in Hollywood may start to 
pour in money. The editorial pages of the New York Times may 
buzz with enthusiasm. The cloud that currently hangs over the 
party may temporarily lift. But the problem with galvanising the 
base is that you can alienate the silent majority. 

Although Mr Bush clearly has an edge today, he is still a long 
way from securing victory in 2004. Ms Pelosi risks stranding the 
Democrats on the wrong side of Mr Bush's trump card—national 
security. Karl Rove, Mr Bush's Svengali, celebrated victory in the 
mid-term elections by ordering a march to the centre on every- 
thing from tax cuts to the culture wars. The more Congress is po- 
larised between Ms Pelosi's liberals and Mr DeLay's hardliners, 
the more Mr Bush can pose as an embodiment of all-American 
common sense. 

Ms Pelosi will eventually be obscured by the Democratic 
presidential candidate. The party could come to its senses and 
nominate a centrist. But, for a while, all eyes will turn to Ms Pe- 
losi. Don't be surprised if Mr Rove is among the first to congratu- 
late her on her new-found success. tii 


Argentina's collapse 


The death of Peronism? 


BUENOS AIRES 





Things ain't what they used to be for the political movement founded by Juan and 


Eva Peron, which risks permanent fracture 


DUARDO DUHALDE, since January Ar- 

gentina's interim president, insists that 
he will stick to his self-appointed timeta- 
ble and hand over power to an elected suc- 
cessor next year on May 25th, the country's 
national day. Yet it is not just his oppo- 
nents who are starting to doubt his word. 
Last week, Mr Duhalde admitted that a 
presidential election scheduled for March 
3oth is likely to be postponed. The blame, 
he says, lies with a judge who has an- 
nulled his proposed electoral calendar. But 
much more is at stake. 

Behind the argument over the elec- 
tion's timing lies a titanic struggle for con- 
trol of what remains of Peronism, the em- 
blematic political movement of modern 
Argentina. Founded by Colonel Juan Pe- 
ron, a nationalist caudillo, and his charis- 
matic wife, Eva, in the 1940s, Peronism has 
always been about leadership and patron- 
age more than ideology. Though dimin- 
ished, it still commands the support of per- 
haps a third of voters. Its grip on the lower 
orders of the Buenos Aires rustbelt has 
helped to ensure social peace, even as Ar- 
gentina’s GDP has shrunk by almost 15% 
following debt default and devaluation. It 
is one of the country’s few remaining insti- 
tutions—and it is fractured between Mr 
Duhalde, his bitter rival Carlos Menem, 
Argentina’s president from 1989-1999, and 
half a dozen provincial bosses. 

Mr Duhalde, installed by Congress 
after Fernando de la Rua was overthrown 


by protests, was originally due to govern 
until December 2003. Difficulty in obtain- 
ing political support for the measures re- 
quired for a loan agreement with the IMF, 
and (so far groundless) fears of further 
protests led him to offer to bring forward 
his departure. But now, all is confusion. 
Even though an appeal court is likely to 
confirm the legality of the government's 
timetable, it is now almost too late to im- 
plement it. Having urged the courts to rein- 
state the schedule, Mr Duhalde has asked 
Congress not to approve it. 

The confusion is not accidental. The 
only sure betisthat Mr Duhalde will do his 
utmost to postpone both a primary (now 
due in January) and an election while Mr 
Menem has any chance of winning either. 
The battle between them goes back years. 
Mr Duhalde was once Mr Menem's vice- 
president. But they collided over Mr Du- 
haldes own ambitions. Having helped 
block Mr Menem’s attempts to stand for a 
third term in 1999, Mr Duhalde stood him- 
self; he blamed his rival for sabotaging his 
campaign, letting in Mr de la Rua, of the 
opposition Radical party. 

Polls have made Mr Menem a frontrun- 
ner, though with less than 20% of the vote. 
They also show that though most Argen- 
tines think Mr Menem partly responsible 
for their plight, they expect him to win. He 
still controls the party's executive, and 
might win a party primary. But Mr Du- 
halde has cobbled together an alliance of 
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several provincial factions, and is fighting 
back. Last week, at a party council, he was 
backed by around two-thirds of delegates, 
who voted to postpone the primary and to 
electa new executive. 

But Mr Duhalde lacks a candidate. His 
first choice would be Carlos Reutemann, 
the governor of Santa Fe province. But he 
has repeatedly declined. Several other Pe- 
ronist hopefuls (including Adolfo Rodri- 
guez Saa, president for a week last Decem- 
ber, and another frontrunner) also appear 
reluctant to step in to the feud. Instead, 
they will probably run outside the party— 
the first ime Peronism would enter a presi- 
dential election divided. 

So one option under consideration by 
the president's men is to cancel the prim- 
ary, and use an alternative system, 
whereby parties run several presidential 
candidates, with the two who collect most 
votes facing a run-off. Another is that Mr 
Duhalde stands himself. His aides believe 
his popularity could rise. They argue that 
the economy's long fall has at last stopped. 
They still hope for a long-awaited deal 
with the rMr. (However, it was not clear 
whether Argentina would make a big debt 
repayment due to the World Bank on No- 
vember 14th.) 

Allthis makes sense to Mr Duhalde and 
his followers. The Fund thinks differently. 
Beyond the fine print of the agreement, the 
delay in its approvalis said to be due to the 
IMF's perplexity at Argentina's political 
confusion, and queasiness that any deal 
might boost Mr Duhalde, thus prolonging 
a government which has lacked the 
strength and will to take tough decisions. 

Whoever wins this power struggle, un- 
less and until Peronism unites under a 
new leader, or alternative political move- 
ments emerge, Argentina is likely to have a 
weak government. And that bodes ill for 
its chances of recovery. W 
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Recovery in Peru 


loo good to last? 


LIMA 
Their country is doing quite well—but 
Peruvians don't think so 


ife economy is growing at 4% and in- 
flation is only 2%, a steady performance 
and one that looks almost spectacular 
compared with the rest of Latin America. 
Moreover, a decade of increasingly 
authoritarian rule has given way to the res- 
toration of democracy and a few promis- 
ing reforms. Given this, you might expect 
Peruvians to reward their president, Ale- 
jandro Toledo, by backing his allies in an 
election for the country's newly-restored 
regional governments on Sunday. You 
would be wrong. 

After 15 months in office, Mr Toledo's 
approval rating stands at a mere 23%. And 
even that amounts to a revival: it was 
down to 14% in mid-October, until he at 
last plucked up the courage to recognise an 
illegitimate daughter and so resolve a pa- 
ternity suit that had been damaging his 
credibility. Thus fortified, the president 
has spent this month touring the country, 
opening schools and roads and handing 
out computers. 

Even so, his Peru Posible party is ex- 
pected to be slaughtered in the election. 
Polls suggest that some regions will go to 
the opposition APRA party of Alan Garcia, 
a populist former president, but most to a 
motley collection of independents and lo- 
cal outfits. That is partly because of Mr To- 
ledo's personal shortcomings. His wife, 
Eliane, has not helped: a Belgian-Ameri- 
can anthropologist, she failed to declare 
that she was earning $10,000 a month as a 
consultant to a foreign bank. But Mr To- 
ledo's problems also stem from the diffi- 
culty of satisfying popular expectations in 
a country where more than half are poor. 

Mr Toledo owes his election to his stub- 
born campaign against the corrupt auto- 
cracy of Alberto Fujimori. He says he fa- 
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Toledo feels the weight of responsibility 


vours a market economy and liberal 
reforms—on some days, at least. But he is 
prone to rash promises, and to contradict- 
ing himself. Some Peruvians doubt 
whether he has the strength to resist a re- 
turn to fiscal irresponsibility and demands 
for government meddling in everything 
from prices to tariffs. Those doubts are 
holding back private investment. 

In June, Mr Toledo faced a popular re- 
bellion in Arequipa, Peru’s second city, 
after he broke a campaign promise by pri- 
vatising two electricity firms. That revolt 
led to a cabinet reshuffle, and halted other 
privatisations. This has complicated the 
government's finances. Under Mr Fuji- 
mori, Peru fell into the habit of using pri- 
vatisation revenues to pay for day-to-day 
spending. Now, the government faces a 
hole in its accounts (see chart) which it 
hopes to plug this year with a $500m bond 
issue. Next year looks more challenging. 

The Arequipa riots were part of a 
broader wave of protests. Released from 
the grip of Mr Fujimori and Vladimiro 
Montesinos, his jailed spy chief, Peruvians 
have vented their frustration at several 
years of sluggish growth. Mr Toledo has 
appointed some capable ministers. But 
they have been forced into firefighting. 

Take the interior ministry, where the 
new team launched an imaginative police 
reform. This involved sacking 620 senior 
officers tainted by the abuses of the old re- 
gime and trying to improve the work and 
conditions of those who remained. There 
are new offices to handle both internal 
grievances and public complaints. 

But Gino Costa, the interior minister, 
says that ambitious plans to modernise 
police stations and focus police man- 
power on tackling crime face two big con- 
straints. First, the police force is tied down 
dealing with up to a dozen (often violent) 
demonstrations a day, providing security 
to dignitaries, or fighting drugs and the re- 
mains of Sendero Luminoso, a terrorist 
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group. The second problem is lack of 
money. Pamplona Baja, a Lima shanty- 
town district of 80,000, has only one po- 
lice car. Most police stations lack comput- 
ers. “When I visit, they ask for a new 
typewriter,” says Mr Costa. But 94% of his 
ministry’s $750m budget is eaten up by 
wages and pensions. What money there is 
for new equipment comes from eliminat- 
ing corruption, such as in buying petrol. 

Escaping this vicious circle of poverty 
and discontent requires sustained growth. 
Mr Toledo’s critics fear that by putting off 
economic reforms he has squandered the 
chance of that. But the economy has per- 
formed better than the critics forecast. And 
at least the opposition has no desire to 
overthrow the president. As an adviser to 
APRA's Mr Garcia puts it: “Any further ero- 
sion of Toledo would favour Fujimori,” 
still scheming in his refuge in Japan. 

Memories of the hyperinflationary 
chaos of Mr Garcia’s 1985-90 presidency 
have not died. “If Alan Garcia taught us 
something, it's macroeconomic principles. 
There is a consensus that there is a pro- 
blem with the fiscal deficit. Many people 
have a great feeling of the country’s pre- 
cariousness,” says Julio Cotler, of Lima’s 
Institute of Peruvian Studies. But that may 
not be enough to turn a democratic res- 
toration into a full success. m 





Modernising Mexico 


Yes, ministro 


LONDON AND MEXICO CITY 
President Fox seeks inspiration abroad 
to reform a dysfunctional civil service 


N BRITAIN this week for an official visit, 

Mexico's president, Vicente Fox, had 
lunch with the prime minister and tea 
with the queen. He opened a stunning Az- 
tec exhibition at London's Royal Academy, 
and drew attention to some similarities 
between Tony Blair's policies and his own. 
To The Economist, he enthused about the 
use of private-public partnerships to pay 
for infrastructure projects (already being 
used for $20 billion of investment in en- 
ergy in Mexico, he says). And if Mr Fox gets 
his way, a reform of Mexico's public ad- 
ministration, partly inspired by Britain's 
civil service, could become one of his most 
enduring legacies. 

A civil-service reform law has already 
been approved by the Mexican Senate, 
andis now being picked over by the lower 
chamber. It forms part of Mr Fox's broader 
effort to democratise Mexico, after seven 
decades of rule by the Institutional Revo- 
lutionary Party (PRI). It is also one of the 
few areas in which he has not been handi- 
capped by his lack of a majority in Con- » 





ABBEY 
NATIONAL 
OFFSHORE 





"POTE — 
"Pecial Sterling deposit with 
interest linked to UK Base R9'* 





If you have £50,000 or more to deposit - 
and can give 180 days’ notice on withdrawals - Gap +44 (0) 1534885100  |(*852) 3120 9188 


our Offshore Base Rate Tracker 180 could be +44 (0) 1534828884 | (+852) 3120 9114/5 






[ FAX | 
just the account for you. sales@anoffshore.com enquiries@abbeynational.com.hk 
The benefits include:- ia Abbey National Offshore Abbey National Offshore 
c Pr PO Box 545, Jersey JE4 8XG, Hong Kong Representative Office, 
@ interest guaranteed to be linked to UK Base Rate" Channel Islands 3201 Dah Sing Financial Centre, 
* Choice of annual or quarterly interest options E Please quote ECO1 when making an enquiry 108 Gloucester Road, Wanchai, HK 
paid gross 
€ Annual - guaranteed 0.40% over UK Base Rate to 28/02/03, invesunent. ! | 
and from 01/03/03 at least UK Base Rate de. WINNER MOREY Marketing 






AWARDS 2002 


lus 0.20% i 
= Winner 


e Quarterly - guaranteed 0.30% over UK Base Rate to 
28/02/03, and from 01/03/03 at least UK Base Rate 


plus 0.10% Best Offshore Best Offshore Provider of Investment Accounts 


Bank Product Range 
m Leading Offshore Bank 
So long as a balance of at least £50,000 is maintained at all times. 3 


For lower balances, please contact us. Best Offshore Provider of International Mortgages 


www.anoffshore.com 


New accounts opened with Abbey National Treasury international Limited are normally sited in Jersey rather than the Isle of Man and as such are not covered by the Isle of Man Depositor Compensation Scheme, as established by 
the Banking Business (Compensation of Depositors) Regulations 1991 or the Financial Services Compensation Scheme established under the United Kingdom Financial Services and Markets Act 2000. Isle of Man situs accounts afe 
covered by the Depositors Compensation Scheme contained in the Banking Business (Compensation of Depositors) Regulations 1991. 

Abbey National Treasury International Limited is not an authorised institution within the meaning of the Banking Ordinance (CAP 155) and is therefore not subject to the supervision of the Hong Kong Monetary Authority. 

Abbey National Offshore is a registered business name of Abbey National Treasury International Limited which is incorporated in Jersey and has its principal place of business at 41 The Parade, St. Helier, Jersey JE4 8XG. Abbey National 
Treasury International Limited which is a wholly owned subsidiary of Abbey National plc is registered under the Banking Business (Jersey) Law 1991, and is licensed under the Financial Services (Jersey) Law 1998 to conduct 
investment business. It is also licensed by the Isle of Man Financial Supervision Commission to conduct banking and investment business. The paid up capital and reserves of Abbey National Treasury Intemational Limited exceeded 
£240m as at 31st December 2001. 

ALL DEPOSITS CARRY THE FULL AND UNCONDITIONAL GUARANTEE OF ABBEY NATIONAL PLC. ® Abbey National and the umbrella couple symbol are registered trade marks of Abbey National plc. 


40 The Americas 


A mediator in Venezuela 


Double games 


CARACAS 
Can negotiations bring political peace? 


I: WAS a step back from the abyss of 
potentially violent confrontation—but 
only a small one. After a year of dead- 
lock, the government of President Hugo 
Chavez and Venezuela’s opposition fi- 
nally began talks on November 8th. That 
in itself was a big achievement for Cesar 
Gaviria, the secretary-general of the 
Organisation of American States (OAs), 
who is chairing the talks. But gaining an 
agreement will be even harder. 

Both sides seem to see the sessions as 
a chore: necessary to show their demo- 
cratic credentials but unlikely to deliver 
what each wants. The opposition wants 
Mr Chavez, who claims to be leading a 
“Bolivarian revolution”, to step down. It 
has asked the National Electoral Council 
(CNE) to organise a referendum on the 
subject. Otherwise, the opposition 
threatens an indefinite general strike to 
force Mr Chavez out. Preparations for 
this continue, in parallel with the talks. 
And days after these began, opposition 
leaders signed a “unity message” with 
dissident military officers occupying a 
Caracas square since October 22nd. 

Mr Chavez’s negotiators (who in- 
clude four cabinet ministers) con- 
demned the opposition’s “double- 
speak”. But their position is no less 
contradictory. They insist (contrary to 
the spirit and, arguably, the letter of Mr 
Chavez’s 1999 constitution) that no ref- 


> gress, since he has won cross-party agree- 
ment for the change. 

At present, except in the foreign minis- 
try, there are no permanent federal-gov- 
ernment staff above the unionised ranks 
of chauffeurs and porters. Each new minis- 
ter can change every executive job in his 
ministry. Under the prt, he often did. Dif- 
ferent factions within the ruling party 
would spend a lifetime moving around 
the bureaucracy, according to the career 
moves of their leaders. There was no pro- 
fessional career structure. Rather, “public 
administration was a kind of booty for 
serving the PRI,” as an official puts it. 

As a result, the standard of Mexico’s 
public administration lags embarrassingly 
behind the rest of Latin America, let alone 
Europe or the United States. Corruption 
and incompetence are rife. To assure a 
peaceful transition, Mr Fox agreed to leave 
public officials in their jobs at first (though 
some say this has left his government 
open to undermining from within). Now 
he wants to create an independent civil 
service, with promotion based on merit 


erendum can be called before August 
2003. So Mr Chavez is scheming to pre- 
vent, or at least delay, it. He refuses to 
sign the new electoral law required by 
the constitution. He questions the legiti- 
macy of the CNE, whose board’s term 
expired months ago to government in- 
difference. If the CNE approves the ref- 
erendum, the government says it will go 
to the Supreme Court to block it. 

As the wrangling continues, the 
streets are turning violent. Disturbances 
on November 12th left one dead and 20 
with gunshot wounds. A week earlier, 
another score were hurt. The govern- 
ment blames “uncontrollable” extrem- 
ists and agents provocateurs. The 
opposition blames Mr Chavez’s thugs. 
The abyss remains only a step away. 
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A mob of constitutional lawyers 


rather than political patronage. “We are 
moving towards a more professional, less 
partisan, government,” he says. 

The new law divides the jobs of 
130,000 officials in the federal civil service 
into five grades, from director-general to 
clerk. All these posts will now be adver- 
tised. Controversially, their current occu- 
pants will have to re-apply for their own 
jobs. As in Britain, university graduates 
will be able to take a competitive exam to 
enter a “fast stream”. There will be new 
“individual performance evaluations”: 
those who fail could be fired. The aim is to 
avoid moving from a partisan administra- 
tion to a moribund bureaucracy of jobs- 
for-life. Ministers will be able to hire politi- 
cal aides as special advisers, but—to sepa- 
rate the political from the purely 
administrative—the advisers will not be al- 
lowed to give orders to civil servants. 

The bill may be approved next month, 
the blink of an eye by Mexican standards 
and an excellent advertisement for the 
consensus that has so far eluded Mr Fox in 
many other areas of reform. m 
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A government tires 


Small bribe, big 
stink in Chile 


SANTIAGO 
Much ado about campaign finance 


i ese a $20,000 bribe has triggered an 
enormous political kerfuffle speaks 
well of Chile's relative lack of corruption. 
But it also says much about two other 
things: the fatigue of the Concertacion, the 
centre-left coalition that has governed the 
country since 1990, and the failure of all 
Chile's politicians to tackle the issue of 
campaign finance. 

The bribe at issue was allegedly paid in 
2001 to Patricio Tombolini, a deputy min- 
ister of transport, in exchange for a permit 
to operate a vehicle-testing plant. As well 
as charging Mr Tombolini, two other for- 
mer officials, and three businessmen, the 
investigating judge has asked a higher 
court to strip six Concertacion legislators 
of immunity from prosecution. Some of 
them, it is claimed, also received political 
donations in return for favours. 

The caseis a huge blow to the Concerta- 
cion’s self-regard—and perhaps to its unity. 
It still likes to think of itself as occupying 
the moral high ground won by having dis- 
placed General Augusto Pinochet's dic- 
tatorship. But it has been looking weary. In 
a congressional election last December, it 
only scraped to victory, its lower-house 
majority cut from 20 seats to six. It is 
increasingly prone to backbiting. Indeed, 
two legislators from the Christian Demo- 
crats, the largest of the coalition's four 
members, may have been paid to leak the 
bribe story to the press (they have since 
been expelled from the party). 

The conservative opposition is quietly 
enjoying the Concertacion's woes. But it 
may not remain unscathed. Two years ago, 
the government of President Ricardo La- 
gos sent a bill to Congress that would have 
capped election spending and required 
contributions to be disclosed. The govern- 
ment blames the opposition, which re- 
ceives far more money than the Concerta- 
cion, for blocking the bill's progress. 

The scandal may have the effect of da- 
maging public esteem for all politicians. In 
response, the government promises mea- 
sures to cull the flocks of political appoin- 
tees in the public administration-a move 
that it sees as a first step towards a profes- 
sional civil service. And officials hope that 
public concern about corruption will pro- 
vide the needed momentum to get the 
election-spending bill through Congress. 
That looks optimistic. It would require a 
display of political energy and unity that 
now, more than ever, looks to be beyond 
the Concertacion. m 
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Hunger in Ethiopia 





Africa's horn of famine 


WEST HARARGHE 


Facing famine, Ethiopia appeals urgently for food aid 


HE famine about to strike Ethiopia 

could be worse than that of 1984. So 
says Meles Zenawi, the country's prime 
minister. It is a startling prediction. The ca- 
lamity 18 years ago slew 1m people, and 
brought pictures of biblical desolation to 
the world's television screens. This year, 
the rains have failed again. Without help, 
15m Ethiopians could be at risk by early 
next year. This is roughly twice as many as 
went hungry in 1984. 

Yet the comparison is misleading. More 
people may go hungry this time round, but 
far fewer will die. That the government has 
appealed for help already sets it apart from 
the dreadful Marxist oligarchy that pre- 
sided over the famine of 1984. The previ- 
ous regime first denied the problem, then 
obstructed aid deliveries, because its lead- 
ers did not mind if people from rebellious 
parts of the country, which was then em- 
broiled in a civil war, starved to death. The 
current regime is more humane. But still, it 
faces a tragedy. 

In West Hararghe, in eastern Ethiopia, 
fields of sorghum have wilted, the maize 
crop has dried to flaky husks, and people 
are reduced to eating roots to survive. To 
the north-east, the Afar desert is even drier 
than usual, and the region's 1.3m nomads 
are losing their cattle at an alarming rate. 

Ada Hussain, a pastoralist, says that 37 
of his 40 cows have died in two months, 
and the last three are too sick to provide 


milk for his children. One of his neigh- 
bours, Muhammad Idris, complains that 
COW carcasses are poisoning the river that 
is their main source of drinking water. 

Some of the worst-affected regions are 
deceptively green: the rains fell too little 
and too late for crops, but just enough to 
entice grass shoots out of the soil. A recent 
assessment, however, found that more 
than 1596 of children under five in such re- 
gions are already acutely malnourished. 
Many will not see another harvest until 
August, so without aid they will surely die. 
The World Food Programme (WEP) says 
that 6m people need to be given food if 
they are to survive into next year. 

Why isthis happening? Lack of water is 
an obvious problem. Few Ethiopian farm- 
ers irrigate. When the rains fail, so does 
their harvest. Another problem is a lack of 
roads, which raises the cost of seeds, tools 
and fertiliser, and makes it harder for peas- 
ants to get their crops to market. The gov- 
ernment is trying to tackle both problems, 
and so are donors. ActionAid, a British 
charity, hands out food to the able-bodied 
only if they help repair roads or dig ponds 
to conserve rainwater. 

Politics matters, too. The old military re- 
gime used to herd peasants forcibly into 
collectives, with lethal results. Since its 
overthrow in 1991, Ethiopians have been 
able to grow more food, at least in non- 
drought years. Between 1994-95 and 
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2000-01, for example, production of cere- 
als and pulses rose roughly 60%. But sub- 
sistence farmers, who, with their families, 
are perhaps 85% of the population, still 
find it hard to amass the necessary surplus 
in good years to see them through the bad. 

Between 1998 and 2000, a senseless 
war with neighbouring Eritrea cost a for- 
tune and prised many of the strongest 
hands off hoes and on to rifles. (In Eritrea, 
the aftermath has been even bleaker: 2.3m 
people now need food aid, out of a popu- 
lation of only 3m.) Ethiopian peasants are 
also burdened with taxes on the land they 
lease from the state, and levies for clinics, 
schools and roads. “What is [a farmer] left 
with?” asks Mesfin Wolde Mariam, a critic 
of the government, “Nothing.” 

In all, there are now more than 30m Af- 
ricans at risk of famine. Some are proving 
hard to help. Zambia has rejected Ameri- 
can food aid because some of it is geneti- 
cally modified. Swaziland’s king seems de- 
termined to buy a private jet costing more 
than his government spends on feeding 
the hungry. In Zimbabwe the government 
is deliberately starving people it suspects 
of supporting the opposition. 

Ethiopia has none of these problems. 
With American help, the government has 
set up a “famine early-warning system”, to 
identify areas where food will soon run 
out. An alert earlier this year attracted 
some foreign aid, but not enough, perhaps 
because Ethiopia’s troubles were over- 
shadowed by the crisis in southern Africa. 
According to the wep, Ethiopia will need 
at least another 2m tonnes of food aid to 
keep people alive next year. Rich countries 
should indeed fork out again, and gener- 
ously. But it is a short-term fix. As Clare 
Short, Britain's aid minister, says: “If you 
keep giving people handouts of food, you 
undermine local agriculture." m 
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Iran's struggle for reform 


Khatami's last 
stand, perhaps 


TEHRAN 
If the conservatives block us, we'll quit, 
say the reformists 


ECOMMENDATIONS from the late 

Ayatollah Ruhollah Khomeini, Islamic 
Iran's first "supreme leader", were swiftly 
implemented. But on November 1ith, 
when his successor, Ayatollah Ali Khame- 
nei, urged members of the government, ju- 
diciary and parliament to put an end to 
their feuding, his recommendation had lit- 
tle effect. If the insubordination continues, 
Mr Khamenei may carry out his oblique 
threat to suppress it with violence. His 
predecessor would have had no qualms. 

Ayatollah Khomeini was always able to 
carry the mass of the people with him. By 
contrast, the clerical establishment associ- 
ated with his successor seems isolated. In 
the past few days, it has been threatened 
by an alliance composed of students, par- 
liament and President Muhammad Kha- 
tami's reformist government. 

The crisis was set off on November 6th, 
when a conservative judge handed a 
death sentence to Hashem Aghajari, a free- 
thinking academic, for a speech he made 
in the summer. Mr Aghajari had attacked 
theocratic government, compared the imi- 
tative reverence of Shia Muslims for top 
ayatollahs to the mimicry practised by 
monkeys, and proposed a Shia version of 
Europe's Protestant reformation. A short 
spell in jail was expected, but the severity 
of his sentence generated fury: demonstra- 
tions, up to 2,000-strong, were held at uni- 
versities across the country. 

The death sentence was not the first 
sign of an intensified judicial campaign. 
Abbas Abdi, who has emerged as the re- 
formists' most influential strategist, was ar- 
rested on November 4th, and his market- 
research company was closed. Many sus- 
pect that Mr Abdi’s main sin was his 
contention that reformists in government 
and parliament can force conservative in- 
stitutions to dilute their power by simply 
refusing to co-operate with them. Political 
motives are behind the arrest of two other 
market researchers: one of them made the 
discovery, unpalatable to chauvinistic 
conservatives, that most Iranians want 
there to be official talks with America. 

The judges’ real target is Mr Khatami. 
They are hoping to intimidate him into 
abandoning the two bills, now before par- 
liament, that he sponsored. With these 
bills, the president is threatening the con- 
servatives more directly than at any time 
since he was first elected, five years ago. 

The first bill is aimed at relieving the 
country’s conservative-dominated Coun- 





Disgust at a death sentence 


cil of Guardians of its self-conferred right 
to disbar reformist candidates from office, 
aright itis expected to exploit in the run-up 
to the 2004 parliamentary election. The 
second would empower Mr Khatami to act 
against what he sees as the conservatives’ 
disregard for constitutional freedoms. 

The complicated ratification process is 
expected to be completed within three 
weeks. If matters were to follow their 
usual course, the Council of Guardians, 
which doubles as an upper house, would 
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then summarily veto the bills. But there is a 
coda. The president, his cabinet and doz- 
ens of reformist deputies have let it be 
known that, if the bills are blocked, they 
will follow Mr Abdi’s advice about non- 
co-operation, and quit. 

That could be the time for Mr Khame- 
nei to unleash his “popular forces”. These 
are the paramilitaries and bully-boys who 
were instrumental in putting down riots in 
1999. So far, there has been no confronta- 
tion. Taking their line from the supreme 
leader, who has tried to put about his 
impartiality by implicitly criticising Mr 
Aghajari’s sentence, the paramilitaries 
made no serious attempt to break up the 
peaceful student protests. 

In the past, heated rows between con- 
servatives and reformists have usually 
ended in compromise. The conservatives 
are jittery about non-co-operation. If Mr 
Khatami and his government were to quit, 
the regime would be bereft of the shreds of 
popular legitimacy that the president’s 
presence confers on it. Mr Khatami is use- 
ful for another reason, too. His popularity 
abroad is all that protects Iran from belli- 
cose suggestions, including those emanat- 
ing from Israel, that the Islamic republic is 
eligible for regime change. 

Mr Aghajari’s sentence, and the latest 
arrests, could be bargaining tactics. The 
conservatives may intend to dangle le- 
niency—by commuting Mr Aghajari’s sen- 
tence, for instance—as a way of persuading 
Mr Khatami to drop his threat to resign. But 
the president will find it hard, this time, to 
back down: he has made a bold stand, and 
his place in history is at stake. m 





Crackdown in Jordan 


Black masks amid the devout 


MAAN 


Pro-Iraqi dissent is growing among Jordan’s loyal, indigenous tribes 


A ARAB city where tanks roll through 
the streets, helicopter gunships fire at 
homes, soldiers wage house-to-house 
combat, and the police impose a curfew? It 
sounds like Nablus, said Jordanians, think- 
ing of Israel's latest assault. But the town is 
Maan, 200km (125 miles) south of Am- 
man, and the force that stormed it is Jorda- 
nian. Four days after the assault was 
launched on November 10th, the town's 
mosques, normally full for Ramadan pray- 
ers, were empty, residents needed written 
permits to leave their houses, and a perva- 
sive sense of danger hung in the air. 
Officially, the assault was to arrest a lo- 
cal preacher, Muhammad Shalabi. For two 
weeks, officials have been seeking to in- 
terrogate the cleric about last month's kill- 


ing of Lawrence Foley, an American dip- 
lomat. But Mr Shalabi appears to have 
escaped. Bewildered Maanis wonder why 
the intelligence services did not do what 
they usually do: mount a discreet opera- 
tion to grab the man. The show of armour 
seems a sledgehammer to swat a fly. 

But Mr Shalabi was no simple fire- 
brand, reply officials. They paint a picture 
of a band of brigands holding hostage the 
frightened and beleaguered people of 
Maan. Maanis themselves say he be- 
longed to a group called Takfir wal Hijra, 
which had declared the king (and others) 
to be unbelievers. His disciples, they say, 
used to prowl the streets in black masks, 
and prayed, with grenades strapped to 
their chests, for an Islamist protectorate. 
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Kenyan prisons 


Inmates want more porridge 


NAIROBI 


Because the guards are eating their food, and they are starving 


of an 11-year sentence, slipped out of a 

enyan prison late last month, grabbed a 
parcel of cunningly-stashed clothes, and 
hot-footed it straight to the commis- 
sioner of prisons in Nairobi. 

He wanted to complain that his fel- 
low-inmates were starving. The reason: 
warders were stealing their food. Kenyan 
jails are dire, with 50,000 inmates 
crammed into cells built for 15,000, and 


Jor NJUGUNA, a thief nearing the end 


Traditionally, Jordan’s Islamists are 
well integrated into the political structure. 
But this is changing. King Abdullah is de- 
termined to mount his own war on terror, 
before American troops offer to do the job 
for him. No less important, he wants to nip 
in the bud any armed resistance to an 
American strike on Iraq. Jordanian preach- 
ers have already begun unleashing fatwas 
ordering a jihad in the event of war. 

Maan, a city that has rebelled against 
authority four times in the past 13 years, 
was an obvious choice. Located on the des- 
ert edge, the town can trace a history of re- 
volt back 2,000 years. More recently, de- 
monstrations in support of Iraq have 
repeatedly spiralled into rioting (the pro- 
Iraq Baath Party has old roots in the town). 

Now the town is sealed off from the rest 
of the kingdom: checkpoints block the 
highways, and telephone lines are cut. The 
king, making a hastily arranged trip to 
Mecca, has apparently sounded out the 
Saudi leaders on barring Mr Shalabi’s way 
south. The government says the operation 
will continue until all unlicensed guns in 
the south have been confiscated: a huge 
target since most tribesmen are armed. 

But, so far, the unrest has shown little 
sign of spreading to other towns. Signifi- 
cantly, Jordan’s Palestinian majority, con- 
centrated in the Amman region, has 
shown less agitation about Jordan’s possi- 
ble role in a war on Iraq than have the in- 
digenous tribes to the south. 

Yet Maan is particularly important to 
the monarchy. When the king’s great- 
grandfather, Abdullah I, first rode up from 
the Arabian peninsula to claim the east 
bank of the Jordan in 1920, Maan was the 
first town to herald him king. Ever since, 
the Hashemite monarchy has relied on a 
bedrock of indigenous support. But Maan 
eyewitnesses tell of masked men manning 
machineguns on roof-tops to resist the 
army sent from the north. And the hospital 
has orders not to release the bodies of the 
few people killed lest funerals degenerate 
into intifada-like protests. m 


an estimated 90 deaths each month 
from disease, neglect and torture. 

En route, Mr Njuguna stopped by at 
the offices of Kenya’s leading newspa- 
per, to make sure that the authorities did 
not have the option of hushing the mat- 
ter up. So they tried to discredit him by 
disputing the less important parts of his 
story. He was only in jail for seven years, 
they said, not 11. To his allegations of 
starvation and buggery, no response. 


Israel's Labour Party 
Fantasy-land 
prime ministers 


JERUSALEM 
Labour’s choice is whether to oppose, 
or be junior partners again 


N A television debate on November 12th, 

the three candidates who next Tuesday 
will compete to be leader of the Labour 
Party said what they would doif they were 
Israel’s prime minister. Good ideas, some 
of them, but all political pie-in-the-sky, 
given the strength of the lead that opinion 
polls give the rival Likud. 

“If I were prime minister,” fantasised 
Amran Mitzna, Haifa’s mayor and the cur- 
rent front-runner, “I promise to separate Is- 
rael from the Palestinians, by negotiation if 
possible, if not, then by unilateral with- 
drawal.” Haim Ramon, a veteran Labour 
politician, said he would not waste time 
trying to negotiate with the present Pal- 
estinian leaders, but would press ahead 
with the “security fence” between Israel 
and the West Bank. Binyamin Ben-Eliezer, 
the incumbent Labour leader, said that 
once he was prime minister, new Palestin- 
ian leaders would come forward to negoti- 
ate with him over the Clinton proposals 
and the Saudi Arabian peace plan. 

But the reality is that Ariel Sharon 
seems firmly on course for victory, both 
over his Likud challenger, Binyamin Net- 
anyahu, in their party primary on Novem- 
ber 28th, and in the general election two 
months later. A midweek survey on Chan- 
nel Two television gave the Likud 36 seats 
to Labour’s 18 in the 120-seat Knesset. 

The prospect of defeat did not staunch 
the three putative prime ministers’ inter- 
necine vitriol. Mr Ben-Eliezer poured scorn 
on Mr Mitzna as a naif and a political neo- 
phyte. Mr Ramon disparaged Mr Ben- 
Eliezer, until recently minister of defence, 
for having served “as sous-chef in Ariel 
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Sharon's kitchen cabinet" which dished 
up two years of disaster to the Israeli peo- 
ple. Mr Mitzna, a bearded and dour ex-gen- 
eral, said he offered a new and different 
leadership for the dispirited old party. 

Will that be as leader of the opposition, 
or will Labour sidle back into Mr Sharon's 
embrace after the election? Some Labour 
members positively yearn for the rehabili- 
tative effects of a spell of uncompromising, 
and uncompromised, opposition. They 
say that another term as the Likud’s junior 
partner would mean ideological and 
psephological demise. Yossi Beilin and 
other prominent doves say they will leave 
if that happens, and join the Meretz Party 
in anew social-democratic alliance. 

But Mr Ben-Eliezer made it clear in the 
debate that if he is still leader he will want 
to lead Labour right back into a coalition 
with Mr Sharon after the election. And Mr 
Sharon, addressing his party’s convention 
a few hours earlier, said much the same. 
He knows that even a much-enlarged Li- 
kud could still have trouble sustaining a 
stable government without Labour, evena 
much-shrunken Labour. 

Mr Ben-Eliezer admits that the outgoing 
government “did nothing” of merit. He ar- 
gues, though, that Labour’s presence at the 
cabinet table had curbed the Likud. “I’ve 
been gone three days,” he said, “and 
they’re deporting Arafat already.” 

In fact, though, Mr Sharon made no 
move to deport the Palestinian leader from 
the West Bank, ignoring Mr Netanyahu’s 
urging that he do so in the wake of the mur- 
der on November 10th of five civilians, in- 
cluding a mother and her two children, in 
a kibbutz in Israel. The terrorist was a Fa- 
tah-Tanzim militant, nominally therefore a 
Yasser Arafat supporter (Mr Arafat ordered 
an investigation). But Mr Netanyahu's de- 
portation proposal was "irrelevant", an 
aide to Mr Sharon explained. It would 
also, certainly, have upset the Americans. 

Instead, the prime minister and his 
new minister of defence, Shaul Mofaz, un- 
leashed on November 13th yet another ar- 
moured incursion, this time into Nablus, a 
city that Israel says is the source of much of 
the current terrorism. The troops will stay 
there for weeks, searching house-to-house 
for weapons, explosives and wanted men. 
And tens of thousands of people will 
spend thetime cooped up under curfew. m 
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Mitzna would at least be a new voice 





German politics 


Gerhard Schróder's rocky new start 


BERLIN 


Back to office he came in September, and so far what a mess he's making of it 


EVER in modern German history has 

a newly elected government got off to 
such a wretched start. With Germany now 
teetering on the brink of its second reces- 
sion in just over a year, there is an increas- 
ing sense of helpless floundering at the 
top. Forget the "steady hand" on the tiller 
that Gerhard Schróder promised when the 
economic going first began to get rough last 
year. This is now rudderless drift. And 
with a mutinous crew to boot. Small won- 
der many of the passengers are already 
wondering whether they chose the right 
captain on September 22nd. 

Right up to the general election, Mr 
Schróder's then government had assured 
voters that it had everything under con- 
trol. Times were certainly difficult, it said, 
butit was still expecting modest growth of 
0.75% this year, rising to 2.5% next year. Tax 
increases? No question of that to do it dur- 
ing an economic downturn would be 
"economically absurd", Mr Schróder in- 
sisted. Welfare contributions? They would 
be "stabilised". And the public deficit? 
Hans Eichel, the finance minister, was "cer- 
tain" that Germany would keep within the 
European Union's 3% limit. All that has 
now been turned on its head. 

The government no longer expects the 
economy to grow by more than 0.5% this 
year and 1.596 next. And even that looks op- 
timistic. Germany's “five wise men", the 
government's independent economic ad- 


visers, now forecast growth of just 0.296 
this year and 1.0% next. The zew insti- 
tute's monthly index of business expecta- 
tions plunged this month to its lowest level 
since just after the terrorist attacks on New 
York’s twin towers, suggesting, according 
to the institute’s president, Wolfgang 
Franz, a “nosedive” of economic activity in 
Germany in the first half of next year. Eu- 
rope’s biggest economy is in crisis. 
Slowing growth and rising unemploy- 
ment have already led to a collapse of tax 
revenues and a jump in welfare spending, 
creating yawning gaps in budgets at both 
federal and local level, as well as in public- 
health and pension funds. The govern- 
ment is seeking to plug the holes with a 
mix of tax rises, spending cuts, increased 
welfare contributions and new borrow- 
ing. But the public deficit is now certain 
this year to overshoot the 3% limit by along 
chalk-the government estimates 3.7%— 
and perhaps next year too. Germany will 
become the second country after Portugal 
to get an official reprimand from the Ev. 
Many Germans feel cheated and be- 
trayed. Support for Mr Schróder's Social 
Democrats has plummeted. Less than two 
months after scraping back into power, 
they now trail the opposition Christian 
Democrats by 14 percentage points. Oppo- 
sition leaders accuse the government of 
carrying out "the biggest electoral fraud in 
German history". Two Germans in three 
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do not believe that the government's cob- 
bled-together austerity package will bring 
the promised boost to growth and jobs. In- 
deed many, including most economists 
and business leaders, expect it to have just 
the opposite effect. Tens of thousands of 
workers took to the Berlin streets this week 
to vent their anger, frustration and fears. 
At one point this week it looked as if the 
government might be faced with a humili- 
ating defeat in the Bundestag, parliament's 
lower house, after a group of Greens, the 
Social Democrats' junior coalition part- 
ners, threatened to vote against a proposed 
rise in pension contributions from 19.1% to 
19.5%. This, combined with expected in- 
creases in health contributions, risks push- 
ing Germany's non-wage labour costs, al- 
ready among the highest in the world, well 
over 42% of gross wages. The rebels agreed 
to back the measure only after the govern- 
ment promised to ask a new commission 
on health and pension reform to extend its 
recommendations to ways of bringing 
down non-wage labour costs. Relations re- 


main tense~and the government has a - 


mere nine-seat majority. 

The commission on health and pem 
sion reform, which has just been given its 
brief, is Mr Schröders answer to com-- 
plaints about his new government's ap- 
parent lack of commitment to radical- 
structural reform. Modelled on the earlier - 
Hartz commission on labour-market re- 
form, the new body, due to report in a year, 
is to be chaired by Bert Rürup, one of the 
five wise men. The government is already 
rushing through emergency measures to 
shore up the health system's finances, in- 
cluding a freeze on hospital budgets and 
doctors' fees and cuts in medicine prices. 
But there are already doubts whether Mr 
Schróder will have the guts to face up to 





the powerful lobbies in the medical profes- »^ _ 






> sion and push through long-term reforms. 

He has already begun to water down 
the Hartz commission's labour-market 
proposals, his government's supposed 
flagship reform, in response to pressure 
from the unions. His ability to implement 
unpopular reforms will anyway be lim- 
ited by the opposition conservatives' con- 
trol of the Bundesrat, the upper house of 
the legislature, where Germany's 16 states 
are represented. Meanwhile Verdi, the 
powerful union representing the 4.5m 
workers in the public sector, is threatening 
to strike over a claim for a wage rise "sig- 
nificantly over 3%”, which neither the 
cash-strapped government nor the debt- 
ridden local authorities can afford. 

Mr Schröder knew he would be facing a 
difficult second term in office. But he never 
imagined that it would start off this tough. 
And he has no room left for manoeuvre. w 


The European Union's convention 





Let's start 
harmonising taxes 


BRUSSELS 
A constitutional convention is touting 
some reforms that appal the British 


RITAIN and Ireland could soon face an 

unpalatable choice: give up their veto 
over tax issues or leave the European Un- 
ion. This stark prospect has emerged from 
the latest deliberations of the convention 
charged with drawing up a new constitu- 
tion for the Eu. 

Klaus Hansch, a German Social Demo- 
crat who led a sharply divided working 
group on economic issues, suggested to de- 
legates to the convention that one idea that 


















did command majority support is to set 
minimum EU-wide corporate tax levels 
"to let the internal market function effec- 
tively and to stop unfair tax competition". 
These rates would be decided by the ma- 
jority vote of EU countries—an idea that is 
anathema on principle to the British and 
menaces the Irish, who have a much lower 
corporation-tax rate than the EU's average. 

A move to majority voting on some tax 
issues was backed by the French and Ger- 
man governments and has also found fa- 
vour with Valéry Giscard d'Estaing, the 
convention's chairman, who will have a 
big influence on its final proposals. He 
even argues that countries refusing to rat- 
ify the new constitution may have to leave 
the Union, since the new constitution will 
replace its existing treaties; countries that 
fail to accept it will in effect be choosing to 
opt out of a revamped Eu. 

Any new constitution emanating from 
Mr Giscard d'Estaing's convention will still 
have to be negotiated by all £U countries in 
an "intergovernmental conference" before 
countries are called upon to ratify it (and in 
a number of countries ratification may in- 
volve referendums). The British and Irish 
are adamantthat they will block any move 
to scrap the veto over tax. 

Mr Giscard d'Estaing's people, how- 
ever, hope that the convention's delibera- 
tions will give the constitution enough le- 
gitimacy and coherence to withstand 
revision. "We will present a complete con- 
struction," says an official close to Mr Gis- 
card d'Estaing. “If one country removes 
one brick, then another will remove an- 
other, and the whole thing will collapse." 
The official also points out that not only 
Britain and Ireland will be put on the spot. 
"The Germans do not want to give up the 
veto over immigration and asylum. Every- 
body will have tough decisions to make." 

In an effort to ease these “tough deci- 
sions", officials around Mr Giscard d'Es- 
taing are considering a new form of "super 
majority voting" for particularly sensitive 
issues liketax or foreign policy. This would 
prevent a single country from blocking ku 
decisions. It would, for example, stop a 
Baltic country from vetoing a policy initia- 
tive towards Russia, but might let a big » 





> country like France, Britain or Germany 
block an EU initiative with the support of 
just one or two other small countries. 
Even this proposal, however, is un- 
likely to assuage the British and the Irish, 
who see national control of tax policy as 
an uncrossable line. This pair expect little 
support within today's 15-strong EU, but 
have some support from among the ten 
mainly Central European countries that 
are meant to join the Union in 2004. Dan- 
uta Hubner, the Polish government's rep- 
resentative at the convention, says her 
country regards the ability to set its own 
taxes as a necessary tool in its bid to close 
the economic gap with western Europe. 
But there is a snag. The intergovern- 


mental conference to consider Mr Giscard 
d'Estaing's constitution is supposed to 
wind up in 2003—before the new mem- 
bers join the Union. They will be allowed 
to observe intergovernmental haggling 
over the constitution. They may even be 
allowed to speak. But they will have no 
right to shape its provisions. Naturally, 
however, they will still be expected to rat- 
ify the end-product. 

A British diplomat harrumphs that 
agreeing to a new EU constitution just a 
couple of months before the Poles and oth- 
ers join the club would be “treacherous be- 
haviour towards the new members”. The 
French, Germans and Italians do not ap- 
pear to agree. Funny, that. 8 





Central Europe’s presidents 


The mantle passes from Vaclav 


to Alexander 


WARSAW 


Alexander Kwasniewski will replace Vaclav Havel as the region’s doyen 


Wire George Bush presses the flesh 
of Central Europe’s leaders at the 
NATO summit in Prague on November 
21st and 22nd, Poland's president, Alex- 
ander Kwasniewski, may be making many 
of the introductions. He will take over the 
mantle of Central Europe's most recognis- 
able president once the Czechs' ailing head 
of state, Vaclav Havel, retires in January. 
Mr Havel's admirable dissident past 
and literary distinction gave him special 
status in western capitals. Mr Kwasniew- 
ski, once an ambitious young minister un- 
der communism, has no such authority. 
But his political skills, honed in the post- 
communist era, have burnished his repu- 
tation. Poland has been a middleman in 
helping NATO to expand. Its president has 
proved versatile, charming Mr Bush one 
day and tough former apparatchiks like 
Ukraine's boss, Leonid Kuchma, the next. 
The Polish president and his American 
counterpart toured the American mid- 
west together for several days in the sum- 
mer. Mr Kwasniewski got red-carpet treat- 
ment partly because Poland is a trusty 
American ally in a shaky region and partly 
because there are some 10m Americans of 
Polish descent, many of them working- 
class Reagan Democrats clustered in rust- 
belt states that have been recent battle- 
grounds for the two main American par- 
ties. Bill Clinton reclaimed the Poles during 
his presidency. Mr Bush wants them back. 
The trip was also important for Mr 
Kwasniewski. He touted for investment, 
pressed for a broad NATO enlargement to 
include two of his country's neighbours, 
Slovakia and Lithuania, and stressed the 
importance of America to Poland. "Our 


foreign policy is built on two pillars," says 
Mr Kwasniewski: “Europe, and America’s 
engagement in Europe.” Attempts to re- 
move one of those pillars would spell di- 
saster, he reckons. Hence Poland’s anxiety 
about the current froideur between Wash- 
ington and Berlin. Poles yearn for friend- 
ship with America but depend on Ger- 
many, their most important neighbour 
and trading partner, to stay a sturdy part of 
a transatlantic axis. 

The American trip was a chance for Mr 
Kwasniewski, who turned 49 this week, to 
sell himself, too. He must leave office in 
2005 after two terms. He strongly hints 
that he may then start a new centrist party 
which, he says, might win 15-25% of the 
votes and hold the balance between right 
and left. Or he may seek a new career far- 
ther afield, perhaps as head of NATO or 
even of football’s world body, FIFA. 

That all depends on Poland getting into 
the European Union in 2004. Both Mr 
Kwasniewski and Poland’s leftish prime 
minister, Leszek Miller, have staked their 
future on a yes vote in an EU referendum, 
perhaps next June. Anything less than a 
vote that goes two-to-one in favour, says 
Mr Kwasniewski, would be a failure— 
though that is setting the bar high. The yes 
camp has been boosted by a slight upturn 
in the economy and by an endorsement 
from Pope John Paul. 

But the no campaign will be noisy and 
emotional. Many Poles, not least those on 
the farms, think that the Eu in Brussels has 
given them a rotten deal. If Mr Kwasniew- 
ski were to persuade two-thirds of all Poles 
to vote yes, that would be one of his big- 
gest feats to date. B 
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Italy's globalisation debate 


Fallacious Fallaci 


FLORENCE 
Why fears of riots in an Italian city were 
mercifully unrealised 


HE European Social Forum, a gather- 

ing—broadly speaking—of anti-capital- 
ist sceptics about globalisation and Ameri- 
can foreign policy, last week drew more 
than 500,000 people to Florence, one of It- 
aly’s most fragile cities. Italians were wor- 
ried. In the summer of 2001, when the G8 
rich countries’ leaders held a summit in 
Genoa, anti-globalist extremists ransacked 
the place and attacked the police who then 
lost their heads. A young man was killed, 
many people were beaten up. This time 
nothing happened. Peace prevailed. The 
no-global marchers proved gentler than 
the phalanx of tourists that plough 
through Florence every weekend. 

Why? First, border controls were tight- 
ened and hundreds of would-be trouble- 
makers were turned back. Second, the po- 
lice did not create no-go areas, as they did 
in 2001, but deployed lots of police, many 
in plain clothes, using quiet mobile 
phones instead of crackly radios. Third, the 
forum organisers tightened their own se- 
curity; rallies of the different groups were 
harder for strangers to infiltrate. 

But there may have been another, 
quirkier, reason for the calm. Oriana 
Fallaci, Italy’s most famous female writer, 
followed up a ferocious and controversial 
spring-time attack on Islam with a no less 
vitriolic full-page piece in Corriere della >» 





This time they got on better 
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global movement, and saying that it men- 
aced Florence, her home town (though she 
now lives in New York), as viciously as the 
occupying Nazis had done. She invited 
Florentines to close down their city and 
hang signs saying "Closed for Mourning". 
She insulted just about everyone, from 
Florence's mayor to leaders of Italy’s left, 
from Italy’s right-wing prime minister, Sil- 
vio Berlusconi, to its centrist president, 
Carlo Azeglio Ciampi, whom she up- 
- braided for not returning her call. Flor- 


Cyprus 


NICOSIA 


OPE is a word not usually associated 

with talks about reunifying Cyprus. 
Since the Greek- and Turkish-Cypriot com- 
munities split up so violently when the 
Turkish army invaded the northern part of 
the island in 1974 to prevent enosis (union) 
with Greece after a coup plotted in Athens, 
dozens of UN envoys and western dip- 
lomats have tried—and failed miser- 
ably—to nail down a peace settlement ac- 
ceptable to both Greeks and Turks. Until 
now, that is. This time, hope of a break- 
through is higher than ever. 

On November 11th, Kofi Annan, the 
UN'S secretary-general, put forward a 136- 
page document with detailed proposals 
for reuniting Cyprus in a Swiss-style con- 
federation of two "component states" 
loosely joined together as a “common 
state" under a presidency that would ro- 
tate every ten months. Politicians in Tur- 
key, Greece and both parts of Cyprus have 
givenita cautious welcome. 

Now the UN is squeezing both Glafcos 
Clerides and Rauf Denktash, the aged 
Greek- and Turkish-Cypriot leaders, to sign 
_at least a framework agreement before De- 
cember 12th, when European Union lead- 
ers are expected to approve the entry of ten 
new countries, including Cyprus, into the 
EU club. Mr Annan wants a definite go- 
ahead from both the top Cypriots as early 
as November 18th in order to start negotia- 
tions immediately. All being well, details 
would be hammered out by February; 
both lots of Cypriots would hold separate 
referendums to approve the settlement in 
March; and the zu would admit a reunited 
Cyprus, not just the Greek-Cypriot south, 
atthe beginning of 2004. 

. This timetable may be too ambitious. 
Mr Clerides thinks it will take his lawyers 
. more than a week to trawl through the 
plan; Mr Denktash is in New York, recover- 






> Sera, a leading daily, vilifying the no- 






ut 
ence's mayor said her piece was "petrol on 
a fire”. | 
In fact, it was more like oil on a stormy 
sea. Mrs Fallaci's article was so widely dis- 
cussed that the demonstrators seemed de- 
termined to prove her wrong. In the event, 
they were unusually polite. Florentines re- 
sponded in kind, offering drinks and cakes 
to strangers out of windows. Passions ran 
high only when Italian marchers began ar- 
guing over who actually headed Italy's no- 
globalists. Some, even more provocatively, 
dared ask: what exactly did they want? m 





Hold your breath: this time a 
breakthrough is truly possible 


Rarely have there been higher hopes for a settlementin Cyprus 
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ing from a heart operation and unable to 
work more than a few hours a day. In the 
coffee-shop tradition of Cypriot politics, 
building a consensus, even if the climate is 
more or less favourable, always requires 
more meetings and argument galore. 

The Greek Cypriots, who made up 
four-fifths of the island’s population in 
1974, have made concessions over the con- 
stitution for the sake of getting back a good 
chunk of territory. The Turks’ share of the 
island would go down from its present 36% 
to 28.5%; the Greeks would get back part of 
the citrus-growing district of Morphou, 
the coastal town of Varosha and its derelict 
high-rise beach hotels built in the early 
1970s, and part of the unspoiled Karpas 
peninsula, much coveted by Greek-Cyp- 
riot tourist developers. About 85,000 out 
of some 200,000 Greek Cypriots forced 
from their homes in the north in 1974 
would be able to return to areas that 
would again come under a Greek-Cypriot 
administration, probably a big enough 
number for Mr Clerides to win backing in 










areferendum. 

The un’s legal draftsmen have been 
creative. They seem to have got round old 
sticking points such as Mr Denktash’s de- 
mand that his northern fief be recognised 
as a sovereign state and the Greek Cypri- 
ots’ insistence on a federation rather than a 
looser confederation. Even after a settle- 
ment, according to the uN plan, the two 
communities would stilllive apart and run 
their own affairs in their component states, 
with separate police and courts. 

Moreover, Cyprus would be demili- 
tarised and banned from buying weapons. 
The UN peacekeeping force which was 
sent to the island in 1963 after an early bout 
of intercommunal violence and which, 
since 1974, has overseen a buffer zone 
known as “the green line” that separates 
Greek and Turkish Cypriots, would stay on 
indefinitely. But it would be bolstered by 
Greek and Turkish soldiers. Three of the 
nine judges on the common state's su- 
preme court would be foreign. 

But new sticking points may well pop 
up. Some Turkish Cypriots will be loth to 
hand back property they have occupied 
for almost a generation. Greek Cypriots 
dislike the idea of any Turkish forces re- 
maining on the island and particularly re- 
sent the presence, which may apparently 
continue, of some 100,000 mainland 
Turks who have settled since 1974, as indig- 
enous Turkish Cypriots emigrated in 
droves from Mr Denktash’s self-declared 
republic, mainly to Istanbul, Turkey's com- 
mercial capital, and to London. 

Would the new common state be via- 
ble? It would have many trappings of na- 
tionhood, with a two-chamber parlia- 
ment, an independent central bank, a 
ministry to handle foreign affairs and a 
separate one to deal with the Eu (each 
with a minister from a different commu- 
nity). Both Cypriot leaders will be urged by 
the leaders of their parent states to accept 
the deal. The Americans are also pressing 
Greece and Turkey to seize what looks like 
an unprecedented chance. Turkey’s gov- 
ernment-in-waiting appears eager to make 
a fresh effort over Cyprus. There has even 
been talk in Ankara of letting another ne- 
gotiator replace Mr Denktash if his con- 
valescence is slow. In Athens, Costas Sim- 
itis, the moderate Socialist prime minister, 
wants to speed up a rapprochement with 
Turkey during Greece’s six-month EU pres- 
idency which starts in January. 

If they accept the UN plan, Messrs 
Denktash and Clerides would have an op- 
tion to stay on as the common state's co- 
presidents for three years. They might be 
candidates for a joint Nobel peace prize. 
Enough to persuade them to cuta deal? 

In the past, the answer has plainly been 
no. But the change of guard in Ankara, Mr 
Denktash's illness, renewed goodwill and 
tighter-than-ever deadlines all suggest that 
there is at least a fair possibility. m — 










| T sing in the Eurovision Song contest, play football in the 
European football championships and deliberate in the 
Council of Europe. But apparently it is all a misunderstanding. 
Turkey is not a European country. That is the opinion of none 
other than Valéry Giscard d'Estaing, chairman of the convention 
on the European Union's future. Turkish representatives are at 
the convention and the Eu has told their country itis a candidate 
to join the club. But according to Mr Giscard d'Estaing it would be 
"the end" of the Eu if Turkey were ever actually to get in. 

The intervention of vGE, as he is familiarly known in France, 
v. was widely attacked. A war with Iraq is on the horizon, there are 
|. — warnings of an imminent al-Qaeda attack in Europe, the EU 

_ badly needs Turkish co-operation to secure a settlement in Cy- 

_ prus and Turkey has just elected a government with Islamist 

. roots. What a time, groaned the critics, to insult the most secular 

. and pro-western Muslim country there is. Mr Giscard d'Estaing's 

critics seized on his "gaffe" to argue that the man is clearly past it. 

n In fact, vGE's intervention was carefully timed. For the Euro- 

-pean Union is fast approaching a real moment of decision over 

-.. Turkey. At the EU summit in Copenhagen next month, the club's 

current 15 countries are expected to sign agreements to let in an- 

other ten, mostly from Central Europe. They will also face 

mounting pressure to offer Turkey, too, a date for the start of ne- 

gotiations to join. A European official in Brussels argues that 

while eventual Turkish membership is not inevitable as things 

stand, once the negotiating process begins it will be all but un- 

stoppable. So vGE's intervention was a last-minute appeal to 

European leaders to call a halt, before they head down a path 
‘from which there may be no turning back. 

Some interpreted Mr Giscard d'Estaing's rejection of Turkey 
as an assertion that the European Union is “a Christian club". 
VGE is considering inserting an assertion of Christian values 
into his draft constitution and recently conferred with the pope. 
But Turkey's Islamic culture is only a part of the argument made 
by those who are sceptical of its candidacy. Another point made 
by the convention's president is that 95% of Turkey's land mass is 
actually in Asia. Once geographic criteria for membership are 
blurred, how will the eu ever define its boundaries? 

But the biggest single anxiety is over Turkey's size. On current 
` demographic trends, by 2020 Turkey (now 67m-strong) may 








have more people than Germany (now 82m-strong but shrink- 
ing). That would make Turkey the largest country in a union 
which is already alot more than a mere free-trade area, though it 
is yet to evolve into the Eurosceptics' dreaded super-state. In the 
Netherlands, for example, around 40% of new national laws are 
simply implementations of decisions made by the Ev. EU laws 
themselves are increasingly made by majority vote; if Turkey got 
into the Eu it would have the largest number of votes in its legis- 
lative bodies—the Council of Ministers and the European Parlia- 
ment. It would also, in time, adopt Europe’s single currency and 
its people would be free to move to Western Europe as they 
pleased. Anti-immigration parties, with a strong anti-Muslim 
tinge, have recently gained ground in France, the Netherlands 
and Austria. “Letting Turkey into the EU”, says a prominent Euro- 
pean politician, “would mean more Le Pens and Haiders.” 

All overblown, say Turkophiles. Big though it is, Turkey 
would still make up less than 15% of an Eu that would then em- 
brace around 600m people. Worries about its democratic cre- 
dentials would, they argue, be addressed by the very process of 
negotiating entry. Before any country can even start talking to 
the EU, it has to conform to certain democratic norms. This year 
the Turks have abolished the death penalty and started easing 
language restrictions on their Kurdish minority. Recep Tayyip Er- 
dogan, whose Justice and Development Party has just won the 
Turkish election, recently told EU ambassadors that his party 
would now move to abolish the use of torture—the largest re- 
maining human-rights obstacle to the beginning of negotiations. 
Once they do begin, the lucky Turks would have to adopt around 
80,000 pages of EU law, covering everything from employment 
rights to clean-air rules. It will all take a long time—certainly more 
than a decade—and the Turkey that emerged at the other end 
would be a very different place. Rather than fearing Turkey's im- 
pact on the EU, says Heather Grabbe, of the Centre for European 
Reform, the Europeans should rejoice in their power to mould 
and stabilise a large and strategically crucial neighbour. 


A habit of being trapped by breezy promises 

Whether such a policy would necessarily mean offering Turkey 
full membership of the eu will doubtless preoccupy many a fu- 
ture seminar. In the real world, however, there is a feeling, pace 
Mr Giscard d'Estaing, that things are moving the Turks’ way. The 
Americans, who have always promoted Turkish membership of 
the EU for their own strategic reasons, are pressing the Europe- 
ans to be amenable. 

This may be working, particularly on the Germans, who are 
desperate to get back into American good books after being told 
that Gerhard Schróder's electioneering hostility to American 
policy over Iraq had “poisoned” relations. In Turkey, meanwhile, 
Mr Erdogan is playing his hand intelligently. He reacted in a mea- 
sured way to Mr Giscard d’Estaing’s remarks and hopes that Tur- 
key will raise its standing in EU circles by putting its weight 
behind a Cyprus settlement. 

Whatever happens at the Copenhagen summit, the eU has an 
ingrained characteristic working in Turkey’s favour: a habit of 
being trapped by its own promises. Privately, many EU leaders 
are still queasy about letting in the Central Europeans, let alone 
the Turks. But they promised to let in the ex-communists over a 
decade ago: what they said publicly turned out to be more im- 
portant than what they thought privately. It is a logic that 
worked for Central Europe. It may yet work for Turkey. Œ 
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France has an identity problem. It needs to find the courage to 
redefine itself, says John Andrews 


CCT HAVE heard and understood your 
call: that the republic should live, that 
the nation should reunite, that politics 
should change." On a cold evening in early 
May, Jacques Chirac found the right words 
for the moment. He had just been re- 
elected president of the French republic, 
with 82% of the vote, in a run-off with 
Jean-Marie Le Pen, the leader of the ex- 
treme-right National Front. Two weeks ear- 
lier, in the first round of the election, Mr Le 
Pen had eliminated the Socialist candidate 
(and incumbent prime minister), Lionel 
Jospin, from the contest. For left-leaning 
voters, Mr Chirac was clearly the lesser 
evil, so in the run-off they joined forces 
with Mr Chirac’s centre-right to humble 
Mr Le Pen. Hence Mr Chirac’s carefully 
chosen words: his victory may have been 
sweet, but it was hardly unqualified. 
Doubtless that is why as prime minis- 
ter of his “government of mission”, Mr 
Chirac appointed Jean-Pierre Raffarin, a 
pudgy and amiable former senator from 
the Poitou-Charentes region. Mr Raffarin’s 
motto is la France d’en bas, grassroots 
France, which is supposed to mean not 
only agovernment closer to the people but 
a government that comes from the people. 
So six months later, is the nation “re- 
united”; has politics changed; is the repub- 
lic “alive”? The answers are horribly mud- 
dled, mainly because the French 
themselves are muddled: over France’s 
place in Europe, over the impact of global- 


isation and, at root, over what it means to 
be French. In their hearts they want pre- 
cious little to change; in their heads they 
suspect change is inevitable. 

If it is, their worry is not just what the 
change will be, but how and when it will 
come. On June 17th, the day after a par- 
liamentary election in which Mr Chirac’s 
supporters (most of them members of the 
newly assembled and aptly named Union 
for the Presidential Majority) won 399 of 
the National Assembly’s 577 seats, the 
headline of the conservative Le Figaro pro- 
claimed: “Five years to change France”. 
Given that there will be no significant elec- 
tions before the next presidential and par- 
liamentary polls, due in 2007, the opportu- 
nity is there. But if change does come, 
many will not like it: the leftist Libération’s 
headline sarcastically predicted “A five- 
year sentence”. 

Whatever the headlines say, for most 
of France’s 59m people not much has 
changed since the bout of elections in the 
spring. Around 9% of the workforce is still 
without a job; the rest troop off to their of- 
fices and factories just as before, cosseted 
by laws that protect them from quick lay- 
offs, provide them with one of the world’s 
shortest working weeks-just 35 hours— 
and give them holiday entitlements Amer- 
icans can only dream of. Meanwhile, their 
country remains as beautiful and seduc- 
tive as ever, and the two-hour lunch is 


alive and well. Add trains that run fast and »» 








. ^ on time, modern motorways in good re- 
pair, and a medical system at the top of the 
World Health Organisation's international 
rankings. Surely the French have a right to 
feel pleased with themselves? 


Not altogether superior 

So why do they feel so insecure? Why do 
politicians, pundits and philosophers (a 
breed revered on French television) feel a 
need to bolster the country's collective 
morale by pointing out the deficiencies of 
the “Anglo-Saxon” way, be they fraudu- 
lent accountancy practices in America or 


decrepit private railways in Britain? 

One reason is doubtless a dash of Scha- 
denfreude. Within the lifetime of its senior 
citizens, France has been occupied by Ger- 
many, rescued by America and Britain, 
and then divested—bloodily in the case of 
Algeria and Indochina—of almost all its 
colonies. Since then English has become 
the world's common language (so much so 
that France's own politicians will now 
speak it in public, America has turned 
into the world's only superpower and Hol- 
lywood has come to dominate the world's 
entertainment industry. For France, a 
country which believes that its revolution, 
just as much as America's, bears a univer- 
sal message, these changes have not been 
easy to accept. Seeing someone else hav- 
ing a hard time provides some light relief. 

But there are also more troubling rea- 
sons for this lack of confidence. One is the 
feeling, especially among industrialists 
and businessmen, that France's economic 
formula, involving higher taxes and social 
charges than in most of the countries its 
firms compete with, will not work forever. 
Indeed, it is already fraying at the edges. At 
the start of the 1990s, France ranked eighth 
in the world in terms of economic output 
per person, but by the end of the decade it 


had slipped to 18th. 

The most important reason, however, 
is a lurking suspicion that French society it- 
self is not working. Go back to the first 
round of the presidential election on April 
21st, with its 16 candidates, and ask a few 
simple questions. Why did Mr Jospin, ar- 
guably France's most effective prime min- 
ister in the 44 years of the Fifth Republic, 
get only 16.2% of the vote? Why, in that 
round, did Mr Chirac get only 19.9%, the 
lowest ever for an incumbent president? 
Why did 13 no-hoper candidates gather up 
47% of the vote between them? And why 
did a record 28.4% of the electorate ab- 
stain? Most bothersome of all, why did Mr 
Le Pen, ostracised throughout his 40-odd 
years in politics, win 16.9% of the vote and 
so pass through to the second round? 

There are plenty of superficial answers: 
Mr Jospin lacked charm; Mr Chirac was 
stained by alleged corruption; the elector- 
ate felt free to indulge its whims because it 
assumed that a run-off between Messrs 
Jospin and Chirac was pre-ordained; and 
Mr Le Pen is a brilliant orator. But there is a 
more fundamental explanation. As one 
French journalist, Philippe Manière, puts it 
in a recent book, the first-round result was 
"the vengeance of the people". m 





A question of colour, a 


matter of faith 


The world according to Le Pen 


EAN-MARIE LE PEN, at ease in his draw- 

ing room, waves an arm as if to state the 

obvious: "The greatest challenge is de- 
mographic. The countries of the north— 
the world of the white man, or let's say the 
non-black world—have an ageing popula- 
tion. They are rich, and they are facing a 
third world of 5 billion people, maybe 
more tomorrow, who are very young and 
dynamic. This dynamism will be trans- 
lated into immigration." 

Outside the room, the guard-dogs are 
asleep. In the urban plain below the Le Pen 
mansion (inherited from a political ad- 
mirer) in Saint-Cloud, the Paris evening 
rush-hour is under way. The National 
Front leader goes on: “The rise of Islam is 
more the result of its youth and dynamism 
than its religious values. It’s a demographic 
problem which will lead to immigration, 
whose consequences could lead, if noth- 
ing is done, to the submersion of our coun- 
try, our people, our civilisation...No gov- 
ernment, whether by ideology or by 
blindness, has realised the danger.” 

France’s far-right bogeyman gained sec- 
ond place in the presidential election by 
saying what few other politicians would 
either want to or dare to: that the French re- 





public has too many immigrants, who in 
turn have too many children. But that is 
putting it politely. What the National Front 
and the National Republican Movement, 
its rival on the extreme right, really mean is 
that France has too many inhabitants who 
are black, brown and Muslim. And lots of 
them are not immigrants at all, but were 
born in France and are French citizens. 

There are plenty of other politicians 
who have dabbled in the politics of race. 
Governments of the right have over the 
years enacted increasingly strong laws to 
restrict immigration, and governments of 
the left have for the most part accepted 
them. Mr Chirac, definitely not a racist 
himself, found it useful in the 1988 presi- 
dential election campaign to refer to the 
“odours” of immigrant cooking. 

What makes Mr Le Pen different is that 
he has consistently preached the same xe- 
nophobic message ever since he entered 
politics. He became France's youngest 
member of parliament in 1956, at the age 
of 27, and first stood for the presidency in 
1974. France's ills, he has said all along, are 
the fault of foreigners, including fellow 
members of the European Union. The rem- 
edy isto keep out foreigners, produce more 


France must face up to its 
immigrant problems 


French children, build more prisons, cut 
taxes and leave the EU. 

The question is why that message sud- 
denly found more resonance with the vot- 
ers in last spring's presidential election 
than ever before in Mr Le Pen's political ca- 
reer. Mr Le Pen's previous best score was 
14.4% in the first round in 1988, and the 
only time his party has ever gained more 
than one seat in the National Assembly 
was in 1986, when the elections, excep- 
tionally, were held by proportional repre- 
sentation. 

The answer is surely not that nearly a 
fifth of the voters suddenly decided that 
Mr Le Pen's programme made practical 
sense, nor that all those who cast their bal- 
lot for him are anti-Semitic fascists (Mr Le 
Pen has described the gas chambers as a 
“detail” of the second world war, and 
thinks that Maurice Papon, the Vichy offi- 
cial who in the late 1990s was eventually 
convicted for crimes against humanity, 
was innocent) More likely, the voters 
wanted to jog the governing elite into ac- 
tion. As a former Socialist prime minister, 
Laurent Fabius, once said, "Le Pen poses 
good questions and offers bad solutions." 

So what might a good solution look 
like? A useful start would be, literally, to 
enumerate France's problems. Malek Bou- 
tih, the French-born son of Algerian immi- 
grants and now the president of sos-Rac- 
isme, an anti-racism organisation, argued 
in a recent book that “France is wrong not 
to publish, as other countries like America 
do, statistics of criminality by social cate- 
gory, age, place, type of city development 
and so on. It is even more wrong not to es- 
tablish a public debate on the question, as 
though the French are so irrational that 
they cannot calmly consider the reality of 
their problems." 


Crime matters 

But should that mean a debate on crime as 
well? Polls before the election showed that 
the subject topped the list of their con- 
cerns, ahead of the state of the economy or 
pensions or even unemployment. 
Whether crime in France is worse than in 
other countries is a moot point: criminal 
statistics are hard to compare, and al- 


though one study showed that France in >> 


2000 had proportionately more crimes 


- than America, other studies suggest that it 


= did a little better than, say, Germany or 
- Belgium. However, what matters to French 
_ people is what happens in France. 


Or more precisely, what they think is 


- happening. Nicolas Sarkozy, the interior 
~ minister, has won plaudits for not only 
< identifying crime as a serious problem but 
-< being seen to be doing something about it. 
. Barely a week goes by without him being 
- photographed with a smiling collection of 
. police or gendarmes. Mr Sarkozy has se- 
. cured the money to add another 6,500 po- 
lice to the 146,000 he took over from his 
predecessor. And Mr Raffarin has ap- 
pointed a junior minister in the justice 


ministry specifically to supervise a build- 


ing programme that will add 11,000 prison 
places to the 47,000 already occupied. 
In terms of public perception, such 


: measures will help. One poll in September 


found that the proportion of those ques- 
tioned who felt they were “often” at risk of 
crime was 49%—shockingly high in abso- 
lute terms but actually slightly less than in 
the autumn of last year. Mr Sarkozy has 
been able to trumpet a reduction in re- 
ported crime, by 4.5% in August compared 
with a year earlier, the first such fall for five 
years. In Paris, where the tourist industry 
has long complained about the plague of 
pickpockets, the fall was 11%. 

Whether the momentum can be sus- 
tained is another matter. In the country 
that produced the Declaration of Human 
Rights (in 1789, a satisfying two years be- 
fore America’s Bill of Rights), the new en- 
thusiasm for “zero tolerance” becomes 
hard to swallow when it means giving the 


authorities greater powers of arrest and 


punishment. 
According to critics, many of them well 


placed in the judiciary and the media, the 
-government is eroding the presumption of 
-innocence (never particularly robust in 
France, which has no Anglo-Saxon protec- 
-tion of habeas corpus); it casually treats 
many young offenders as though they 
were adults; and it is callously cracking 
-down on France's most marginal residents, 
"from Romanian beggars to African prosti- 


tutes. In other words, the critics allege that 
the Raffarin government—and Mr Sarkozy 


in particular-is doing the work of Mr Le 
Pen for him. 

Press Mr Boutih on whether criminal 
statistics should include a breakdown by 
race or religion, and he immediately says 
no: "I remain convinced that ethnic origin 
is less relevant than the level of education 
and social status." He has a point: a well- 





educated Arab or black Frenchman with a 
decent job is unlikely to turn to petty drug- 
dealing or car-stealing. The trouble, ac- 
cording to Tahar Ben Jelloun, a Moroccan 
whois one of France's finest writers, is that 
only 4% of the children of immigrants get 
to university, compared with 25% of their 
native contemporaries. 


Our ancestors the Gauls 

But the main reason for Mr Boutih’s resis- 
tance is that to collect information by race 
or religion would offend the very French 
concept of “republican values”, because it 
would discriminate between citizens 
rather than treat them as equal. France 
makes no allowance for cultural differ- 
ences: “our ancestors the Gauls” applies to 
schoolchildren of every hue. In this secu- 
lar republic, the idea of collecting racial 
and religious statistics is a virtual taboo 
across the whole of the political spectrum. 
Such statistics, it is feared, will lead France 
along the Anglo-Saxon road of “commu- 
nautarisme” (in which the idea of separate 
communities within the country as a 
whole is acceptable). In the words of the 
constitution, the French republic is indivis- 
ible, and having separate communities is 
seen as automatically leading to divisions. 

Yet the sad reality is that France’s race 
relations are no better than anyone else’s. 
Arab and black minorities are as much as 
ever excluded from the mainstream. In 
opinion polls in the late 1990s, two-fifths 
of the respondents admitted to being at 
least “a little bit” racist (more than in any 
other European Union country except Bel- 
gium), and just over half thought there 
were “too many Arabs” in France. 

The lack of solid figures leads to the sort 
of guesswork that plays into the far-right’s 
hands. The state statistics office, INSEE, 
reckons that in 1999 (the year of the most 
recent census) the total number of foreign- 





born residents in metropolitan France, in- 
cluding 2.4m who have acquired French 
nationality, was 4.3m, or 7.4% of the metro- 
politan population of 58.5m. Of these, 
1.3m had come from Algeria, Morocco and 
Tunisia. But the official figures end with 
that breakdown by country of origin. 

The best estimate for the religious 
breakdown that INSEE is not allowed to 
publish comes from a scholarly report pre- 
sented to the prime minister two years ago 
by the High Council for Integration, a com- 
mittee of academics and experts. The re- 
port reckoned that France is home to 
4m-5m Muslims- defined by culture rather 
than religious observance—of whom up to 
half have French nationality. Of the Mus- 
lim total, almost 3m are of North African 
origin or ancestry, with 1.5m from Algeria, 
1m from Morocco and the rest from Tuni- 
sia. Of the other Muslims, Turks probably 
number 350,000, sub-Saharan Africans 
about 250,000, and assorted Middle East- 
erners (Iranians and Kurds, as well as Ar- 
abs) the remainder. So France's Muslims 
make up at most one in 12 of the popula- 
tion—-and its Arabs one in 20. 

Yet the media keep repeating that there 
are at least 6m Arabs in France, and quite 
possibly as many as 8m, who are regularly 
accused of crime, vandalism, the abuse of 
social services and other wrongdoings. It 
is easy for the elite and the comfortable 
middle classes to dismiss Mr Le Pen's view 
of the world, but less so for those—espe- 
cially les petits blancs (poor whites)—who 
live in crime-ridden working-class neigh- 
bourhoods. According to the analysts, in 
the first round of the presidential election 
Mr Le Pen won the support of only 8% of 
those with a college education, but 30% of 
blue-collar voters and 38% of the unem- 
ployed. 


Chronic or curable? 

Pessimists argue that the situation will get 
worse before it gets better. France’s high 
rate of unemploymentis not about to tum- 
ble overnight. Nor are the high-rise public 
housing blocks built from the 1950s to the 
1970s in the banlieue, or suburbs, of most 
French towns. At the time, they were in- 
tended to provide affordable housing to 
the influx of workers from the countryside 
and from the colonies or ex-colonies. Now 
they have all too often become virtual 
ghettoes, each storey dotted with satellite 
dishes pointed towards the television sta- 
tions of the Maghreb. But the problem ex- 
tends far beyond the banlieue. The same 
combination of poverty, race and social 


exclusion can be found in the medieval vil- » 
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(02002 Samsung Electronics Co. Ltd. Screen images are simulated. 
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Northwest Airlines" connects you daily to over 250 cities in the U.S. Whatever your business 
no one does more to get you where you want to be. And as the world's fourth largest airline with more 


than 60 new aircraft joining our fleet this year alone, there's no better time to fly with Northwest. 
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> lages of Provence, or in some down-at-heel 
parts of Paris such as the 10th or 19th arron- 
dissements. 

The passage of time, say the pessimists, 
is not healing cultural rifts but making 
them worse. The generation of immigrants 
from the Maghreb were often illiterate 
peasants, keen to work hard in a country 
whose language they could barely under- 
stand. By contrast, their children, and now 
their children’s children, are French-born 
and French-educated, and have lost re- 
spect for their immigrant parents or grand- 
parents. That has caused a loss of parental 
authority, and often a multitude of behav- 
ioural problems in the disciplined world 
of French schools. 


How French can you get? 

Moreover, being French-born and French- 
educated does not mean that an Abdel-Ka- 
rim or a Samira will be treated the same as 
a Jean-Pierre or a Marianne. To be white 
and born in France of French parents and 
grandparents means you are a Francais de 
souche—of “French stock". But to be born 
in France of Arab ancestry makes you a 
beur, a word which for most Arab French- 
men has no pejorative undertone (there is, 
for example, the Beur-FM radio station). 
The word is a kind of inversion of the word 
Arabe, part of an argot of inversion called 
verlan (l'envers, or back-to-front), which 
turns francais into cefran and café into féca. 
This is undoubtedly of linguistic interest, 
but the language is also a sign of exclusion, 
sometimes self-imposed. Beur is now so 
universal that the new word among the 
beursis rebeu, a verlan of a verlan. 

How to end that exclusion? In America 
the answer might be affirmative action or 
positive discrimination, but in France such 
notions are seen as a threat to a republic 
which presumes its citizens to be free, 
equal and brotherly to begin with. When 
Sciences-Po, an elite university, last year 
began a special entry programme for a 
handful of bright students from the “zones 
of priority education" in the banlieue 
around the cities of Paris and Nancy, cur- 
rent and former students reacted with hor- 
ror: their beloved meritocratic institution 
was slipping down the Anglo-Saxon slope. 

Mr Boutih understands the gap be- 
tween republican theory and everyday 
practice all too well: *The republican 
model is not a natural one. It exists through 
political will. Communautarisme is the 
natural model." So why not adopt the nat- 
ural one instead? “Because society will ex- 
plode from within. Each community will 
define itself against another, as in the Un- 


ited States." 

Arguably, that process is already under 
way. In October last year, at a soccer match 
in Paris between France and Algeria, 
young beurs greeted the French national 
anthem with a storm of whistles and later 
invaded the pitch, brandishing Algerian 
flags. Young beurs are increasingly turning 
to Islam, not so much as a faith but as a 
symbol of identity: they fast during the 
month of Ramadan, insist on religiously 
correct food in their school canteens and 
stay athome to mark religious holidays. 

A small minority go alot further, falling 
under the influence of extremist imams 
from the Gulf or North Africa. In their fight 
to dismantle al-Qaeda, Europe's and 
America's intelligence services have un- 
covered a disturbing number of French 
suspects, not least Zacarias Moussaoui, 
currently on trial in America for his alleged 
role in the September 11th attacks on 
America last year. And a number of young 
beur layabouts have used the excuse of the 
Arab-Israeli conflict to indulge in anti-Jew- 
ish violence and vandalism (at over 
600,000, France's Jewish minority is Eu- 
rope's largest). 

The Francais de souche are accomplices 
in this process, not just in the April 21st 
vote for Mr Le Pen or in their reluctance to 
offer Arabs (and blacks) the same job pros- 
pects as whites, but also in the open antag- 
onism some of them display towards the 
Arabs in their midst. To justify their stance, 
they quote the inferior status of Muslim 
women, or the dreadful gang-rapes of 
“easy” Muslim girls that some Muslim 


"ya" 


ce 


French within a generation? 


boys regard as a rite of passage. It is no acci- 
dent that Oriana Fallaci’s book “The Rage 
and the Pride”, an extremist tirade against 
Muslims in general and Arabs in particu- 
lar, spent so many weeks on this year’s 
French bestseller list. 

Could the pessimists be wrong? Back in 
1998, France rejoiced in the World Cup vic- 
tory of a French soccer team starring 
plenty of blacks and beurs (including the 
incomparable Zinedine Zidane, born of 
Algerian parents in the Marseilles ban- 
lieue). Sami Nair, an Algerian-born mem- 
ber of the European Parliament and for- 
merly an adviser on immigration to the 
Jospin government, points out that in an 
earlier wave of immigration into France, in 
the early part of the 20th century, Roman 
Catholics from Italy and Poland were ac- 
cused of “trying to impose religion on our 
secular state”. Yet in the end, he says, the 
discrimination fades and the newcomers’ 
descendants end up as Francais de souche: 
“I think it will be solved in a generation." 

Yet there is an obvious difference be- 
tween the present wave of migrants and 
previous waves: the beurs and their par- 
ents are the first minority that can be phys- 
ically distinguished from the Francais de 
souche. Their assimilation cannot be 
achieved by fading into the background. 
Instead, Mr Nair proposes a pact: the gov- 
ernment must live up to the values of the 
republic when dealing with its Arabs—and 
the beurs must accept the duties that go 
with them, including equality of the sexes. 
That might be easier if the economy could 
deliver more jobs. m 








Anew kind of solidarity 


OW is not a good time to be prime 

minister of France, and Jean-Pierre 
Raffarin knows it only too well. The world 
economy is in the doldrums, and the 
French economy is becalmed with it; in- 
vestor confidence is low; and the trade un- 
ions are restive. Last month, for example, 
thousands of public-sector workers 
(80,000 according to the unions; 40,000 
according to the police) marched through 
the centre of Paris to defend their privi- 
leges as public servants or agents of the 
state, and to denounce modest plans for 
privatisation. On the same day, INSEE, the 
government statistical office, announced 
that economic growth for this year was 
now likely to be only 1%, compared with 
its forecast in June of 1.4% (and the previ- 
ous government’s self-serving prediction 
of 2.5% before the elections). 

If INSEE is right, then the budget for 
next year presented in October by the fi- 
nance minister, Francis Mer, becomes an 
exercise in fiction. It assumes growth of 
1.2% this year and 2.5% next, and a budget 
deficit of 2.6% of Gp». Instead, the deficit 
could well break through the 3% limit set 
by the European Union in its collective 
quest for economic stability. In other 
words, crisis looms: the EU will want 
French belts to be tightened, whereas the 
voters, worried about their jobs and mort- 
gages, want them loosened. 

Engraved in the country’s political con- 
sciousness is the memory of 1995, the last 
time a centre-right president was elected 
with a centre-right majority in parliament. 
The prime minister of the day was the 
intellectually brilliant but aloof Alain 
Juppé; he was determined that France 
should qualify for membership of the euro 
zone, which meant keeping the franc 
closely in line with the p-mark while 
simultaneously cutting the budget deficit 
(then running at 5% of GDP). This he hoped 
to do by reforming the public sector, which 
would restrain public spending. Instead, 
he saw hundreds of thousands of public- 
sector workers taking to the streets in a 
wave of protests and strikes, with the sym- 
pathy of most of the population. Two 
years later, when President Chirac rashly 
called an early general election to obtain a 
popular mandate for the Eu's single cur- 





Raffarin has his work cut out 


rency, the right was swept from power. 

Not surprisingly, Mr Raffarin and his 
colleagues are keen to prevent history re- 
peating itself. Their strategy is to tread 
softly, even to speak softly. In opposition, 
the right accused Lionel Jospin of “immo- 
bility". Now the bosses' association, Me- 
def (Mouvement des Entreprises de 
France), lays the same charge against Mr 
Raffarin: it accuses him of being too timid 
in dealing with the consequences of the 35- 
hour working week, introduced by Mr Jos- 
pin (who cut it from 39 hours with no loss 
of pay), or with the previous government's 
“Law on Social Modernisation” (which 
makes it harder than ever for employers to 
fire people, thus discouraging them from 
hiring in the first place). The bosses fear 
thatif Mr Raffarin shows the same timidity 
in other areas, notably slimming down the 
civil service and reforming pensions, the 
country will continue its slide down the in- 
ternational scale of GDP per person. 

Just as this is a bad time for Mr Raffarin 
to be prime minister, the previous period 
was a good time for Mr Jospin. The world 
economy, powered by America and its 
dotcom infatuation, was growing strongly, 
and France, the world’s fifth-biggest ex- 


France needs more jobs and less 


state. The two are not 


unconnected 


porter, reaped the benefits. A series of par- 
tial privatisations (or “openings of capi- 
tal”, in the words of Mr Jospin, an 
ex-Trotskyist well aware of the need to pla- 
cate the Communists in his coalition) 
helped to keep the country’s finances in ex- 
cellent shape. Inflation, the public debt 
and the budget deficit were all low, and 
economic growth in 1998-2000 averaged 
3.3% a year. Successive finance ministers 
basked in the plaudits of the International 
Monetary Fund and the OECD. 


Growing jobs 

All this may have encouraged Mr Jospin to 
believe that full employment had become 
a realistic target for France. Certainly a re- 
port in December 2000 by Jean Pisani- 
Ferry, of the Council of Economic Analy- 
sis, a body of experts set up by Mr Jospin to 
give him independent advice, seemed to 
be suggesting as much. The report noted 
that in the four years from the start of 1997 
France had created 1.6m jobs, “twice as 
many as during the 1960s and ten times 
the number created between 1974 and 
1996”. The drop in the jobless, it said, was 
“unprecedented”. 

The government was keen to take the 
credit. In the run-up to this year’s elections, 
it claimed that the 35-hour week, which 
came into effect in February 2000 for firms 
with more than 20 employees (it has yet to 


be fully applied to small firms), had al- >> 
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* ready created 400,000 jobs. The idea was 
that to compensate for the shorter week, 
bosses would have to take on more em- 
ployees, and could be encouraged to do so 
through temporary relief on their payroll 
taxes. The government noted, too, that 
320,000 young people had found work 
since 1997 through the youth employment 
scheme, under which young people were 
given five-year contracts in the public sec- 
tor, for example as school playground as- 
sistants or as guards at railway stations and 
other public buildings. At the beginning of 
2001 the government had also taken steps 
to lessen the poverty trap, in which recipi- 
ents of state benefits lose out if they take a 
low-paid job. 


A success of sorts 
Buthow much of the credit for all these ex- 
tra jobs did the Jospin government really 
deserve? On closer scrutiny, the Pisani- 
Ferry report reads less like a congratula- 
tory pat on the government's back and 
more like a warning that things must 
change. For a start, much of the job cre- 
ation was simply the result of economic 
growth. Further, full employment was de- 
fined as a jobless rate of 5% or less of the 
workforce, a rate that in happier days for 
the world economy would have been con- 
sidered fairly disastrous in, say, Japan or 
Singapore. The report also argued that to 
achieve this target by 2010, the country 
would have to create at least 300,000 new 
jobs a year, perhaps as many as 400,000. 

That, however, would require large- 
scale liberalisation, of the sort introduced 
by Margaret Thatcher, Britain's radical 
prime minister of the 1980s—and French 
vested interests are most unlikely to allow 
that to happen. Besides, there is little sign 
of a French Lady Thatcher emerging. Only 
Alain Madelin, of the Liberal Democrats, 
currently speaks a Thatcherite language of 
free markets and a minimalist state, and he 
won a mere 3.9% of the vote on April 21st. 

All this puts a different perspective on 
the labour-market “success” of the Jospin 
term. True, unemployment fell from the 
12.2% of the workforce inherited from the 
right in 1997, but only to 9%, getting on for 
twice as much as in Britain or America—at 
a time when the economy was booming 
and employers had jobs they could not fill. 
The economists concluded that 9%, or a 
smidgen less, was—and is—France's "struc- 
tural" rate of unemployment, which can 
be reduced only by changing the make-up 
of the economy. 

Go to the lovely Place du Capitole in 
Toulouse, or ride the subway system in Ly- 


ons, or watch a game of street-soccer in a 
Marseilles housing estate, and the econ- 
omic jargon translates into bored young 
men whiling away their days doing noth- 
ing in particular: no wonder many of them 
trade drugs to supplement their meagre 
state benefits. People over 25 receive the 
RMI (revenu minimum d'insertion), created 
in 1988 to provide a “minimum income for 
inclusion in society". For a single man 
with no dependants, this amounts to €406 
($405) a month. In a land of plenty, some 
1m of France's 24m households rely on the 
income of the country's 2.2m eremistes. 

Thatis a waste of young energy and tal- 
ent; but a similar waste goes on at the other 
end of the age range too. In Antibes, a town 
on the Cóte d'Azur sandwiched between 
Cannes and Nice, men in their 50s and 60s 
go down to the seafront each afternoon to 
play boules, as do thousands of other per- 
fectly healthy contemporaries throughout 
the country (albeit perhaps in less pleasant 
surroundings). In most other industri- 
alised countries, they would still be toiling 
at the office desk or on the factory floor; in 
France, they are enjoying a comfortable re- 
tirement. 

In other words, France's unemploy- 
ment rate, already bad enough by interna- 
tional standards, is even worse than it 
looks. In Switzerland, more than 70% of 
the 55-64 age group are in the labour mar- 
ket; in Japan two-thirds; and in Britain just 
over half. The average for the OECD group 
of rich countries is 51%. But in France the 
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share is a mere 37%. 

So what, you might say with a Gallic 
shrug. One of France's many attractive fea- 
tures is that its people work to live, not the 
other way round (which is what critics say 
is wrong with the Anglo-Saxon model). 
Patrick Artus, the chief economist of the 
Caisse de Dépóts et Consignations, a ven- 
erable state-owned bank, makes a joke of 
it: “No one wants to increase the [labour- 
market] participation rate except econo- 
mists over the age of 55." 

As the Pisani-Ferry report notes: “Inac- 
tivity was viewed in France for many years 
as an alternative to unemployment." In 
other words, the government encouraged 
mothers to stay at home and workers over 
50 to retire. This was particularly true for 
the Mitterrand era of the 1980s and early 
90s: legislation to protect workers' rights 
and the proliferation of payroll charges 
created an exceptionally illiquid labour 
market. As a result, les trentes glorieuses 
(the 30 years from 1945 to 1975 when the 
economy boomed and jobs were there for 
the taking) were followed by a quarter- 
century in which high unemployment, es- 
pecially among the young, became part of 
the economic landscape. 


Embracing business 

Could the Raffarin government begin to 
turn things round? Not in the short term, 
but at least Mr Raffarin and his team have 
understood a vital precondition: it is busi- 
ness that must create the jobs of the future, 
not government. The daily Le Figaro went 
to the trouble of analysing the words used 
by Mr Raffarin in a recent television pro- 
gramme about his future plans, and found 
that the second most frequent subject on 
his lips was "entreprise" (business)—sur- 
passed only by the word "France". Com- 
pared with Mr Jospin, who spentlittle time 
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with business bosses during his five-year >> 
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> tenure, Mr Raffarin's interest in entreprise 
seems promising. On the other hand, 
words are not the same as deeds. For all its 
alleged antipathy to business, the Jospin 
government privatised far more of French 
industry than its centre-right predecessors 
had done. Mr Raffarin will have to show 
that he can do better than Mr Jospin. 

In part, this will involve more privatisa- 
tion. Amazingly, there are still around 
1,500 companies—compared with 3,500 in 
1986—in which the state has a controlling 
share. In theory, most of the icons of 
French industry are up for grabs—France 
Telecom, Air France and even the hitherto 
sacrosanct Electricité de France (EDF) and 
Gaz de France (GDF). But at least three 
things could get in the way. 

One is a disinclination on the part of 
the government to let key industries such 
as electricity escape from its control, 
which means that in practice only minor- 
ity stakes will be sold; a second is union 
opposition to any loss of pension and 
other privileges if control goes to the priv- 
ate sector; and the third is the abysmal 
state of the stockmarket. Air France, 5496 
owned by the state, may—when market 


Tarnished glory 


conditions eventually suit the govern- 
ment-be a safe enough bet to fly further 
into private ownership; France Telecom, 
55.5% owned by the state, risks a flop 
thanks to its debt of around €70 billion. 
But the main challenge for Mr Raffarin 
goes far beyond selling the family silver: it 
involves lightening the government's hold 
on the economy in general and the private 
sector in particular. Government spending 
accounts for over 53% of GDP, way above 
the OECD average of 38%. A steeply pro- 
gressive system of income tax, for exam- 
ple, can claim as much as 60% of an 
individual’s pay-packet, and even the 
moderately rich have to pay a wealth tax. 
Virtually every French citizen gripes about 
taxes or social charges. Admittedly, be- 
cause of various exemptions, only half of 
all wage-earners have to pay income tax; 
the trouble is that the non-paying half are 
still subject to a variety of payroll charges 
that make no allowances for income dif- 
ferentials. Value-added tax, levied at19.6%, 
also has to be paid by rich and poor alike. 
Taxes on business were reduced by the 
Jospin government, but employers com- 
plain that heavy payroll charges still make 
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: The T dals are legion—but who cares? 


HE president is suspected of misusing 
taxpayers' money for political gain 
and personal enjoyment; Roland Dumas, 

the former head of the nation's highest 
court, is appealing against a jail sentence 
for accepting bribes; Jean-Claude Trichet, 
the governor of the central bank, is facing 
trial for alleged connivance in a banking 
irregularity; and, until MrJospin stopped 
the practice last year, envelopes stuffed 
with banknotes were regularly—and le- 
gally—doled out to ministers and their 
teams, from senior advisers down to 
chauffeurs, to supplement their salaries. 
In the past decade well over 500 politi- 
cians and businessmen have been vari- 
ously investigated or convicted for 
corruption, and itis only the constitu- 
tional immunity granted to an incumbent 
president that has protected Jacques Chir- 
acfrom the judges' inquiries over his ac- 
tivities while he was mayor of Paris 
between 1977 and 1995. Transparency In- 
ternational, a Berlin-based organisation 


that campaigns against corruption, ranks 
France 25th in descending order of per- 
ceived ethical cleanliness, equal with Por- 
tugal and behind all other EU countries 
except Italy and Greece. 

Yetthe country may well be getting 
cleaner. Les affaires, as the scandals are 
known, mostly relate to illegal money- 
raising for political parties in the 1980s 
and early 1990s, before a succession of 
laws banned corporate donations and in- 
troduced state financing. Some are linked 
to the late Francois Mitterrand, who as 
president from 1981 to 1995 used the state 
oil company, Elf, as a slush fund to lubri- 
cate foreign policy and fill friends' pock- 
ets. Others arise from the powers of the 
purse given to ill-paid local politicians in 
the early 1980s. Indeed, the very fact that 
the scandals have come to light suggests 
that there may be fewer in future. Investi- 
gating judges now refuse to bow to politi- 
cal pressure; the EU’s single market is 
breaking down the barriers of corporate 


it hard for them to compete internation- 
ally. Medef has calculated that the Jospin 
government's measures, if they had been 
fully implemented by their 2003 deadline 
(in fact some changes will be made), 
would still have left France bottom out of 
14 EU countries. For example, for every 
€100 an employee takes home, a French 
employer would still have had to shell out 
€288, compared with €227 for a German 
boss and €166 for a British one. Only a Bel- 
gian employer would pay more. 

Individual taxpayers who are rich and 
mobile enough vote with their feet. For in- 
stance, Laetitia Casta, a model whose face 
now graces the country's stamps as the na- 
tional figurehead, Marianne, lives for the 
most part outside the country; so do virtu- 
ally all of the French soccer team who won 
the World Cup for France in 1998 (and lost 
it so ingloriously in 2002). It is said that up 
to 300,000 French people now live in 
south-east England, where the taxes are 
lower. There is clear evidence that fewer 
foreigners want to set up business in 
France, and more French people want to 
shift their investment abroad. 

The government seems to have ac- >> 


secrecy; and foreign investors, who own 
40% of the shares traded on the French 
stock exchange, expect rules to be obeyed 
rather than bent. 

Oddly, for the voters corruption ap- 
pears to be a non-issue. The popularity 
ratings of Mr Chirac (who, with a word 
borrowed from the poet Rimbaud, dis- 
misses the allegations against him as “ab- 
racadabrantesque") have hardly suffered; 
and other politicians stained by scandal 
have even watched their popularity rise. 
In September, Patrick Balkany was over- 
whelmingly re-elected mayor by the vot- 
ers of his Paris suburb of Levallois-Perret, 
despite having been sentenced in 1996 to 
asuspended jail sentence for corruption. 

Why does no one seem to care? One 
explanation suggests that the idea of a 
state based on the rule of law is just an 
Anglo-Saxon obsession. In France the 
revolution of 1789 gave power to the peo- 
ple. Quite naturally, the elite who rule in 
the people's name feel above the law. 





> cepted the need to act. During his election 
campaign, President Chirac promised to 
cut income tax by 5% this year and by 30% 
over his five-year term; to reduce bureauc- 
racy; and to create a million new busi- 
nesses. Last month Mr Raffarin and his 
minister for small and medium-sized busi- 
nesses, Renaud Dutreil, announced that 
from next autumn the charge for setting up 
a limited-liability company will be cut 
from €7,500 to just €1; the company will 
be able to operate from the entrepreneur's 
home for up to five years, instead of two 
(which still raises the question why this 
kind of restriction should be imposed at 
all); the tax-exemption limit for capital 
gains will rise by a third or more; and pay- 
ment of the first year's social charges can 
be spread over five years. 

French entrepreneurs will be grateful 
for any lightening of their load. Two years 


ago the OECD found that France had more 
business red tape than any other member, 
and more barriers to entrepreneurs than 
all but Italy. For example, simply to register 
a company could take four months. 


Letim flowers bloom 

Will Mr Dutreil's measures meet Mr Chir- 
ac's target for 1m new businesses by the 
next election? At present more than 
170,000 companies are created each year, 
so another 30,000 a year does not look out 
of the question. It is not as though the 
country lacked talent and initiative: the 
Cóte d'Azur science park of Sophia-Anti- 
polis is full of high-technology start-ups 
and foreign investment. 

The question is whether France wants 
that business badly enough. Back in 1925, 
an American president, Calvin Coolidge, 
famously declared: “The chief business of 


To have and to hold 


HE French, as foreigners often note 

with amusement or irritation, have an 
extraordinary propensity to take to the 
streets. Last year there were 10,050 offi- 
cially sanctioned demonstrations in Paris 
alone. Of these, 7,458 had a festive cause, 
some 331 were connected with celebrity 
visits and another 800 were purely politi- 
cal in nature. That left 1,461 demonstra- 
tions for better pay, better working condi- 
tions or job security. At times, scarcely a 
day seems to go by in Paris without the riot 
police barricading the ministerial district 
against putative invasions of banner-wav- 
ing workers (most of them remarkably 
good-natured). 

Foreigners assume, therefore, that 
France’s trade unions must be strong. In 
fact, in terms of numbers they are weak. In 
the private sector a mere 8% of the work- 
force are union members; in the public sec- 
tor the share is around 26%. For compari- 
son, in America union membership is 9% 
in the private sector and 37% among gov- 
ernment employees. 

The oddity is that France’s unions are 
politically and socially powerful despite 
their numerical weakness. One reason is 
that they have a secure place in positions 
of power: in the welfare state recon- 
structed after the second world war, they 
are joint managers with the employers of 


the country’s health, retirement and so- 
cial-security organisations; they dominate 
company employee committees; and they 
are part of every labour tribunal. But the 
more important reason is that public-sec- 
tor employees in France represent just over 
a quarter of the nation's workforce, a big- 
ger share than in any other rich democracy 
except Denmark, Finland and Sweden. In 
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Another day, another demo 


the American people is business." It is hard 
to imagine a French politician ever embrac- 
ing that sentiment on behalf of his country- 
men. In an opinion poll last year, 56% of the 
respondents said their idea of France was 
*a country of solidarity and social justice". 

They are deluding themselves. Accord- 
ing to Timothy Smith, a Canadian histo- 
rian who specialises in French social pol- 
icy, “a truly solidaristic society is one 
which pays the price for its solidarity in the 
here and now, instead of leaving the bill 
for future generations, instead of taking 
raises and an extra month of paid vacation 
(which is the consequence of the shift from 
the 39-hour to the 35-hour week) or an ex- 
pensive pension at 55 years of age, on the 
backs of 2m-3m unemployed people— 
most of them under the age of 40." But in 
France that sort of solidarity still seems a 
long way off. m 


The French have been spoiled by 
lavish state pensions and health © 
care. No wonder they are 


fighting cutbacks 


other words, the unions negotiating on 
public-sector workers' behalf are a force to 
be reckoned with—and what the unions 
want as a minimum is to preserve what 
their members already have. 

So whenever a government starts talk- 
ing of reform, the unions call for demon- 
strations to safeguard their members’ right 


to retire early and play boules in the after- >> 
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> noon, or whatever. And who can blame 
the employees for heeding that call? They 
have a lot to lose. Whereas workers in the 
private sector have to labour for 40 years 
before retiring on full pension at 60, pub- 
lic-sector workers need only 37.5 years of 
contributions. Moreover, following a re- 
form in 1993, from 2008 the pensions of 
private-sector workers will be based on 
their pay in their best 25 years (compared 
with their best 19 years at present), 
whereas the pensions of public-sector 
Workers are based on their pay in their fi- 
nal six months. 

This means that a pen-pusher working 
for state-owned Electricité de France has a 
much cushier retirement in prospect than 
his or her equivalent working, say, for a 
small printing company in Lille. And if the 
public-sector job includes an element of 
danger, the regime is even kinder: a train 
driver, for example, can retire with full 
benefits as early as 50. 


Too good to last 

This system provides France's pensioners 
with a munificent standard of living, av- 
eraging 97% of that of the working popula- 
tion. Unfortunately it is demographically 
unsustainable. Being a pay-as-you-go sys- 
tem, it relies on today's workers to pay for 
today's pensions. In French this process is 
called répartition, and in Mr Jospin’s 
words, "Répartition is the symbol of the 
chain of solidarity that links the genera- 
tions. Itis one of the most important terms 
in the nation's social pact." 

Indeed; but if the demographers are 
right, the share of the population aged 
over 60 willrise from a fifth today to a third 
by 2040 (see chart 5). So instead of two 
workers today providing the money for 
one pensioner, there will be only one. This 
points to some hard choices: either work- 
ers will have to pay higher contributions, 
or the retired will have to accept lower 
pensions, or the retirement age will have to 
beraised. None of these is politically palat- 
able, and the first, in a competitive world, 
might turn out to be economically du- 
bious. Just to add to the political problem, 
pensioners will soon start grumbling even 
if there are no changes to their pension 
rights. This is because under the 1993 re- 
form their pensions are now indexed to 
prices rather than wages, which will make 
the retired progressively poorer relative to 
the working population. 

Mr Jospin ducked the problem with the 
aid of a time-honoured device: he ap- 
pointed a committee to study the problem. 
In the meantime, the state-owned compa- 


No waiting 


nies would make extra contributions into 
a special pension reserve fund. Besides, 
the Jospin line ran, thanks to rapid econ- 
omic growth the problem was less press- 
ing than the pessimists claimed. What was 
fundamental was the principle of réparti- 
tion: there would be no pension funds *on 
the model of certain Anglo-Saxon coun- 
tries—that is not our approach." 

President Chirac has said, somewhat 
cryptically, that there will be pension 
funds, but pension funds à la francaise. 
What that means remains to be seen. In 
practice, à la francaise may turn out to be 
much the same as à l'américaine. Despite 
Mr Jospin's rhetoric, his government pre- 
sided over the introduction of company- 
managed savings schemes in which work- 
ers invest in mutual funds and equities— 
rather like workers in America with their 
401K plans. The problem is that the Anglo- 
Saxon way looks less attractive with every 
fallin the stockmarket. 

Poor Mr Raffarin, who has promised to 
pronounce on pension reform in the 
spring, is bound to make himself unpopu- 
lar whatever he does. The demographic 
pressure could certainly be lightened by 
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bringing more women, young and older 
people into the workforce—but that would 
require the introduction of employer- 
friendly measures which would upset the 
unions and the left. Raising the retirement 
age and increasing contributions will be 
similarly unpopular. Even privatisation— 
one way to find money for pensions—will 
be fraught with difficulty, because state 
companies such as Electricité de France 
and Gaz de France have unfunded pen- 
sions obligations that private shareholders 
will be unwilling to take on. 

Elie Cohen, an economist at Sci- 
ences-Po and an adviser to several past 
governments, believes that the deteriorat- 
ing arithmetic will require action on pen- 
sions to be taken within the present gov- 
ernment's five-year term. Possibly so, but 
resolving the arithmetic on other state 
commitments may be even more urgent. 


Remedial action 
By any measure, France's health service is 
among the best in the world. Life expec- 
tancy for women (despite a collective re- 
luctance to stop smoking) is second only to 
Japan, and the men are not far behind (de- 
spite, or because of, a continuing love of 
wine). There are no waiting lists for hospi- 
tal treatment; general practitioners are pre- 
pared to make home visits, even at night 
and during the weekend; and the poor get 
their treatment free. For the rest of the 
population, the cost is almost, or entirely, 
covered by a combination of the state's so- 
cial-security system and co-operative in- 
surance bodies known as mutuelles. Not 
surprisingly, the French visit their doctors 
at the first sniff of a cold, go into hospital 
more often than others, and swallow more 
pills than anyone except the Japanese. 
Unfortunately, all of this comes at a 
price that threatens to grow inexorably 
with increasing life expectancy and the ex- >> 
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* pensive medicines and technology that go 
with it. France spends almost 10% of its 
GDP on health, a little less than Switzer- 
land and Germany (see chart 6). For com- 
parison, Britain spends a frugal 7% and 
America an extravagant 13%. Looking at 
the life-expectancy rankings, you might 
conclude that the Americans are wasting 
their money—and perhaps that the French 
are too, because those frugal Britons, for all 
their ghastly hospital waiting lists, live al- 
most as long as their neighbours across the 
Channel. 

French governments have been worry- 
ing about lavish health spending for de- 
cades. Back in 1978 the centre-right prime 
minister of the day, Raymond Barre, raised 
social-security contributions and cut hos- 
pital spending. But when he also tried to 
penalise over-prescription, the doctors de- 
feated him with a series of strikes. In the 
mid-1990s, Alain Juppé was similarly frus- 
trated by the doctors, but at least he 
wrested away the task of setting the an- 
nual target for social-security spending 
from the joint body of unions and bosses. 
Instead, it was handed to parliament. 
Thanks to this innovation, over the years 
the social-security deficit was first checked 
and then turned into surplus in the three 
years from 1999. 

But only two months ago the Cour des 
Comptes, which audits state spending, re- 
leased a report to the effect that the 2001 
surplus was hiding a "fragile situation"—so 
fragile, in fact, that this year the social-se- 
curity system will lapse into a deficit of 
€3.3 billion ($3.3 billion), due to increase to 
€4.6 billion next year. One reason is the 
slowdown in economic growth, and the 
tax receipts that go with it; a second, how- 
ever, is that health spending—which ac- 
counts for two-fifths of the social-security 
budget—keeps exceeding the limits set by 
parliament. For example, the limit for 2001 


was set at €106 billion, but the amount ac- 
tually spent was €109 billion. 

This was the fourth, and worst, consec- 
utive year of excess spending, prompting 
the state auditors to comment: "The 
contradiction is ever stronger between the 
desire to set objectives and the inability to 
put in place the means to regulate them." 
The auditors reckon that too many French 
hospitals are in the wrong place, or offer 
wastefully overlapping services; that there 
are 30,000 surplus beds across the coun- 
try; that drugs are prescribed too often and 
too expensively; and that a quarter of 
those who call on the emergency services 
have no urgent need at all. 

But will the politicians pluck up the 
courage to reform the system? The signals 
are mixed. Almost as soon as it came to 
power, the Raffarin government caved in 
to a series of strikes by France's 55,000 
family doctors that had started under its 
predecessor. The doctors won an 8% in- 
crease to €20 for a consultation and a 46% 
rise to €30 for a home visit. Well deserved, 
thought their patients, for a profession 
where the average annual salary, after ex- 
penses, is a moderate €51,000—but the 
award adds another €1.2 billion to the so- 
cial-security bill. 

In theory, the health ministry intends 
to claw back all this and more by raising to- 
bacco taxes; by requiring half of all pre- 
scriptions to be for generic drugs (much 
cheaper than those under patent); by pay- 
ing for other, brand-name drugs as though 
they were generics; and by refusing to pay 
for 835 medications judged to be useless by 
the country's independent food and 
health safety agency. 

Ominously, however, the Socialist 
Party and the unions are already criticising 
this supposed erosion of the medical sec- 
tor's freedom of action. The unions com- 
plain, too, that the introduction of the 35- 
hour week, combined with the govern- 
ment's reluctance to hire more workers for 
the public sector, is placing an unfair bur- 
denon their members. 


Reform needs courage 

If all that suggests trouble to come, so does 
the commitment to slim the civil service. 
For example, it is clearly a nonsense that 
the Ministry of Finance, with almost 
180,000 employees, has two separate 
organisations to deal with taxes: one to as- 
sess them, the other to collect them. Simi- 
larly, with the baby-boom long over, it is 
hard to see why the education ministry 
needs more than 960,000 employees; 
hard, too, to justify a junior defence minis- 


ter, complete with his own department, 
for the dwindling number of veterans of 
France's wars. One explanation is that 
politicians may be more sympathetic than 
they should be-after all, two-fifths of the 
members of the National Assembly are on 
leave from the civil service. 

But the leverage of the civil service 
stretches far beyond that. By one calcula- 
tion, 57% of the adult population are either 
civil servants themselves, or are children, 
parents or spouses of civil servants. Minis- 
ters naive enough to attempt reform tend 
to lose their jobs—witness, in the Jospin 
government, the education minister, 
Claude Allégre, and a short-tenured fi- 
nance minister, Christian Sautter. When a 
junior education minister in the present 
government pointed out that some 3,000 
jobs could be saved because there were 
now fewer schoolchildren needing to be 
taught, his boss had to calm the storm by 
explaining that the lost jobs would not be 
teaching ones. 

The temptation, therefore, is to let mat- 
ters rest. After all, almost half of the civil 
service will be retiring in the next decade, 
and not all of them will be replaced. So 
perhaps, say the optimists, the fat can be 
cut painlessly. But meanwhile, thanks to 
Mr Chirac's pledge to boost internal and 
external security, next year the ministries 
of the interior, justice and defence will all 
have more employees rather than fewer. 
Indeed, for all the talk of reducing num- 
bers, next year's total tally of civil servants 
in central government, including 459,000 
in defence, will be 2,180,240—a mere 1,745 
fewerthanthis year. m 
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The French exception 


HE vineyards bake in the sun of Pro- 

vence; vast cornfields stretch golden 
across the plains of Picardy; in Brittany the 
cattle slowly munch their way from one 
deep green field to another; in the Dor- 
dogne the geese are having their livers fat- 
tened for the world's best foie gras. All this 
is la France profonde, that entrancing coun- 
try of picturesque villages and revered cui- 
sine. No wonder France is by far the 
world's most popular tourist destination 
for foreigners. And no wonder the French 
themselves, not least President Chirac, are 
determined to preserve it. 

Yet the pastoral idyll is in part a myth. 
The country towns are surrounded by 
hypermarkets and car-lots; the villages 
have garish kiosks dispensing videos; and, 
all too often, the fields and rivers are pol- 
luted with pesticides. Meanwhile, the true 
paysans (the word translates better as 
“country folk" rather than “peasants”) are 
dwindling in number: down to 627,000 in 
the 1999 census, a drop of 38% on ten years 
earlier. Their place has been taken by the 
modern barons of industrialised agricul- 
ture (the average farm now is half as large 
again as in 1988); or the workers who com- 
mute to the nearest town; or the Parisians 
and foreigners who have bought second 
homesin the country. 


Rus in urbe 

So why is the myth so important? The an- 
swer is a mix of nostalgia, culture and 
economic self-interest. Only two genera- 
tions ago, agriculture accounted for one- 
third of the nation’s workforce, which ex- 
plains why even the most confirmed city 
types usually still have some rural connec- 
tion. Mr Chirac once said: “The farmers are 
the gardeners of our country and the 
guardians of our memory.” But there is 
rather more to it than gardening: helped by 
an EU Common Agricultural Policy de- 
signed with French farmers in mind, 
France has become the world’s fourth-big- 
gest producer of cereals and meat and 
pockets a quarter of the CAP's funds. 

That does not please José Bové, the 
pipe-smoking, moustachioed leader of the 
Confédération Paysanne. Mr Bové, a for- 
mer student activist turned occasional 
goat-cheese maker, is demanding a more 





Tons of joie de vivre 


literal interpretation of the myth. He has 
become a popular hero by attacking 
globalisation and the cA» for industrialis- 
ing agriculture at the expense of the small 
farmer. Two years ago, when he appeared 
in court for trashing the site for a new Mc- 
Donaldsrestaurant, 30,000 demonstrators 
gathered in his support. He was briefly im- 
prisoned earlier this year. 

By contrast, the politicians think the 
myth is best served by holding on to the 
status quo. When the European Commis- 
sion earlier this year proposed replacing 
production subsidies for farmers with di- 
rect payments geared to their care for the 
environment, Hervé Gaymard, France's 
agriculture minister, led the counter-at- 
tack. Gathering the signatures of six other 
EU agriculture ministers, Mr Gaymard sent 
a letter to several European newspapers, 
noting: "For us, agricultural products are 
more than marketable goods; they are the 
fruit of a love of an occupation and of the 
land, which has been developed over 
many generations...For us, farmers must 
not become the ‘variable adjustment’ of a 
dehumanised and standardised world." 


From agriculture to Europe, 
France gets away with doing its 
own thing 


Cri de coeur or hypocritical power poli- 
tics? Perhaps a bit of both. Mr Gaymard's 
argument is that the CAP has served Eu- 
rope well, and thatits reform should not be 
rushed, but should involve a debate going 
back to first principles. Then again, the let- 
ter was published on September 24th, to 
coincide with a meeting of agriculture 
ministers in Brussels. Moreover, it guaran- 
teed a French victory: the signatories repre- 
sented a minority big enough to defeat not 
just the commission's plans but also the 
wish of several northern countries, par- 
ticularly Britain, to renegotiate the CAP be- 
fore the present agreement on the Ev’s fi- 
nances expires at the end of 2006. 


What kind of Europe? 

All this, say the critics, is proof that France, 
a founder member of the EU, sees it only as 
a vehicle for its own national interests. But 
that hardly seems a damning verdict. After 
all, why join a club if it does not serve your 
interests? For France, the European club 
has always served two purposes: to ensure 
peace with Germany after three wars 
within a century; and to provide a counter- 
weight to America's power. 

Still, the French seem to have a way of 
bending the club rules to their advantage. 
For example, back in 1965, when the 
France of President De Gaulle boycotted 
Europe's institutions for six months, its 
"empty chair" policy successfully checked 
Europe's supranational course, guarantee- 
ing each nation the right to a veto if its vital 
interests were at stake. And in the early 
1990s France held the Uruguay Round of 
trade negotiations hostage until it won the 
right to a "cultural exception", allowing it, 
in effect, to subsidise French films and dis- 
criminate against American ones. 

In the same vein, Mr Raffarin's finance 
minister, Francis Mer, blithely told his EU 
colleagues last June that their "Stability 
and Growth Pact", a 1997 accord under 
which all countries had pledged to bal- 
ance their public-sector budgets by 2004, 
was "not set in stone." The commission 
and the other EU members agreed, giving 
France until 2006 to meet the deadline. But 
the medium-term budget plans which Mr 
Mer announced in September show that 


France will still have a 1% deficit in 2006, >> 





* prompting open criticism by the commis- 
sion. Mr Mer seemed unfazed. After a 
meeting with his EU counterparts last 
month, he declared: *We decided there 
were other priorities for France-for in- 
stance, increased military spending. Other 
countries have not taken this kind of deci- 
sion, but we are still in a Europe where 
budgetary policy and political decisions 
are under national control." 

It sounds rather like a Europe in which 
France remains an independent nation- 
state, choosing for itself when and how to 
co-operate with the rest of the club. That is 
one reason why the tie with Gerhard 
Schróder's federalist-minded Germany 
has come under strain. However, the tie 
still holds: last month in Brussels, Mr Chir- 
ac, outmanoeuvring-and enraging—Brit- 
ain's prime minister, Tony Blair, per 
suaded Mr Schröder that the cap should 
remain unchanged until 2006. 

Back home, Francois Bayrou, leader of 
the Union for French Democracy and a 
member of the European Parliament, is 


one of very few French politicians to share 
the Belgian, Italian or German vision of à 
powerfully supranational Eu. Other vi- 
sions for the future of the Eu, from a con- 
federation of nation-states to a “hard core” 
of “the willing and the able”, all have one 
thing in common: in essence, France will 
retain its freedom of action and Europe 
will serve France’s purpose. How else 
could De Gaulle and his political descen- 
dants, including Mr Chirac, have accepted 
the notion of acommunal Europe? Nor are 
such attitudes confined to Gaullists: the So- 
cialists’ Francois Mitterrand may have 
talked of “the European project" and “the 
European construction", but in his alliance 
with Germany's Chancellor Kohl he pre- 
served France's role as the architect. 


Quite contrary 

The same streak of Gaullist independence 
is evident in the way France so often dis- 
agrees in public with the United States, in 
particular over the Middle East. The most 
obvious example is the squabbling over 


what kind of UN resolution to use against 
Iraq, but there are plenty of others. When 
President Bush linked Iraq, Iran and North 
Korea in an "axis of evil", the Socialist for- 
eign minister of the day described the 
American approach as "simplistic"—the 
same adjective Mr Raffarin now uses for 
America's policy. 

All this is fine for France's classe poli- 
tique, trained to deal with the intellectual 
contortions of being an insider in the rich 
world's councils yet an outside critic at the 
same time. Earlier this year, for example, 
both theJospin government and the oppo- 
sition sent representatives to the World 
Economic Forum in New York-but also 
sent twice as many to the rival, anti-global- 
isation summit in Porto Alegre, Brazil. 

But what of those lesser mortals who 
make up the electorate? For them it smacks 
of double-talk. No wonder so many, either 
by abstaining or by casting a protest vote, 
took their revenge in the presidential elec- 
tion last spring. They felt lost, and the elite 
had not bothered to show them the way. @ 











E ps French body politic has had quite a 
momentous year, but the sense of 
shock is now fading. The new obsession of 
the chattering classes is Iraq and American 
foreign policy (which has catapulted two 
thoughtful books on French anti-Ameri- 
canism into the bestseller list). For the po- 
litical right, the obsession is unity: let the ri- 
val parties that coalesced into the Union 
for the Presidential Majority become a sin- 
gle vehicle to elect the next president in 
2007 (Mr Juppé, or Mr Sarkozy, or-some 
now whisper—Mr Chirac again?). For the 
opposition, so much in retreat that the 
Communist Party, once the largest party of 
the left, is now struggling to survive with 
just 21 supporters in the National Assem- 
bly, the task is not so much to bind its 
wounds, but to fight it out until the 
would-be modernisers of the Socialist 
Party, such as Dominique Strauss-Kahn 
and Laurent Fabius, either win or lose. 

The government, for its part, talks of 

“decentralisation”. Patrick Devedjian, the 
“minister of local freedoms”, argues that it 
is time to give power to local officials and 
to get away from the Napoleonic military 
logic of a "chain of command" that always 
leads to Paris. In that way, perhaps a sol- 
ution could at last be found for Corsica, 
whose bomb-planting extremists are bent 
on secession. 
- . But does any of this indicate that the 
country is facing up to its problems? Sadly, 
not enough. The fracture sociale—a cam- 
paign slogan of Jacques Chirac’s in his first 
_ bid for the presidency, in1995—still divides 
the nation; the elites still pontificate at an 
arrogant distance from la France d'en bas; 
necessary economic reforms still remain a 
matter of talk rather than achievement; 
and policy isalltoo often a consequence of 
confrontation rather than negotiation. 
Worst of all, perhaps, is the temptation to 
seek refuge in a false comfort zone: France 
as an independent nuclear power, as a per- 
manent member of the UN Security Coun- 
cil, as a member of the c8 club of econ- 
omic powers~and, of course, as a country 
that takes culture seriously. France may 
not match the Anglo-Saxons for Nobel lau- 
reates in economics, but in literature it 
comes top. 

Yet there is no need for such a comfort 


zone. France’s engineers are among the 
best in the world—witness not just high- 
technology triumphs such as the Ariane 
rocket programme or the TGV railway sys- 
tem, but also lower-technology successes 
such as Michelin tyres or the cars of Ci- 
troén and Renault (a good enough com- 
pany to take over Japan's Nissan and re- 
turn it to profit). The same is true of some 
of its bankers, insurers and retailers, who 
successfully compete on the world stage. 
AXA, for example, will insure your life in 
America; Carrefour will sell you groceries 
whether you live in China or Chile. 

The disappointment is that such assets 
are undervalued in the public mind, espe- 
cially since the fall from grace of Jean-Ma- 
rie Messier (a graduate both of ENA and 
the Polytechnique), with his improbable 
dream of turning a sewage and water com- 
pany into the Vivendi Universal media 
giant. Denis Ranque, the boss of Thalés, a 
French defence and electronics group op- 
erating in more than 30 countries, has an 
explanation: "Popular knowledge of the 
economy is weak in France. We have im- 
portant industries, but the French don't 
like them. They associate them with pollu- 
tion, not jobs." 

Elie Cohen, the economist at Sci- 
ences-Po, argues that France has been an 
ordinary market economy since the 
mid-1980s, when the folly of Mitterrand's 


nationalisation programme of 1981-82 be- 
came obvious even to the president, but: 
"The spirit of Gallo-capitalism remains. 
Each time there's a problem, you appeal to 
the state." Yet surely an “ordinary” market 
economy would not go to the lengths 
France does to resist the liberalising de- 
mands of the Ev, in particular in the en- 
ergy market, where EDF is protected at 
home even as it creates an empire abroad. 


Face up to reality 
No matter, you might say: France has pros- 
pered regardless. Indeed, there is a certain 
pragmatism behind the rhetoric: criticise 
globalisation but profit from it too; criticise 
America but support it at the same time. 
The problem is that sooner or later this 
form of self-deception could turn into self- 
destruction. In 1995, it prevented France’s 
government from getting the popular 
backing to carry out reforms that have 
now become all the more necessary. 
During his first presidential term, 
Jacques Chirac’s critics had a common 
taunt: he was a man who knew how to 
win power, but not how to wield it. But 
there was a reason: from 1995 he was 
locked by the voters into cohabitation 
with his political opponents. For the next 
five years, he has no such excuse: having- 
promised to reform France, he now has the 
power to do so. May he use it wisely. m 
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Higher education 


The ruin of Britain's universities 


British universities have too little money to do their job properly 


* 


idlest of students. During last year's 
general election campaign, the govern- 
ment discovered that changes it had made 
to the way universities and their students 
are financed had peeved many voters. So 
in October 2001 it announced a review of 
the system. Because whether and how stu- 
dents pay for tuition is inextricable from 
how universities themselves are funded 
and organised, the review came to encom- 
pass a general, ten-year strategy for higher 
education as a whole. After repeated de- 
lays, its outcome was due this month. 
Then Estelle Morris, the education secre- 
tary, resigned, and the announcement was 
delayed again. 

In mitigation, this extended essay crisis 
has been provoked by a particularly tough 
assignment. The malaise that afflicts Brit- 
ain's universities has been brought about 
by decades of haphazard, myopic and self- 
interested policymaking, and the mishan- 
dling by successive governments of the 
transition from an elite to a mass system of 
higher education. 

As in many other western countries, 
the number of students entering higher 
education in Britain has grown enormous- 
ly in the past 40 years. Whereas around 
one in 20 school-leavers went on to univer- 
sity in 1960, more than one in three do so 
now. There was an especially big boom in 

the number of young people going on to 


Tos procrastination would impress the 


higher education in the late 1980s and 
early 1990s, which has since levelled off: 
Tony Blair wants to revive it, and has set a 
target for 5096 of 18-to-30-year-olds to ex- 
perience higher education by 2010. 

Many countries have struggled to man- 
age such educational explosions, but in 
Britain it has been handled especially 
badly. Kingsley Amis, a novelist and aca- 
demic, famously grumped in 1960 that 
“More will mean worse." To an extent, that 
was inevitable: different standards of en- 
try and teaching are bound to obtain 
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when, asis now the case, higher education 
is provided in around 170 universities and 
higher education colleges, plus a variety of 
other facilities, rather than in a handful of 
elite institutions. But British governments 
have helped prove Mr Amis right by refus- 
ing to ask people to pay, either directly, 
through fees, or indirectly, through taxes, 
for all the extra students. 

Expenditure per student has declined 
steadily, with a more rapid fall during the 
early 1990s (see chart on next page). Since 
1989, funding per student has fallen by 37% 
in real terms, while student numbers have 
increased by 90%. The income per student 
at Harvard and Yale is now, respectively, 
4.5 and 3.2 times as much as Oxford's. 

This squeeze has had predictable re- 
sults. The ratio of students to teachers has 
doubled from around 9-1 ten years ago to 


1831 now. Dons’ pay has declined not only - a 


in relation to the private sector, but also to . 
other public-sector jobs: a new lecturer at - 
one of Britain’s old universities now earns. 
about the same as anew policeman. Some. ` 
universities are looking to poorer coun- 
tries-South Korea, China, Eastern Eu- 
rope--to fill junior posts. 

Buildings, facilities and equipment 
have deteriorated. The higher education 
sector as a whole is in the red. Despite the 
dollop of cash for science that last year's 
government spending review provided, 
Universities UK (UUK), which represents 
higher education heads, reckons that in ad- 
dition to the around £8 billion ($13 billion) © 
of public money it receives annually, the 
sector needs an extra £9.94 billion over the 
next three years to put things right-a fan- 


tasy, says the government. 


Money is not the only problem. Within 


the broad economy of higher education, 


many different types of students study an 
enormous variety of subjects in a wide > 











> range of institutions. Unfortunately, the 
tendency of policy has been to erase or 
deny the differences between them. 

This tendency was most starkly mani- 
fest in the decision by the last Conserva- 
tive government, in 1992, to scrap the dis- 
tinction between universities and what 
were previously known as polytechnics. 
Martin Trow, of the University of Califor- 
nia, Berkeley, a long-term-student of Brit- 
ish and American higher education, says 
that this was a move “exactly in the wrong 
direction": whereas what was needed was 
a clear articulation of the different charac- 
teristics and callings of different institu- 
tions, the reform obliged many of them to 
compete for the same resources and be 
judged (in some cases unfairly) by the 
same criteria. 


No Nobels 

It is difficult conclusively to prove the no- 
tion that Britain's top universities are fall- 
ing behind their international counter- 
parts, such as Harvard and Yale. There is, 
after all, no internationally agreed defini- 
tion of what a university is supposed to do. 
*Fitness for the world"—what J.H. New- 
man, the great 19th-century advocate of a 
liberal education, saw as its ultimate 
aim-is tricky to measure. Teaching is obvi- 
ously part of any definition; but it is diffi- 
cult to compare the modular education of- 
fered in top American colleges with 
Britain's single-subject approach. 

The creation of wealth, directly as well 
as indirectly, is increasingly regarded as 
part of a university's role; and in terms of 
the efficiency with which they spin off 
companies and pull in outside investment, 
British universities seem to be doing rather 
well. They still attract more than their fair 
share of foreign students. 

But there are some indications that Brit- 
ain's share of top-level research is dimin- 
ishing. Britain won 11 Nobel prizes in 
chemistry, physics, physiology and medi- 
cine in the 1960s, 13 in the 1970s, four in the 
1980s and two in the 19905. Of the past five 
British scientific Nobel prize-winners, 
none worked at a British university (they 
were at the Imperial Cancer Research 


Fund and government research labora- 
tories). According to Andrew Oswald of 
Warwick University, only 80 of the 
world’s 1,200 most-cited scientists are 
working in Britain, compared with 700 in 
America, whose leadis growing. 

Leaders of the top universities—such as 
Sir Derek Roberts, provost of University 
College London (UCL)—are convinced that 
a crisis is impending. By British standards, 
UCL has a vast research budget; but it is 
running a deficit and has lost academic 
staff to America, though Sir Derek is more 
worried about the exodus of php and 
post-doctoral students to more remunera- 
tive countries. Because of the continual 
erosion of funding and salaries, he says, 
prestige institutions such as his are now 
"living on borrowed time". To help secure 
its pre-eminence, UCL is considering a 
merger, combining with Imperial College, 
another premier London institution, to 
create a university with far greater clout 
than either Oxford or Cambridge. 

Across the Thames in unfashionable El- 
ephant and Castle, though a long way 
architecturally and academically from the 
academics at work around UCL’s neo-clas- 
sical quad, is South Bank University (for- 
merly South Bank polytechnic). Deian 
Hopkin, its vice-chancellor, is a passionate 
advocate of higher education for all. He is, 
he says, much more worried about stan- 
dards at the end of a student's course than 
at the beginning of it. South Bank has an 
agency to help students find part-time 
work. It also runs schemes in which em- 
ployers try to persuade local pupils of the 
benefits of going to university. But because 
of a high drop-out rate, and its failure to 
meet student recruitment targets, South 
Bank has been obliged to cut academic 
jobs, and give back some of its grant to the 
Higher Education Funding Council for 
England, the primary government funding 
agency for universities. The problem, says 
Mr Hopkin, is that institutions such as his 
have been forced to compete for students 
and money with old universities that have 
vastly superior resources. 

The government sees the problem but 
not the solution. It tinkered with funding 
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arrangements in 1998, when it introduced 
small student fees to cover part of the cost 
of tuition, and supplement the much 
larger state subsidy. At the same time, the 
maintenance grants that students had pre- 
viously enjoyed were replaced by loans. 
One of the stated aims of these changes 
was to improve access to university for 
less-well-off teenagers. But the wide gap 
between the proportions of students who 
come from the top social classes and the 
bottom ones hasn’t shrunk. Partly because 
of that, and partly because students and 
their parents don’t like stumping up the 
cash, the government has come under 
pressure to scrap the fees (£1,100 for this ac- 
ademic year). In fact, only about 39% of 
students pay the full (if piddling) amount; 
42% of them pay nothing at all. But replac- 
ing grants with loans too mean to cover liv- 
ing expenses seems to have frightened off 
some students. The governmentis likely to 
bring back grants under some new name. 


Bring back Smith 

Economics argue for cutting universities 
loose from government and allowing 
them to raise money through fees, for 
which students could borrow, either pri- 
vately or from the government. Fees 
would rise a lot. The government says that 
the current £1,100 fees cover a quarter of 
the cost of educating students. UUK says 
the real cost is higher, and the difference 
appears in the deficits that around half of 
Britain’s universities are running. Sir Rich- 
ard Sykes, the rector of Imperial College, 
recently calculated that Imperial loses 
£2,800 annually on every undergraduate, 
and proposed charging the full cost, 
around £10,500, to students whose fam- 
ilies could afford it. 

In its last manifesto, Labour promised 
not to introduce top-up fees, but Tony Blair 
is now believed to favour them-per- 
suaded, it is said, by Lord Jenkins, a former 
Labour chancellor of the exchequer, now 
chancellor of Oxford University. But other 
cabinet members, such as Gordon Brown, 
the current chancellor, are reckoned to be 
hostile. They fear that fees, even if intro- 
duced with a state-backed loans system, 
would put off poorer people. 

If ministers shy away from this sol- 
ution, there is talk that some top universi- 
ties may decide to cut themselves loose, 
and do without government subsidy. 
Adam Smith would approve. He taught at 
Glasgow University, where academics 
were paid directly by students, and he 
thought the teaching was better in such 
universities than in those subsidised by 
the church or the state. A teacher’s dili- 
gence, he observed, “is likely to be propor- 
tioned to the motive which he has for ex- 
erting it”. Britain’s universities have been 
subjected to socialist centralism for too 
long. It would be good to bring a bit of 
Smith back into them. m 
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House of Windsor 


Rebrand or bust 


Britain's oldest firmis on the rocks. 
Time for restructuring 


HEADQUARTERS at war with the prin- 
cipal subsidiary, no strategy, dreadful 
corporate governance and a mish-mash of 
brands-Britain's leading entertainment 
conglomerate was in trouble even before 
the latest shenanigans. Now a combina- 
tion of amateurish personnel policy, a hid- 
eous litigation misjudgment and cack- 
handed news management have under- 
mined the family partnership to the point 
that it may go out of business altogether. 
There are four urgent priorities for the 
House of Windsor. The first is to centralise 
news management. Currently, the Buck- 
ingham Palace corporate headquarters is 
wildly at odds with the troubled St James's 
Palace subsidiary. A bit of boardroom 
bickering is inevitable in any company, 
but fighting it out in the tabloid press is 
self-destructive. The blood-spattered his- 
tory of this particular industry shows that 
if top managers and their aides do not 
hang together, they may all of them risk 


Religious controversy 


One would not welcome an external audit 


the chop. 

The second is to seize the initiative and 
announce a full independent inquiry, 
chaired by an eminent outsider, into the re- 
cent allegations of sexual harassment, ir- 
regular handling of corporate gifts, and 
other ethics violations. This week's deci- 
sion to have a private investigation by the 
subsidiary's company secretary, Sir Mi- 
chael Peat, reassures nobody—and stokes 
fears that the company’s internal audit sys- 
tem is irredeemably skewed by favourit- 
ism, self-satisfaction and secrecy. 

That will take a few months, and 
should deflect some of the media frenzy. 
So will the third priority—a radical restruc- 
turing with an emphasis on transparency 
and efficiency. Like some other famous 


The fundamental things apply 


Britain's chief rabbi is once again under fire 


ELIGION can resolve conflicts, writes 

Jonathan Sacks, chief rabbi of the 
United Hebrew Congregations of the 
Commonwealth, in a new book, “The 
Dignity of Difference”, but it can also 
cause them. No kidding. Although re- 
viewers have praised his elegantly writ- 
ten plea for tolerance, a handful of 
ultra-Orthodox Jews in Britain and 
abroad are on the attack. 

Mr Sacks’s thought-crime was to say 
that all faiths are important. “No one 
creed has a monopoly on spiritual 
truth...In heaven there is truth; on earth 
there are truths. Therefore each culture 
has something to contribute.” 

That seemingly bland statement in- 
furiates the fundamentalists. How, they 
ask, can a champion of Jewish ortho- 
doxy like Mr Sacks say that all religions 
are equally valid? One rabbi has 
deemed the book heretical, another says 
it is not fit to be in a Jewish home. Sum- 
moned before a panel, Mr Sacks tried to 
explain his views on how Judaism re- 
lates to other faiths; his inquisitors urged 
him to correct various “ambiguities” in 


his book. Mr Sacks insists that nothing in 
his book contradicts Orthodox Jewish 
principles. But he has asked his publish- 
ers to sell no further copies until an 
amended version is printed. 

The present furore comes hard on the 
heels of a controversial interview with 
the Guardian newspaper, in which he 
said that the conflict with the Palestin- 
ians was “forcing Israel into postures 
that are incompatible in the long run 
with our deepest ideals.” That infuriated 
the fundamentalists, who believe Israel 
can do no wrong. 

The fuss about the book puzzles 
Emma Klein, an observer of Jewish af- 
fairs: “This is not a big deal. It’s about mi- 
nutiae.” Most Orthodox Jews, she says, 
would understand and accept the book’s 
arguments, which are noble, and worth 
standing up for. Standing up is not, how- 
ever, something that Mr Sacks is entirely 
comfortable doing at the moment: hav- 
ing put several noses out of joint, the 
chief rabbi has since broken one of his 
toes in an entirely unrelated incident in- 
volving a piece of domestic furniture. 





British brands in neighbouring parts of 
London (hand-made shoes, suits, shot- 
guns and so forth), House of Windsor pro- 
fits greatly from tradition and sentiment. 
But brand values should not be confused 
with real-world management practice. 
Like any other organisation, Windsor 
needs lean but effective management. 

Although there have been some effi- 
ciency gains of late, reporting lines are evi- 
dently muddled and there is still wasteful 
duplication between the different subsid- 
iaries and brands. This business will never 
be low-cost, and in past centuries the 
Windsor top management enjoyed ex- 
travagant perks. In the modern world, 
however, self-indulgence and feudal flim- 
flam corrode both the company’s external 
image and its internal ethics. 

Finally, Windsor needs to consider its 
product range, currently an uneasy mix of 
celebrity and utilitarian offerings. Its stron- 
gest brand, Queen Mother, was with- 
drawn from the market this spring. The 
current leading product, Elizabeth, is look- 
ing tired, and has suffered from the recent 
bout of bad publicity. The troubled 
Charles brand (run out of St James's Pal- 
ace) has fared even worse. In the mixed 
bag of minor brands (Philip, Anne, York 
and Wessex) even the strong ones offer lit- 
tle prospect of development, while the 
worst should be dumped forthwith. 

The best hope is Wills, a joint-venture 
product between the St James's Palace and 
(now-defunct) Kensington Palace subsid- 
iaries. After two decades of development 
and trial marketing, Wills is nearly ready 
for a full launch. Early public reaction has 
been positive. But there will need to be 
some careful thinking about positioning. 
Functionality, thrift and good taste are bet- 
ter long-term value propositions than 
showbiz glitz, which has made the Wind- 
sor image tawdry and volatile. 

There is an interesting but superficial 
comparison between Windsor's plight 
and that of other similarly venerable but 
mismanaged outfits—the Tory party, Ox- 
ford University and the Church of Eng- 
land. Unlike them, Windsor faces no im- 
mediate competitive threat; but Windsor 
must remember that it operates a franchise 
which can always be withdrawn. m 








Bagehot | It’s much too soon to gloat 


The absence of opposition has made the government conceited. But it is not as powerful as it thinks it is 
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WEEK ago government ministers were under instructions 

notto gloat too much at the poor old Tories. Perhaps not sur- 
prisingly, Downing Street seemed intent on preserving Iain Dun- 
can Smith for the nation. But there was another, better, reason 
why Tony Blair should have wanted to keep the gloating under 
tight control. The voters don't much like governments that get 
above themselves. They don't share their ideological certainties 
and they fear the consequences of untrammelled power arro- 
gantly exercised. Although the sleaze, divisions and incompe- 
tence of the Major years destroyed respect for the Tories, the 
reason they are still hated by many people is the swaggering tri- 
umphalism of high Thatcherism. 

Unfortunately, although Mr Blair sort of understands this, he 
can't help himself. On Wednesday, rather than concentrate on 
justifying the legislative programme outlined in the Queen's 
Speech, Mr Blair revelled in the latest bout of Tory in-fighting. 
His theme was that the Tories were "irrelevant" and his sub-text 
that the government could do as it pleased. 

The trouble with gloating is that it very rapidly leads to self- 
delusion. Just as Margaret Thatcher wrongly thought she had 
transformed Britain into an "enterprise culture", so the govern- 
ment now appears to believe that the voters' conversion to the 
cause of huge tax-funded increases in public spending is com- 
plete. Any suggestion that there may be dangers in the govern- 
ment's ever more aggressive redistributionist tax policies, its 
carefree imposition of what the csi rightly calls “policy-driven 
cost increases” on business and its willingness to throw lots of 
money at yet-to-be-reformed and highly-unionised parts of the 
public sector is met with something close to incredulity: “Sorry 
old chap, but don’t you realise, we’ve won those arguments. 
Wake up and smell the coffee.” 

In a sense, of course, they have. Labour won its second term 
with an explicit promise to deliver a transformation in the qual- 
ity of public services. When the chancellor, Gordon Brown, an- 
nounced in the spring that he was raising taxes on middle- 
income earners to help pay for a 43% real terms increase in health 
spending over the next five years, his personal poll ratings 
soared. At no time since has the government relinquished its 
large opinion poll lead over the Conservatives. So rattled is Tory 





confidence that nobody quite knows whether the party thinks 
the government is taxing and spending too much or not. Self- 
styled Conservative modernisers, such as Archie Norman, even 
argue in favour of higher taxes (higher than what isn’t clear) if 
that’s the price of showing that the Tories really have learned to 
love public services. As for the Liberal Democrats (despite their 
silly claim to be the main party of opposition), they praise the 
government for adopting their own tax-and-spend agenda. The 
lack of any serious day-to-day opposition is already corrosive 
enough of good governance, but the real killer is that the govern- 
ment no longer fears the possibility of retribution at the hands of 
the electorate. When even senior Tories define success as limit- 
ing Labour to a majority of fewer than a hundred seats at the 
next election, it's hardly surprising if the government is carried 
away with the sense of its own dominance. 

Yet in many ways, the government is more constrained than 
the daunting parliamentary arithmetic and the wretchedness of 
the Tories imply. Above all, its mandate for tax and spend is a 
good deal more conditional than it currently likes to think. Be- 
cause, during its first four years in office, it was seen to run the 
economy sensibly, the electorate decided that it had earned a 
freer rein in its second term. Although, if opinion polls are to be 
believed, voters were sceptical about the chances of success, 
they were nonetheless willing, in effect, to acquiesce in the gov- 
ernment's attempt to discover whether the old model of public 
services could be fixed with decent funding and a few tweaks. If 
Mr Brown's budget was popular, it was because he appeared to 
be doing what the government said it would do. 


Now for the hard part 

But from now on things can only get tougher. The fire-fighters' 
strike has dramatically illustrated both the intensity of union-led 
opposition to any changes in working practices and the danger 
that most of Mr Brown's billions will be swallowed by higher 
pay. Even the 11% offer proposed by the independent Bain Com- 
mission (rejected by the fire-fighters as “derisory”) would be 
disastrous if it were extended to more deserving or hard-to-re- 
cruit workers, such as nurses. When the chancellor’s tax hikes 
take effect in April, against a backdrop of rising union militancy, 
the governmentis likely to find the appetite for more of the same 
to be distinctly limited, particularly as it is quite likely that these 
will coincide with the onset of the deepest house-price recession 
since 1989. Up till now, Mr Brown’s squeeze on the incomes of 
the affluent middle classes has been tolerated because rising 
house prices have bolstered living standards. With university 
top-up fees also looming, it may not be for much longer. 

The Queen’s Speech was full of proposals for legislation to 
pave the way for the structural reforms in health and education 
on which the prime minister is pinning his hopes. But these are 
coming very late in the day and may yet be undermined by a le- 
thal combination of union hostility and sniping from Mr Brown, 
who increasingly puts himself on the side of equity rather than 
efficiency. With public patience already wearing thin, it will be 
years before these proposals make an impact. The truth is that 
this government has not until now experienced real adversity: it 
has yet to be tested. It has enjoyed the fruits of a benign econ- 
omy, industrial peace and, best of all, the benefit of the doubt. 
But the going is about to become a lot rougher. Even without an 
opposition worthy of the name, failure is a real possibility. As Mr 
Blair in his less hubristic moment knows only too well. m 
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Storm clouds over Detroit 


DETROIT 


Things look bleak for America's motor industry 


AR sales in America plunged in Octo- 

ber, compared with the same month a 
year earlier. To some degree, this was inev- 
itable: October 2001 was an artificial peak 
caused by General Motors' introduction of 
“9% finance" (ie, interest-free loans) to 
keep sales moving after September 11th. 
Yet, after a decade of climbing from 13m 
vehicles a year to 17m, sales now seem set 
for along slump. Some analysts think they 
will fall by as much as 10%, especially if the 
economy dips back into recession. This is 
particularly bad news for America's so- 
called “big three", which are in worse 
shape than many foreign rivals. Detroit 
has mixed losses and lousy profits even in 
the boom. Merely a small dip in sales can 
hit a car maker’s bottom line very hard. 

The GM scheme kicked off a credit 
binge, as other firms followed with every 
sort of carrot to tempt consumers, from 
discounts and zero interest rates to delayed 
repayments and no deposits. Initially, the 
impact was expected to be brief. Even Rick 
Wagoner, GM's boss, doubted that the 
boom would last much into this year, as 
some sales would simply be buyers bring- 
ing forward their planned purchases. 

But incentives are addictive, as Lee Ia- 
cocca, a former boss of Chrysler, observed 
in a previous crisis. Rather than let sales 
slow, by the summer GM, Ford and Chrys- 
ler were offering incentive deals worth 
$2,000-3,000 a vehicle. (European and 
Japanese firms have mostly had to give 


away less than half as much, as their 
brands are stronger.) Several times GM has 
tried to cut incentives, but each time sales 
slowed and it reintroduced them. 

Coping with the first downturn in a de- 
cade was always going to be hard for De- 
troit's big car makers. Ford and Chrysler 
plunged into loss in recent years, even as 
sales boomed. This profitless prosperity 
drained their coffers, and drew attention to 
their liabilities, such as their underfunded 
pension and benefit promises to workers 
(see next story). The rating agencies re- 
cently downgraded the debt of Ford and 
GM almost to “junk”. This makes it costlier 
for their finance arms to raise capital. 


Big wheels don’t keep turning 
Worse for the big three, they no longer 
dominate at home. Increasingly, Toyota 
Camrys, Honda Accords and Volkswagen 
Jettas rule the roads. California and other 
Pacific coastal states have long preferred 
foreign brands (albeit now mostly made in 
America). Now New England, New Jersey 
and Florida are going the same way. 
Detroit’s share of the American car 
market has slipped: from 73% in 1996 to 
barely 63% last year, according to figures in 
Automotive News. It is on course to fall be- 
low 50% within a decade, with a dispro- 
portionate chunk of those sales concen- 
trated in the mid-west. Taking out 
pick-ups, sport-utility vehicles (suvs) and 
minivans, the home-grown American 
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share of the passenger-car market is al- 
ready only 47%. 

America is coming to resemble Europe 
in its balkanised car market, with a hand- 
ful of firms battling it out behind a market 
leader (Volkswagen in Europe; GM in 
America). The European market, plagued 
by 30% overcapacity, is so tough that both 
Ford and GM have been losing hundreds 
of millions of dollars there, and Italy’s Fiat 
is collapsing into the arms of its biggest 
outside shareholder, GM. Similarly hard 
times probably await the Americans at 
home. Indeed, another of the big Ameri- 
can firms may yet need rescuing, as Chrys- 
ler did twice—in the 1970s by the govern- 
ment, and in the 1990s by Daimler-Benz. 

Ford is finding today’s market espe- 
cially harsh. Last year Bill Ford, a member 
of the founding family (which still owns 
40% of the voting shares), ousted Jacques 
Nasser as chief executive. On his watch, 
quality had slipped, morale had slumped 
and the firm had to write off billions after 
it emerged that Firestone tyres may have 
caused its Explorer suvs to crash. Now, 
Ford’s recovery plan—closing five plants, 
shedding 35,000 workers and hacking 
component costs-may be going too 
slowly. And new problems, such as a 
$500m loss at Jaguar, caused by two 
botched product launches, are cropping 
up. Yet fast turnarounds are possible in this 
industry. For instance, in moribund Japan, 
Nissan, with bigger problems than Ford’s, 
showed signs of recovery within a year of 
Carlos Ghosn becoming boss. 

Partly because of the power of the un- 
ions, America’s car makers find it almost as 
hard as do their European counterparts to 
cut output and capacity to match changed 
circumstances. As productivity rises, on 
average, by 3% a year, compared with de- 
mand growth of 2%, there is an inbuilt ten- 
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dency to develop excess capacity. Yet each >> 
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> firm has sunk so much capital in plants 
that itis strongly tempted to use the capac- 
ity to build extra cars that fetch enough rev- 
enue to cover marginal costs in the short 
run, but not total costs in the long run. 
Keeping cash flowing in and grabbing a bit 
more market share, as GM is doing now, 
makes sense for a while. But eventually, 
especially if sales dip, it will become clear 
that the producers have dug themselves a 


Company pensions and benefits 
Ticking bomb 


NEW YORK 


collective hole. As Mr Nasser told The 
Economist this week, Detroit’s problem is 
that it has been “going in the wrong direc- 
tion for the last 30 or 40 years. It hasn't just 
happened in the last 12 months." 

True, since 1990, the capacity of the big 
three has declined modestly, from 14m ve- 
hicles a year to13m. But thatis too little, too 
late. In the same period, foreign firms have 
doubled capacity in America from 1.9m to 
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over 4m. By 2008, foreign-owned capacity 
is forecast to be 5.4m. Toyota and Nissan 
are building new plants, and Toyota is ru- 
moured to be considering yet another. Hy- 
undai, South Korea's biggest car maker, is 
coming, and BMW, Honda and Mercedes 
are all expanding existing capacity. 

Most worrying of all for Detroit, much 
of the new capacity is aiming at the one 
part of the market where the big three 


Unfunded benefit promises to retired employees are now too big to ignore 


O F ALL the troubles facing America’s 
car makers, the worst may be their 
unfunded promises to workers, espe- 
cially retired ones. Fitch, a rating agency, 
estimates that in 2002 the aggregate pen- 
sion shortfall of car firms will top $30 
billion, most of it attributable to Ford 
and General Motors. Things look worse 
when other post-employment benefits 
(OPEBS), primarily retiree health care, are 
added in. Last year, GM doled out a 
hefty $857 in OPEBs for every vehicle it 
built (see chart). 

Car makers are not alone. Three years 
of paltry equity returns and low interest 
rates have led to an aggregate shortfall of 
funds compared with pension liabilities, 
for all firms in the s&p 500, of around 
$300 billion in 2002. The total doubles 
when OPEBs are added, as these are 
typically unfunded because, unlike pen- 
sions, firms get no tax breaks for setting 
aside assets against future liabilities. In 
Europe, too, pension deficits are causing 
waves in the Netherlands and Britain, 
the two European countries in which 
pre-funded defined-benefit pension 
schemes (which pay a pension related to 
an employee's final salary) are prevalent. 
Pension underfunding in Britain will 
reach £100 billion ($160 billion) this 
year, says Watson Wyatt, a consultancy. 

Even an uptick in the stockmarket, 
not a racing certainty to say the least, 
may not help much. “What people are 
missing is how high returns have to be 
just to stop the underfunding problem 
getting worse", says Trevor Harris of 
Morgan Stanley. If pension-fund returns 
average 676 a year in future, American 
firms may have to stump up another $80 
billion to close the gap, calculates Gold- 
man Sachs. At 4% a year, the figure rises 
to $110 billion. That would hurt profits, 
especially if, as is quite likely, account- 
ing bodies introduce standards that force 
firms to reflect properly the impact of 
their pension obligations. 

In October, Standard & Poor's, an- 
other rating agency, downgraded GM, 
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citing pension deficits as a main reason. 
Last week, Northwest, an airline, an- 
nounced a pension-related charge that 
could exceed $700m in the fourth quar- 
ter. It also petitioned the government to 
let it contribute shares in lieu of cash 
and to reschedule other contributions to 
avoid a liquidity crunch during the in- 
dustry downturn. Others will follow. 

Many of the hardest-hit firms are in 
mature industries—airlines, steel, cars— 
with large (and growing) retiree popula- 
tions. The average ratio of active employ- 
ees to retirees for GM in America is 
2.3-to-one; in the steel industry it is three- 
to-one. Strong unions mean that simple 
solutions on paper—eg, trimming 
OPEBS-are not so simple in practice. 

Can anything be done? OPEBs are 
easier to wriggle out from than pen- 
sions. American firms are legally obliged 
to make good any pension-fund shortfall 
of more than 10%. Other than praying 
for 36,000 on the Dow, bosses may feel 
better off not having to worry about 
whether their pension fund will bank- 
rupt their business. Several British firms 
are considering paying insurers to take 
on their pension obligations, says Kevin 
Wesbroom of Hewitt Bacon & Wood- 
row, a consultancy. That would not get 
rid of the underfunding problem, but it 
might stop it getting any bigger. 


made serious money in the 1990s. They 
survived then by skilfully tapping the fash- 
ion for suvs and minivans. Their products 
had the field to themselves, as the Japa- 
nese and Germans were slow to move in. 
As demand for these family-friendly 
"light trucks" rose, from a third of the total 
passenger-vehicle market to about half, 
Detroit has converted car plants to make 
SUVS and minivans, bringing capacity to 
around 6m. Even so, until recently, the 
plants were full and profits fat-up to 
$10,000 per vehicle. But now the Japanese 
are opening plants to build suvs and 
other light trucks in America. According to 
Deutsche Bank, this will boost capacity by 
1.7m in the next three years, just as the 
boom is over. With 20% overcapacity in 
car plants, Detroit has relied on the busy 
light-trucks business to earn its profits—the 
vehicles account for a staggering 75% of 
DaimlerChrysler's American output, for 
instance. If the investment under way 
means these factories too are soon only 
80% utilised, Detroit will lose the lifeline 
that allowed it to survive the past decade. 
Itis heading for a nasty “fender-bender”. m 


Telecoms 


The wired and the 
wireless 


Should telecoms firms own a big 
network, or no network at all? 


be ORLD domination—the same old 
dream,” says James Bond wearily 
to Dr No, the villain in the film of the same 
name. He might have said the same thing 
to the bosses of the world’s telecoms firms 
as they tried to build global networks dur- 
ing the boom. Their plans, like those of 
many a Bond villain, now lie in ruins: sup- 
ply far outpaced demand. Many carriers 
are bust, and the rest are dealing with the 
after-effects of their bids for global su- 
premacy. This week Cable & Wireless took 
an axe to its global division, cutting 3,500 
jobs and taking a $6.5 billion charge. Deut- 
sche Telekom was expected to announce a 
write-down of €20 billion ($20 billion). 
Amid the carnage, however, a new 
breed of telecoms firm is turning the dis- 
credited conventional wisdom on its head. 
Rather than build global networks, these »» 
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*virtual-network operators" (VNOs) have 
taken the opposite approach: it makes 
more sense, they argue, not to own a net- 
work at all. Instead, they lease connections 
from traditional operators and stitch them 
together to create a virtual network. 

This has many advantages, says Allen 
Timpany of Vanco, who pioneered the ap- 
proach. Now that the notion of a single car- 
rier with global coverage has been ex- 
posed as a fiction, multinational firms 
have to use several operators and stitch the 
networks together themselves. Ford, for 
example, found that it needed links from 
12 separate carriers to connect offices in Eu- 
rope, the Middle East and Africa. It is less 
fiddly to outsource to a VNO, which does 
the stitching, maintains close links with 
operators in many countries, handles pro- 
curement and consolidates billing. 

Another benefit, says Francesco Caio of 
Netscalibur, a European vNO, is that by re- 
lying on many operators, VNOS insulate 
customers from the risk of a single oper- 
ator going bust. His firm picked up several 
customers after the sudden collapse of 
KPNOwest, a pan-European operator, in 
June. Also, he suggests, vNOs can offer bet- 
ter service than conventional operators. 
“People who are good at infrastructure are 
not necessarily good at services,” he says. 
“Skills matter more than owning fibre.” 

The emergence of vNOs is a natural 
consequence of competition, argues An- 
drew Heaney of Spectrum, a consultancy. 
In the old days before deregulation, the 
only way to get fair wholesale pricing for 
network connections was to own the net- 
work. But as it becomes possible to buy ca- 
pacity at a fair price (or less), the case for 
owning the network falls away. VNOs can 
then be more innovative than operators 
that own their networks, Mr Heaney ob- 
serves, because they are not committed to 
particular vendors or technologies. 

By acting, in effect, as independent bro- 
kers of connections, VNOs can also ensure 
that their customers get the best deal as 
prices fall and new technologies emerge. 
Mr Timpany says his firm takes a 30% cut 
when it finds a way to reduce costs for its 
customers. “There is an incentive for us to 
save them money," he says. Thatisnottrue 
of conventional carriers hoping for a re- 
turn on their infrastructure investments. 

But as the vno model takes hold, notes 
Mr Heaney, vNOs will face increasing 
competition from "systems integrators", 
such as IBM and EDS. These companies 
can incorporate network design and pro- 
curement into larger information-technol- 
ogy projects. “Before long, people will ask: 
‘Can’t an IT firm do this?’,” he says. VNOS 
risk being squeezed between conven- 
tional carriers and systems integrators. 
However, Mr Caio says that the three sorts 
of firm require very different skills. vNOs, 
in short, know their place; not for them the 
same old dream of world domination. 8 
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HP and Compaq 


Merger mystery 


SAN FRANCISCO 


What does the departure of Michael Capellas say about the merger? 


HEN two big computer makers, HP 

and Compaq, completed their $19 
billion merger in May, many believed that 
Carly Fiorina, chief executive of the com- 
bined firm, would be the first to go. She 
was considered damaged goods after the 
bruising proxy battle preceding the deal. 
But on November 11th it was Michael Ca- 
pellas, Compaq's former boss and second 
in command at the new HP, who resigned. 
He is expected to take the helm at World- 
Com, a bankrupt telecoms firm. 

HP's shares fell by 11%, as investors wor- 
ried that, without Mr Capellas's opera- 
tional skills, Ms Fiorina would not be up to 
the job of seeing through the complex 
merger. Yet it was not integration pains 
that seem to have driven Mr Capellas's de- 
cision, but the urge to be number one- 
plus a severance package worth $14.4m. 
The bigger question is how the merged 
firm is doing. HP’s quarterly results, due 
out on November 20th, could provide the 
first answers. 

During the proxy battle, Ms Fiorina 
promised that the deal would not end up 
as another failed technology mega-merger 
and set out some clear milestones. Costs, 
she said, would be cut by $500m in the sec- 
ond half of fiscal 2002 and by $2.5 billion 


Carly the survivor 





the following year. The savings appear to 
be on track. Procurement costs are down 
by an annualised $419m, three-quarters of 
the 2003 goal. By the end of the year, 
10,000 workers will have left HP, almost 
two-thirds of the 16,800 planned lay-offs. 

If the merger has not turned out to be a 
disaster, that is thanks in part to its difficult 
birth. The fight put up by Walter Hewlett, 
son of one of HP’s co-founders, pushed the 
two firms to plan the integration exten- 
sively. Helpfully, the Internet allowed 
them to do such detailed planning and, 
later, efficiently to communicate the re- 
sults to employees and customers—often a 
problem in mergers. And the prolonged 
technology recession has given the com- 
bined company enough time to imple- 
ment the integration plan properly. 

Yet the fact that business has not picked 
up as expected-and will not until next 
year, according to Ms Fiorina (perhaps op- 
timistically)-makes the merger’s next 
phase very tricky. In Hp’s third quarter, 
ending in July, revenues were down by 
more than 11%, mainly because of poor re- 
sults in the PC business. The firm has lost 
its number one spot to its rival, Dell. HP re- 
mains the largest supplier of retail PCs, but 
its share price was also hit by speculation 
that Wal-Mart, the world's largest retailer, 
is planning a range of own-brand PCs. 

The enterprise-systems group, which 
sells software and servers, also did badly. 
Only printers, which generate most of HP's 
profits, did better than expected. But over- 
priced printer cartridges will not bail out 
HP for ever. If itisto make the merger a real 
success, the firm needs to fix its other busi- 
nesses, and in particular enterprise sys- 
tems, says Steven Milunovich, an analyst 
at Merrill Lynch. In the short term, this 
means further cost-cutting. But in the lon- 
ger run, HP's two big bets have to pay off: 
computer systems based on Itanium, In- 
tel's new high-end chip, and management 
software to run what the firm calls Utility 
Data Centres. 

Although Itanium has come a long way 
technologically, it is unlikely to take the 
world of corporate computing by storm. 
Worse, HP's rivals, 18M and Sun Microsys- 
tems, are at least as far along with their 
own plans to develop software for com- 
puting “power-plants”. If Hp’s efforts in 
these two areas do not bear fruit, Ms Fio- 
rina may have to go after all. Perhaps Mr 
Capellas, having turned around World- 
Com, might then return as saviour. 8 
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Vespa takes on Manhattan 


Amore 


NEW YORK 


Will NY love Italian scooters? 


[ OTOR-SCOOTERS may be a com- 
mon sight in European cities, but in 

America the lithe two-wheelers are 
something of a rarity. London boasts 
four times more registered motorcycles 
(including scooters) than New York. 
Only in California, where scooters made 
their debut in the mid-1950s, have the 
machines established a big following. 

Piaggio USA, a subsidiary of Fiat, has 
just opened a “Vespa boutique" in lower 
Manhattan, the 57th to open since the 
marque was relaunched in America two 
years ago. Each store plugs the “Vespa 
lifestyle", proffering designer bike-wear, 
branded accessories and sometimes cap- 
puccinos—oh, and scooters—in an atmo- 
sphere of Italian cool. It is a far cry from 
Vespa's utilitarian roots, but it seems to 
work: Giancarlo Fantappie, Piaggio 
USA's boss, says sales of Vespas have 
grown from 64 a month in early 2001 to 
around 1,000 now. 
Inadvertently, the European Union 
played a part in the resurgence. A move 
to tighten controls on emissions sent 
Piaggio's designers scrambling to their 
drawing-boards in the early 1990s. Some 
$230m later, they emerged with a revolu- 
tionary four-stroke scooter engine capa- 
ble of meeting not only Eu laws but also 
American ones. It was the tightening of 
emissions controls, particularly in Cali- 
fornia, that forced Piaggio to stop selling 
the old, two-stroke Vespas in the Ameri- 


Privatisation in Eastern Europe 


Closed shop 


Nationalists are stirring up a revolt 
against foreign investors 


P ITY Wieslaw Kaczmarek, Poland's em- 
battled treasury minister. Having been 
criticised by the OECD and the 1Mr for 
staling privatisation, he is now being 
hauled over the coals in parliament for 
selling off the family silver. Nationalist 
MPS turned last month's sale of Stoen, 
Warsaw's power utility, to Germany's 
RWE into a political cause célébre, em- 
boldened by a new opinion poll showing 
that 87% of Poles want their biggest firms to 
remain in state hands. 

Poland has gained mightily from for- 
eign direct investment, from the retail busi- 
ness, where western hypermarket chains 
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eats doing it in a yellow taxi 
can market in the early 1980s. 

The discovery of two dozen shops in 
America dedicated to restoring and 
glorifying antique Vespas was a factor in 
the decision to relaunch. Today’s buyers 
include not only college-bound young- 
sters, attracted by the scooter’s retro cool 
and its ability to zip about campus, but a 
wider population too. Celebrity own- 
ers—from up-and-coming rappers to Hol- 
lywood stars, such as Robert De Niro 
and Sarah Jessica Parker—have given the 
Vespa wider aspirational appeal. 

New Yorkers already drive as scarily 
as a typical Italian Vespa rider. But will 
they look as cool when they bump along 
the city’s mean, pot-holed streets? 


offer well-stocked shelves and massive 
choice, to banking, where international 
lenders are helping to improve risk man- 
agement. So the hostility is somewhat puz- 
zling. But it was clear from the arguments 
deployed by opponents of the Stoen sale— 
which ranged from the unabashedly dem- 
agogic to legitimate questioning of the gov- 
ernment’s strategy for privatising electric- 
ity—that Poles are now infected with a 
wariness about foreign investment that is 
spreading across Eastern Europe. 

Gone are the days of speedy sell-offs. 
Whether it reflects “small country syn- 
drome”, the yearning to build national 
champions or concerns over the appropri- 
ate level of foreign ownership in some ar- 
eas, economic nationalism is on the rise. 
With few locally controlled companies left 
with the wherewithal to stand up to the 
multinationals, there is political pressure 
to keep the crown jewels out of the 
clutches of western giants. (Assuming 
there is much left to privatise, which there 
is not in some more advanced post-com- 





munist economies, such as Hungary's.) 

In some ways this is not surprising, 
given the lengths to which many west 
European governments go to shield their 
own domestic markets from outside com- 
petition. This protectionism inside the EU 
is often brought up by Poland's govern- 
ment, which plans to keep control of a big 
retail bank, PKO BP, ostensibly to help sup- 
port Poland's cherished small and me- 
dium-sized enterprises. Poland has also 
put three large power plants that are in the 
process of merging off limits to foreign 
strategic investors. "It's our last chance to 
create a Polish group that can compete in a 
fully liberalised market," insists Mr Kacz- 
marek. 

Yet can these countries afford not to pri- 
vatise? With scant financial and adminis- 
trative resources, east European govern- 
ments are ill-equipped to restructure ailing 
industries. An infusion of private invest- 
ment is crucial. Floating shares on the 
stockmarket is more palatable than selling 
a big stake to a foreign investor, as it keeps 
ownership dispersed and lets the state 
keep a golden share to stymie any hostile 
takeover. But in such bearish times, the 
most promising public offering can flop. 

Selling to a local investor is also politi- 
cally attractive—but there are few with the 
cash and expertise to restructure dis- 
tressed firms. Another option is to bring in 
a tactful foreign investor who promises to 
keep local management in place and allays 
concerns over loss of jobs and national 
identity. “But there are too many bull-in-a- 
china-shop types," notes one veteran pri- 
vatisation adviser. 

Novartis, a Swiss drug giant, opted for 
diplomacy when it bid for Lek, pride and 
joy of Slovenia's drug industry, less than 
three months before the country's presi- 
dential election last week. Fearing that the 
takeover would encounter opposition in a 
country with a history of thumbing its 
nose at foreign investors, it pledged to pre- 
serve Lek's cultural identity and make it 
the centre of its operations in the region. 
With the backing of Lek's management, 
Novartis won round two politically-tinged 
investment funds that had first rebuffed its 
offer. It now has the support of over 80% of 
shareholders. Belgium's less diplomatic 
Interbrew, on the other hand, is being 
thwarted in its bid for Slovenia's Union 
brewery by Lasko, a local rival. 

Yet even multinationals that tread care- 
fully can have a rough ride. RWE signed 
one of Poland's notorious “social pack- 
ages" with Stoen's trade unions, promising 
six-to-seven-year employment guarantees 
and a one-off "privatisation bonus" for all 
Workers. But this cut no ice with national- 
ists, who accuse Mr Kaczmarek of *shame- 
ful treachery" and are determined to halt 
the sale of eight more power suppliers to a 
foreign investor. He would do well to keep 
his visits to parliament brief. m 





> Business books 


From great to not 
so good 


NEW YORK 
Can the market for business books 
re-engineer itself? 


T WAS 20 years ago this week that Tom 
Peters published “In Search of Excel- 
lence”, kicking off an unprecedented 
boom in business book sales. By the late 
1990s, the genre was minting millions of 
dollars for publishers. Recently, however, 
the market has soured. The Harvard Busi- 
ness School Press is rumoured to have lost 
much of a fat advance for Gary Hamel’s re- 
cent book, “Leading the Revolution”, 
whose publication unhappily coincided 
with the revolution’s end. (It was a “great 
strategic and financial success”, claims 
HBSP.) Business books slipped from 5.8% 
of total American book sales in 1999 to 
4.2% in 2001, according to Ipsos-NPD, a re- 
search firm. The gurus are in despair. “It’s a 
disaster”, says Adrian Slywotsky, a consul- 
tant and author of five business books. 
Business authors thrive on manage- 
ment fads. In the early 1990s, the fashion 
was for re-engineering. Then, every two or 
three years, came another business- 
schoolyard craze: quality improvement, 


Jean-Marie Messier 


Touche 


A hot French business book 


EAN-MARIE MESSIER, the disgraced 

former boss of Vivendi, has not dis- 
guised his rancour in a new book* out 
this week, just four months after being 
evicted from the near-bankrupt media 
conglomerate that he built. According to 
extracts published in Le Monde, a news- 
paper that is one object of Mr Messier's 
contempt, the former mogul spares no- 
body from his list of conspirators: hedge 
funds, rating agencies, research analysts, 
journalists, his own board members and 
American shareholders. 

Most of his venom, though, is re- 
served for the cabal of French business- 
men led by Claude Bébéar, the ex-head 
of AxA, an insurance giant. Not at the 
time a Vivendi director, though ap- 
pointed one the moment Mr Messier 
was evicted, Mr Bébéar is fingered as the 
mastermind behind a “hunt à la fran- 
caise, with underground networks, 
hounds, lies and false pretences”. 

Mr Messier at least concedes that he 
made errors: six, according to Le Monde. 
He should have pulled out sooner from 
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value-based management and, most re- 
cently, the digital revolution. Since the end 
of the digital revolution, however, the 
guru market has failed to gel around any 
big idea. Mr Slywotsky’s most recent book, 
“The Art of Profitability”, was a 23-item 
list—useful, in the same way that a maga- 
zine list is useful (“Ten Ways to Please Your 
Lover"), but somehow less compelling. 
Richard Pine, a literary agent who spe- 
cialises in business books, blames the re- 
cession. In good times, he says, managers 
like to celebrate themselves, and can afford 
to indulge pet theories. In bad times, he 
says, business books remind them of 
"what they aren't, what they don't have 
cooking, and what they don't have the 
budget for". The wider audience, mean- 


Vivendi Environnement, a utilities busi- 
ness; refreshed his board of directors; 
fired Pierre Lescure, iconic head of Canal 
Plus, sooner; not done so much so fast; 
managed his relations with French poli- 
ticians; and heeded warnings from col- 
leagues and family. 

Two years ago, Mr Messier wrote his 
first autobiography, “j6m.com”. (His six 
Ms? "Marie Messier, Moi-Méme, Maitre 
du Monde". He noted that “the sin of ar- 
rogance is always in the end a mortal 
sin." Craving to join America's entertain- 
ment elite, he had the arrogance to pur- 
sue that dream with a financial 
recklessness that is only now being un- 
ravelled. He still believes that the cause 
of his undoing was the French corporate 
elite, not the financial sand on which he 
built his empire. Hence, perhaps, his 
ironic final blow: publishing a decidedly 
un-French exposé-a traditional Ameri- 
can form of corporate revenge. 
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WE NEED TO DO 
SOME REBRANDING 
$0 THAT NO ONE 
KNOWS WHO WE 
ARE. 


while, may have been put off business 
books by the seemingly endless string of 
scandals that have followed the collapse 
of Enron, a Texas energy trader. Certainly, 
the Zeitgeist appears to have challenged 
the genre’s traditional celebratory tone. Mr 
Pine’s great business-book hope for the 
new year? “Pigs at the Trough: how cor- 
porate greed and political corruption are 
undermining America”. The author, Ar- 
ianna Huffington, got a “nice, six-figure ad- 
vance”, says Mr Pine. 

Another sign of the changing market is 
a new bestselling book by Scott Adams, a 
cartoonist whose 1996 business book, 
“The Dilbert Principle”, sold 1.4m copies. 
Mr Adams's subversive message is that all 
business success (including his own) is the 
result of blind chance. “I have a keen eye 
for coincidence", says the author, who 
spent 14 years toiling in the cubicle farms 
of big corporate bureaucracies. "When 
things worked, they didn't seem a whole 
lot different to when things failed." Man- 
agement, says Mr Adams, "is the delusion 
that you can change people." Leadership, 
on the other hand, "is deluding other peo- 
ple instead of deluding yourself." Cer- 
tainly, what with Enron, WorldCom, and 
the rest, it is hard to deny that of late there 
has been a Dilbertish flavour to events in 
corporate America. “This is when I shine”, 
says Mr Adams. 

The fall of countless celebrity bosses 
has also hit the market for executives’ 
memoirs—at least until they get out of jail. 
This sub-genre peaked in 2001 with the 
publication of "Jack: Straight from the 
Gut", for which its author, Jack Welch, for- 
mer boss of General Electric, was paid an 
advance of over $7m. Although the book 
has sold well, it is unlikely to have re- 
couped this astonishing outlay, say pub- 
lishers. Mr Welch's divorce and the recent 
tarnishing of Gr’s reputation, meanwhile, 
are likely to dent paperback sales—unless it 
includes a kiss-and-tell postscript. The 
market has big hopes for a new set of 
memoirs by Lou Gerstner, 1BM’s former 
hero-boss, which went on sale on Novem- 
ber 12th. As a Christmas stocking-filler, 
however, it would be unwise to bet against 
“Dilbert and the Way of the Weasel”. m 
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Face value | How to pay bosses 


Michael Jensen still thinks he has the answer 





Wi’ somebody to blame for those disgraced bosses, with 
their ill-gotten share-option fortunes? Look no further than 
Harvard Business School, and in particular, at a (now) emeritus 
professor, Michael Jensen. No academic is more closely linked to 
the cause of tying a boss's pay to his firm's shares than Mr Jensen 
(who now works mostly for the Monitor Group, a consultancy). 
But don’t send a lynch mob to the banks of the Charles River. It is 
not Mr Jensen’s ideas that are rotten, but how they have been im- 
plemented—and he has things to say about how to fix the 
present mess that are well worth hearing. 

Although he has influenced many aspects of financial eco- 
nomics, Mr Jensen is best known for work on “agency” pro- 
blems-those that arise when somebody (the “principal”) hires 
somebody else (an “agent”). Public firms, with their separation 
of ownership (shareholders) and control (bosses), have been be- 
set by agency problems for as long as they have existed. Mr Jen- 
sen first explored how companies might remedy these problems 
in a paper written with William Meckling, then dean of Roches- 
ter University’s graduate management school. This was pub- 
lished in the mid-1970s against a backdrop of depressed share 
prices and lacklustre corporate performance. 

Managers manage in their self-interest, the authors said, a 
claim that, though often deeply resented by managers, is basi- 
cally true enough. A rational manager with no investment in his 
firm would have little incentive to maximise its value, and every 
incentive to use it for his own ends. The smaller the ownership 
stake a manager has, the more likely he is to channel corporate 
resources in directions that give him value (perks, empire-build- 
ing, and so on), and the more effort shareholders have to make to 
monitor the manager's behaviour to stop him feathering his nest 
at their expense. Taken to its extreme, a boss without shares 
might build a comfortable but profitless empire that squandered 
excess cashflow on shareholder-value-destroying acquisitions. 
This turned out to be a fairly good description of conglomerates, 
which were common at the time. 

What, then, was to be done? Messrs Jensen's and Meckling's 
implicit answer was to make the managers into owners, by giv- 
ing them equity. Later, Mr Jensen expanded the argument, first 
by arguing for higher levels of executive compensation and a 


stronger tie to share performance, and then, in a logical progres- 
sion, arguing that the best way out of America's corporate-struc- 
tural rut was through leveraged buyouts (LBOs). 

By taking a firm private, Mr Jensen saw a way for a boss’s in- 
centives to be tightly tied to shareholder returns, for financial 
discipline to be supplied by big debts, and for monitoring to be 
done by private-equity firms backing the buyouts. The chance of 
a hostile LBO would encourage existing managers to improve re- 
turns or risk losing their jobs. Mr Jensen’s 1989 essay on the sub- 
ject, in the Harvard Business Review, was entitled “The Eclipse of 
the Public Corporation”. Thus inspired, to a degree, firms took on 
more discipline-encouraging debt. Managers were paid increas- 
ingly with ever-larger grants of share options (often justified by a 
citation of Mr Jensen’s work). But then something happened 
that Mr Jensen had never expected: the stockmarket bubble. 

When Mr Jensen first pondered agency issues, the big pro- 
blem was under-utilisation of company assets, and their conse- 
quent undervaluation. In the 1990s, the most salient 
corporate-finance problem was overvaluation—an eventuality 
seemingly so unlikely that few economists had ever given it 
much thought. 


Drugs in the boardroom 

Mr Jensen now thinks that the way in which executive pay was 
typically tied to share performance through options meant that, 
in the bubble, the carrots became what he calls “managerial her- 
oin", encouraging a focus on short-term highs with destructive 
long-term consequences. Once a firm's shares became overval- 
ued, it was in managers' interests to keep them that way, or to en- 
courage even more overvaluation, in the hope of cashing out 
before the bubble burst. Doing this not only meant being less 
than honest with shareholders, or being creatively optimistic 
with corporate accounts. It also encouraged behaviour that actu- 
ally reduced the value of some firms to their shareholders—such 
as making an acquisition or spending a fortune on an Internet 
venture simply to satisfy the whims of an irrational market. 

One answer to this problem—the wrong answer, Mr Jensen 
Says—is to increase monitoring by putting many new demands 
on corporate boards and on how contracts with managers are 
structured, which is how he sees the recently passed Sarbanes- 
Oxley act. That could increase costs sharply, prompting many 
smaller firms to go private, Mr Jensen believes. (Call it the partial 
eclipse of the public corporation.) 

A better answer, says Mr Jensen, is to retain the link between 
pay and share price, but to do itin a way that removes the incen- 
tive for managers to exploit and encourage short-term overval- 
uation. Ideally, bosses should not be able to bank most of the 
rewards for their performance until it has been proved genuine. 
One method, suddenly all the rage, is to grant managers “re- 
stricted stock" that cannot be sold for many years. Mr Jensen is 
not convinced: restricted stock is more expensive to provide 
than, and does not penalise underperformance as much as, 
share options, which may become worthless if a firm's share 
price falls. Far better, says Mr Jensen, to grant a new sort of cus- 
tomised share option, which is profitable only if the share price 
not only appreciates, but does so by more than a firm's cost of 
capital; and which can be exercised only after a long period. 

Better-designed share options, not fewer options, is hardly a 
populist message in today's boss-bashing era. But Mr Jensen 
may be right that itis what corporate America needs. m 
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The price of atonement 


Investment banks have been unable to resolve conflicts of interest between their 
different businesses. Consumers are cross and regulators have their knives out 


HEY are in disgrace. Not so much for 

their role in the financial legerdemain 
at Enron, WorldCom and the like, but more 
for the way in which investment bankers 
shamefully abused privileged informa- 
tion and misled clients on new-share sales 
(initial public offerings, or 1POs) during the 
stockmarket bubble. It will be some time 
before the story of Henry Blodget, once an 
analyst with Merrill Lynch, fades from 
public memory. 

Mr Blodget, one of the most visible pro- 
moters of dotcom shares when the bubble 
was at its most overblown, was revealed 
by Eliot Spitzer, New York state's zealous 
attorney-general, to have been describing 
the stocks he was puffing to investors as 
"junk" and "crap" in internal e-mails. In 
May, Merrill Lynch settled the case 
brought against it by the state of New York 
by agreeing to pay a $100m fine. But that 
was only the beginning of the banks' 
atonement, a worrying process whose end 
still seems along way off. 

This week, Mr Spitzer was stirring 
things up again, with the revelation of an 
e-mail from Jack Grubman, once Salomon 
Smith Barney's star telecoms analyst, 
suggesting that he had upgraded his rating 
of AT&T in early 2000 not to win the giant 
telecoms firm's investment-banking busi- 


ness, but to persuade Michael Armstrong, 
AT&T's chief executive and a board mem- 
ber of Citigroup, Salomon's parent com- 
pany, to back Sanford Weill in his (success- 
fuD attempt to oust John Reed as his 
fellow-boss at Citi. 

Goaded by Mr Spitzer, the Securities 
and Exchange Commission (SEC), Amer- 
ica's securities watchdog, is drawing up 
plans to force investment banks to make 
their equity research more independent of 
their corporate-finance business (such as 
IPOS). During the boom years, equity an- 
alysts at top Wall Street firms were paid to 
tout new issues that their banks' cor- 
porate-finance departments were manag- 
ing. Hence Mr Blodget's hypocrisy. 

Precisely what form any such settle- 
ment will take is not yet clear. Whatis clear 
is that it will cost the banks alot of money. 
There will be some hefty fines to pay. 
Credit Suisse First Boston, like Merrill 
Lynch, has already paid $100m in a settle- 
ment to avoid court action. In addition, 
there is an idea floating around that the 
banks should pay as much as $1 billion 
over five years towards independent re- 
search arms free of conflicts of interest. 

Most bankers see this as a cosmetic step 
that will not discourage research analysts 
and investment bankers from touting the 


same stocks: they will just do it less bla- 
tantly. In any case, they say, smart custom- 
ers have always taken analysts' reports 
with a pinch of salt, scanning them for 
hard information and analysis, and paying 
little attention to the headline recommen- 
dation to buy, sell or hold. 

Ahead of any new rules and regula- 
tions, Merrill Lynch has announced that it 
has voluntarily put a Chinese wall be- 
tween its research and corporate-finance 
teams. Citigroup has gone even further. At 
the end of October it said it would spin its 
research and retail-broking businesses 
into a separate entity, with Sallie Kraw- 
check, a respected independent research 
analyst, at its head. Other firms are ex- 
pected to follow suit. 

The banks hope that this will be 
enough. But the sEC, Mr Spitzer and priv- 
ate litigants still have a long list of cases to 
bring against them for ramping share is- 
sues during the stockmarket bubble and 
for allocating shares at below-market 
prices to their friends (often big invest 
ment-banking clients-such as Bernie Eb- 
bers, the disgraced former boss of World- 
Com). These cases can only damage the 
banks' image further and tie up their se- 
nior executives for years. Any strategic 
plans that they might have are sure to be 
circumscribed by the threat of harsh regu- 
lation hanging over them. 


Crying all the way from the bank 

This would be hard enough to bear if busi- 
ness were booming. But it isn't. Many fi- 
nancial firms are being forced to cut staff. 
Nearly 30,000 are expected to have left the 
business in London between the end of 
2000 and the middle of next year, around »» 











> 10% of the total headcount. The American 
securities industry has cut 32,300 jobs 
since the end of 2001. Morgan Stanley an- 
nounced this week that it will cut the num- 
ber of its brokers serving private clients by 
5%. Merrill Lynch made a similar an- 
nouncement last week. 

The banks’ results for the third quarter 
of this year, just released, are deepening 
the gloom (see chart 2). The fat margins 
that they enjoyed when companies were 
hungry for scarce capital have disap- 
peared. The volume of mergers and acqui- 
sitions (M&A), the once-glamorous pinna- 
cle of the investment-banking business, is 
about one-third of what it was two years 
ago, and the business is bringing in one- 
tenth of the profits that it did then. Deals of 
$3 billion or more have dried up com- 
pletely—another sign of the times, as cor- 
porate bosses shrink from the big transact- 
ions that once fed their star status. 

Those bankers still in a job are keeping 
their heads low. Bonuses this year will be 
well down on last year, but by no means 
negligible. The business climate should be 
allowing senior bank executives, who 
traditionally spend from October to 
Christmas wrangling with employees 
about their performance and what reward 
it deserves, to be more aggressive and 
stingy this year. But old habits die hard. Al- 
though profits are sharply down, invest- 
ment banks are in general still sticking to 
the principle of taking around 50% of 
those profits into the pool out of which 
they pay bonuses. 

For a few, the rewards will remain in- 
toxicatingly high. According to Armstrong 
International, arecruitment consultant, se- 
nior equity-derivatives specialists at the 
top three investment banks can expect to 
take home packages of between $1m and 
$3.6m this year. A top equity analyst can 
expect a bonus of over $2m this year (see 
chart 1). That may explain why signs per- 
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sist that the profession has not yet lost its 
cachet: the proportion of fresh Harvard 
Business School MBA graduates taking 
jobs on Wall Street rose from 31% in 2000 to 
36% for the class ending in 2002. Invest- 
ment bankers will not have to pawn their 
Versace suits and Rolex watches just yet. 
But they are beginning to wear them more 
humbly than of yore. 

Davide Taliente, a consultant with Oli- 
ver Wyman, a firm specialising in the 
banking industry, says this is a one-time 
opportunity for banks to realign their sys- 
tems of bonuses and rewards. Designed in 
the go-go 1990s, these gave bankers in- 
flated pay packets of, on occasions, many 
millions of dollars. These bonus calcula- 
tions were flawed, Mr Taliente says, be- 
cause they were based on astar system, ap- 
propriate for Hollywood and sportsmen, 
but not for bankers. It assumed that the 
individual alone was bringing in the reve- 
nue, and disregarded two important fac- 
tors: the shareholders’ capital that stood 
behind the business; and the brand or 
franchise of the firm for which the individ- 
ual was working. 


Competition and co-operation 
Regulators attacking the banks may not 
stop at stripping out their equity research. 
But going further will not be easy. Invest- 
ment banks are among the worst-man- 
aged institutions on the planet because 
they are built on a loose confederation of 
franchises and outsize egos. Once you start 
counting conflicts of interest within them, 
you soon run out of fingers. A lawyer-poli- 
tician, such as Mr Spitzer, may not appreci- 
ate what a Herculean task he is setting for 
himself should he seek to eliminate all 
such conflicts on Wall Street. 

"Integrated" investment banks' many 
departments often compete with each 
other to sell different financial services to 
the same customer. But they also co-oper- 
ate with each other (this is then called 
“synergy”, and is the raison d’être for many 
of the mergers and acquisitions that they 
themselves put together for others). Their 
skill, in the old days, was to manage their 
different businesses well enough to please 
their customers, and even to convince 
those clients that they were benefiting 
from both the internal competition and 
the co-operation. 

In the old days—and that is not so long 
ago—nobody was moved to correct or pun- 
ish even blatant conflicts that this gave rise 
to. For example, in 1997 J.P. Morgan was ad- 
viser to both parties in the merger of two 
German banks, Bayerische Vereinsbank 
and Bayerische Hypotheken und Wechsel- 
bank. Eyebrows were raised, but Morgan's 
bankers were able to argue that a Chinese 
wall existed between its two advisory 
teams, and that no sensitive information 
was allowed to flow between them. They 
would have difficulty convincing anyone 
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Banks’ net profits/losses, 2002, $bn 


01 Q2 Q3 


Citigroup 4.84 4.08 3.92 

J.P. Morgan Chase 0.98 1.03 0.04. 
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with such an argument today. 

The next year, in 1998, Goldman Sachs 
raised more eyebrows when it played con- 
flicting roles in the rescue of Long-Term 
Capital Management (LTCM), a huge 
hedge fund on the brink of collapse. It was 
part of a team sent in to investigate LTCM’s 
balance sheet while, at the same time, it 
was secretly advising Warren Buffett on a 
possible purchase of the distressed hedge 
fund's portfolio. At the time there were 
also rumours that Goldman's traders were 
trading against LTCM's best interests in the 
bond and swaps markets. One firm; three 
highly conflicting activities. Naturally, 
Goldman claimed they were separated by 
Chinese walls. Today, in a similar situa- 
tion, Mr Spitzer or his equivalent would be 
asking for somebody's head on a platter. 


Re-regulating the deregulated 

The change of attitude is largely to do with 
the loss of trustin the intervening years. In- 
vestment banks’ customers no longer be- 
lieve that they are not being ripped off. 
Bankers in Europe argue that the loss of 
trust there is not as bad as it is in America. 
But it has spread nevertheless to all the big 
financial centres. The challenge for the 
banks is to rebuild it, and to keep ahead of 
the inevitable demand for more regulation 
as they do so. 

Robert Glauber, chairman of America's 
National Association of Securities Dealers, 
reminded the finance industry during a 
visit to London last month that bouts of 
punitive re-regulation by angry authori- 
ties can be long-lived. After the South Sea 
Bubble burst in 1720, a ban on setting up 
joint stock companies lasted for 100 years. 
After the Wall Street crash of 1929, it took 
four years before Congress passed the 
Glass-Steagall act, which split commercial 
banking from securities dealing. (Before 
the legislation bank deposits were fre- 
quently diverted in support of new issues 
by commercial bankers' investment-bank- 
ing colleagues.) Other restrictive rules con- 
tinued to be made until 1940. 

In recent years the pendulum has 
swung the other way. There has been a 
long and unprecedented era of deregula- 
tion. The opening shot came in 1975 when »» 
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> fixed commissions on securities issues 
were abolished in America, opening the 
cosy world of stockbroking up to compe- 
tition. In 1986, London's “Big Bang" did the 
same for the British market. It also allowed 
banks, securities brokers and jobbers 
(market-makers in securities), which had 
previously been separated by law, to deal 
under one roof. 

Glass-Steagall was finally abolished in 
1999 because it had already, in practice, 
been side-stepped by banks and invest- 
ment houses. American institutions had 
been forced to find clever ways round the 
act in order to compete on equal terms 
with fully integrated European rivals. So 
integrated are these giant institutions to- 
day that they have erased almost all the 
proud family names that were once syn- 
onymous with the stockbroking and in- 
vestment-banking businesses. This week, 
UBS announced that itis scrapping the S.G. 
Warburg and PaineWebber names, noble 
relics of the days when the industry was 
more fragmented. 

Could regulators, afraid of the free-for- 
all that they have created, now put the 
whole thing into reverse? Investment 
bankers are concerned that re-regulation 
will not stop until all the businesses that 
have been steadily integrated over the past 
two decades—with the encouragement of 
regulators—have been disaggregated 
again. The worst-case outcome for them is 
a forced separation not only of research, 
but of all trading in equities, bonds and de- 
rivatives from their corporate-advisory 
work. That would change the very nature 
of financial markets. 

It could make even the biggest mar- 
kets—foreign exchange, government 
bonds, interest-rate swaps-less liquid. 
Bid/offer spreads could widen, and there 
might be less dealing volume. Perversely, 
the banks’ customers could also suffer: 
companies and investment firms might 
find it more expensive to hedge their risks 
or to react to changes in market conditions. 

The markets could also be dramatically 
altered by a draft European Union direc- 
tive on market abuse. An amendment to 
the directive, recently approved by the 
European Parliament, could jeopardise the 
way that firms use privileged knowledge 
about their customers’ trading intentions. 
Inside information, the amendment says, 
also means information related to the cli- 
ent’s “pending orders” which, if it were 
made public, might have a significant ef- 
fect on prices. A strict interpretation of this 
would prevent an investment bank from 
both advising a client on a complex securi- 
ties transaction and giving him a firm price 
for the transaction. To do so, the bank 
would have to negotiate with its traders, at 
the risk that they would use the informa- 
tion to adjust their prices. 

In the real world, of course, that is ex- 
actly what integrated market-makers do. 


Bankers who are advising corporate cus- 
tomers on a securities transaction consult 
their marketmaking colleagues. The 
dealer often knows, or can guess, which 
side of the deal the bank's customer is on. 
For a dealinvolving several complex steps, 
his all-in price would reflect the cost of 
hedging his own position. It is a conflict of 
interest which, outsiders argue, enables 
banks to make huge sums of money on 
their proprietary trading (dealing on their 
own account). 

The distinction between market-mak- 
ing for customers in this way and propri- 
etary trading is often blurred, particularly 
in firms where the market-maker and the 
proprietary trader sit together or are, in- 
deed, the same person. There is a grey area 
between a market-maker positioning him- 
self in order to get a “good” price for a cli- 
ent, and his dealing ahead of the client to 
make a profit for himself at the client's ex- 
pense-the latter is known as "front-run- 
ning". If detected by a client, front-running 
is usually punished by the removal of his 
business elsewhere; but it is seldom re- 
ported to a regulator. 

In the heady days of the bull market, 
nobody bothered much about all this, be- 
cause all were making money. Practices 
and business ethics deteriorated dramati- 
cally during the period, and it is now prov- 
ing difficultto restorethem. Britain's Finan- 
cial Services Authority (FsA) is trying. At 
the end of October it put out a paper 
called: “An Ethical Framework for Finan- 
cial Services”, hoping that ethical stan- 
dards might be raised to change the con- 
tinuing public perception that most 
financial firms are, as the paper puts it, “in- 
terested in making money at the expense 
of all other considerations”. 

When the hue and cry from the sEc 
and Mr Spitzer dies down, it may become 





clear that the banks have already done a 
lot to address the public criticism. Many 
have adjusted their approach to research, 
and to the probity of financial structures 
they agree with clients, in the belief that 
there isnow a competitive advantage in of- 
fering more transparency and greater (ap- 
parent) integrity than other firms. More fi- 
nancial dealings are being done on 
exchanges and on Internet platforms, 
where the order flow instantly becomes 
public information. Moves to outsource 
parts of their business to other financial 
firms or processing centres will also be re- 
warded by the market, as analysts and reg- 
ulators see more Chinese walls going up. 


Market solutions 

Whether investors will still be prepared to 
buy the big integrated banking model is 
open to more question. The shares of some 
of the biggest integrated firms, such as J.P. 
Morgan Chase, Deutsche Bank and Credit 
Suisse, have been hit more than those of 
the “pure” investment banks, notably 
Goldman Sachs and Morgan Stanley. The 
integration of the different cultures of 
commercial and investment banking has 
been difficult to achieve. 

In these dark days, the investment- 
banking industry has found itself short of 
leadership. Sanford Weill, Hank Paulson 
and Stanley O’Neal, bosses respectively of 
Citigroup, Goldman Sachs and Merrill 
Lynch, have tried to take on the mantle. But 
Mr Weill has been drawn too closely into 
the investigation of the activities of Mr 
Grubman; Mr O’Neal is too new to the job; 
and Mr Paulson, after an early surge of ac- 
tivity, has gone quiet. 

The world’s big financial regulators are 
short on leadership too. The sec lost its 
chairman, Harvey Pitt, last week, closely 
followed by the agency’s chief accountant, 
Bob Herdman, and William Webster, Mr 
Pitts nominee for the top job at the new ac- 
counting oversight board mandated by the 
Sarbanes-Oxley act. The voice of Bill 
McDonough, chairman of the Federal Re- 
serve Bank of New York, has been remark- 
ably silent of late. On the other side of the 
Atlantic, Sir Howard Davies, chairman of 
the FSA, is more preoccupied with the mi- 
nutiae of retail finance in Britain than with 
the world’s major financial firms. 

Despite the sins of the past, it makes 
both practical as well as theoretical sense 
to leave the big investment banks to run 
themselves. The greater transparency be- 
ing demanded by the market should en- 
sure that the worst abuses of the bubble 
years are not repeated. The market itself 
provides plenty of sanctions against 
wrongdoers: the loss of customers; down- 
grades by credit-rating agencies; and pun- 
ishment of the share price. Now the mar- 
ket has seen that the investment-banking 
industry’s business model is flawed, best 
leave it to sort out the mess. m 
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Germany's life insurers have gambled away their strength 


Fr they played their hand differently, 
this could have been a time of modest 
satisfaction for Germany's life insurers. 
Right now, you might expect German sav- 
ers~a cautious bunch at best-to place a 
special value on boring security. The econ- 
omy is anaemic. The public's torrid love af- 
fair with the stockmarket has ended pain- 
fully. The state pension system is 
beginning to crack. And the government is 
prodding savers, with subsidies and tax 
breaks, to put money into personal and 
company pension plans. 

So what could be better than good old 
life insurance? Life policies, provided they 
run for 12 years or more, are tax-favoured. 
Insurers are obliged to pay out more than 
90% of their post-tax profits to policyhold- 
ers. It is no surprise, then, that insurance 
policies make up one-quarter of German 
households' financial assets (only bank 
deposits have a bigger share, and this is de- 
clining). Last year, life insurance accounted 
for more than half the accumulation of 
new assets. 

Until now, policyholders have done 
nicely. On endowments, which account 
for more than half the premiums paid, 
they are guaranteed a minimum annual 
bonus of at least 3.25% for policies started 
since 2000, and 4% on those taken out in 
the six years before that. In fact, they have 
been promised, and are getting, much 
more: about 6%, this year and last, after 


several years of 7%-plus. But unfortunately 
market reality has now caught up with the 
life insurers. 

Next year's bonuses, which will be an- 
nounced in the next few weeks, are un- 
likely to exceed 5% on average, says Dirk 
Popielas of Goldman Sachs. Fitch, a rating 
agency, thinks several firms will come 
down to the minimum. Life insurers' pro- 
blems, says Mr Popielas, stem partly from 
the way that bonuses are fixed. They de- 
cide at the end of one year what they will 
pay the next, and then have to find the 
money to keep their promise. This makes 
them, he points out, “12-month investors". 

That is risky, since liabilities last for de- 
cades. Certainly, if insurers suffer the odd 
bad year, they can dip into their reserves 
(and build them up again in times of 
plenty). But they have now had three lean 
years on the trot. Low inflation has meant 
low yields on bonds, their staple assets. 
Because bond yields were so disappoint- 
ing and stockmarkets were roaring, Ger- 
man life companies waded into shares in 
the late 1990s. Then came the stockmarket 
crash. Many portfolios are probably under 
water-if they have not had to be sold. 

The result has been a dramatic erosion 
of the industry's former financial strength. 
Atthe end of 1999, according to a Fitch sur- 
vey covering 75 of Germany's 118 life firms, 
the average capital-adequacy ratio (capital 
plus reserves, divided by an actuarial as- 


be big, or at any rate well-capitalised. Ger- 
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sessment of capital required) was an “ex- 
ceptionally strong" 185%. By the end of 
2001, it was a “moderately weak" 76%. 
Three firms did not have enough capital 
and reserves to cover the bonuses they 
promised in 2002; another 39 insurers 
were less than two times covered. The po- 
sition has surely deteriorated since. 

Not surprisingly, regulators are watch- 
ing some companies nervously. The port- 
folio of Familienfürsorge, a mutual serving 
mainly clergy, was taken over by another 
insurer, HUK-Coburg, earlier this year. _ 
Hannoversche Leben, also a mutual, re- 
placed its management last month at the — 
regulator's behest. Smaller companies, 
which tend to have thinner hidden re- 
serves, are most at risk. 

Rumours that some firms might go un- 
der are the wildest speculation, said the _ 
German Insurance Association on No- | 
vember 13th. Nonetheless, the industry is. 
setting up an organisation, called Protec: _ 
tor, to take over the obligations of life firms — 
that get into trouble. Goldman's Mr Popie- 
las thinks that 30% of companies could dis- 
appear in the next three to five years, 
through mergers, via Protector’s interven 
tion or by ceasing to write new business. 
Such a consolidation has long been pre- 
dicted, gleefully, by the industry's (basi-- 
cally healthy) bigger firms. The top four 
groups already account for 40% of premi- 
ums. There is a long, thin tail of smaller. 
companies. E 

For those that survive, does a brighter 
future beckon? Maybe, but it will help to 


























man pension reform should push a lot of - 
cash the insurers’ way: Goldman Sachs es- 
timates that life insurers will scoop two- 
thirds of the €310 billion ($310 billion) ex- 
pected to be poured into company and 
personal schemes by 2010. However, the » 





> take-up, especially of personal plans, has 
been disappointing. 

Most of the business is likely to come 
from providing or administering company 
or industry pension schemes, rather than 
writing personal life contracts. That fa- 
vours big firms ahead of the minnows. So 
might the government's requirement that 
private pension-scheme investors get at 
least a zero return. This is not costless. 
Larger insurers should find it easier to bud- 
get for possible losses, just as they have 
been better ableto bear a performance fall- 
ing short of guaranteed returns. 

The industry can ill-afford another 
wretched year. Lower minimum guaran- 
tees—or none at all—would help. Deciding 
on bonuses at year-end, rather than com- 
peting to make rash promises, would 
make risks easier to manage, and might 
also educate investors that their savings 
are not immune from market swings. In 
any event, Germany'sinsurers will have to 
match their risks and liabilities much more 
closely than they have done so far. “We be- 
lieve," write Mr Popielas and his col- 
leagues in a recent study, "that risk man- 
agement will be the trend of this decade." 
Shame it wasn't the trend of thelast. m 


Wall Street's messy reforms 


Dog's dinner 


NEW YORK 
The pillorying of the financial species 
continues apace 


RA Sine se a charge even being filed, 
the financial industry suffered yet 
another week of humiliation. William 
Webster, who had survived tenures atop 
the FBI and CIA without destroying his 
reputation, stood down on November 12th 
from the leadership of the new Public Ac- 
counting Oversight Board. His peccadillo: 
having headed the audit committee of a 
company under investigation for fraud. 
“My continued presence on the board will 
only generate more distractions,” he said. 

His departure followed the resigna- 
tions of the Securities and Exchange Com- 
mission’s (SEC’s) chief accountant, Bob 
Herdman, on November 10th and of the 
SEC's chairman, Harvey Pitt, on Novem- 
ber 5th. One consolation is that the list of 
obviously vulnerable public servants is 
now largely exhausted. But, in today's 
environment, it would be foolish to predict 
that anybody is beyond reproach—which 
complicates the process of filling the va- 
cancies. Some regulators believe that it 
will be next summer before the sxc is 
functioning normally again. 

Meanwhile the public flogging of Wall 
Street continues. Eliot Spitzer, New York 
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Spitzer, scourger-in-chief 





state's attorney-general, who is leading the 
charge, embarrassed his hosts at an awards 
dinner for securities analysts by claiming 
that their awards were used “deceptively” 
to prove stock-picking ability. An indepen- 
dent study done by Mr Spitzer's office, he 
said, "suggests they do no such thing". In 
fact, Mr Spitzer said, citing his own statis- 
tics, the reverse is probably true. Worse, he 
added, Wall Street firms’ jealously guarded 
data made it almost impossible for cus- 
tomers to assess analysts’ performance. 
Two award-winners stormed out of the 
dinner; others squirmed in their seats. 

Who knows whether Mr Spitzer’s eval- 
uation is any better? He looked at 51 cate- 
gories; Institutional Investor, the award 
giver, evaluates more than 70. He used a 
one-year time-frame; the voters may be 
considering a longer period. His method- 
ology was not included as part of his 
speech. Institutional Investor ranks stock- 
picking ability only 11th in importance 
among the institutions it polls, behind in- 
dustry knowledge, accessibility, and fi- 
nancial models. Recently, customers of in- 
vestment banks have had plenty of 
information on analysts’ rankings, even if 
the broader public has not. It seems that 
Mr Spitzer, even at this dinner, was con- 
tinuing his trial by denunciation, avoiding 
the trouble and public expense of actually 
taking anybody to court. Citigroup, top of 
Mr Spitzer’s scourge-list, came top of the 
poll, incidentally. 

Yet Mr Spitzer’s public naming and 
shaming may have a virtuous impact of its 
own. In most firms, there is anger among 
many employees seething at those who 
made fortunes doing deals that subse- 
quently lost the firm not just money but 
also reputation. They killed the goose that 
laid the golden egg. Moreover, the cost of 
these disasters has often been borne by 
everybody bar those responsible. Recent 
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decisions on pay and redundancies have 
been brutal too. There may be no constitu- 
ency more supportive of Mr Spitzer than 
the rank and file—including the former 
rank and file-of many banks: he is seen as 
the only public official bold enough to take 
action to bring people to account. That 
groundswell of opinion in rarefied Wall 
Street could be what rescues these finan- 
cial firms from themselves. Today, virtue 
has a street value that even the most hard- 
nosed of Manhattan are beginning to ac- 
knowledge. m 


Chicago's exchanges 


Pit bulls 


CHICAGO 
Chicago's oldest exchange won't junk 
the trading floor 


y eit prefer to bet money coolly and 
quietly, others in a frenzy of shouts and 
sweat. Both opportunities exist at the Chi- 
cago Board of Trade (CBOT), with its com- 
bination of pits and computer screens. The 
154-year-old futures exchange seems in no 
hurry to abandon itself to the virtues of 
electronic trading. Some suspect that it 
may even shelve its alliance with Eurex, 
the Swiss-German electronic derivatives 
exchange, such is the reluctance of some 
members to move with the times. 

Earlier this month, David Vitale re- 
signed as the CBOT’s chief executive after 
only 18 months (the latest in a string of 
management turnovers). He had been 
hired during leaner times to lead a restruc- 
turing that would have moved the cBoT 
to a shareholding structure and, most 


likely, to fully electronic trading. But he hit »» 


ww 





a brick wall: when a surge in market vola- 
tility drove up volumes, the cBOT’s mem- 
bers, particularly those with seats in the 
tradition-bound grain exchange, lost their 
appetite for reform. 

Frustration with the slow pace of 
change is palpable among some cBor cli- 
ents and brokers who bear the double ex- 
pense of pit-based and electronic trading. 
"They've done nothing the last two years", 
complains Patrice Blanc, chief executive of 
Fimat Group, a French-owned firm with a 
team at the CBOT. "They're saying ‘life is 
beautiful’, but it’s very dangerous.” He 
fears that less volatile times will hit reve- 
nues hard. Life has indeed been beautiful 
for some. CBOT volume in October was 
67% higher than a year earlier, but even 
that surge has failed to keep pace with rival 
exchanges. 

More han three-quarters of the CBOT's 
1,402 seats are in the grain-trading room, 
with its culture of sharp elbows and gruff 
camaraderie. A majority of the grain-trad- 
ing seats are owned by retirees and others 
who lease them out and reap the rewards 
from a distance (including the poolside in 
Florida). They are unconvinced by elec- 
tronic trading, fearing a volume surge they 
cannot handle, diminished control, and re- 
duced incomes. 

Their colleagues in the Treasury-bond 
futures market-the CBOT’s biggest reve- 
nue-earner-do many multiples of their 
floor-trading business in the electronic 
market. That is partly thanks to a joint ven- 
ture with Eurex, called a/c/e (Alliance 
CBOT Eurex). Rudolf Ferscha, chief execu- 
tive of Eurex, eagerly displays charts show- 
ing the reversal of the cBor's declining 
trading volume after electronic trading be- 
gan on a/c/ein August 2000. 

The a/c/e alliance, which was renegoti- 
ated a couple of months ago, expires in 
January 2004, and new talks are under 
way. That leaves little time for the CBOT to 
find another electronic partner. Every day 
thus increases Eurex's chances of extend- 
ing the alliance. Mr Ferscha and Bernard 
Dan, the CBOT’s new chief executive, say 
relations have warmed, but outstanding 
issues remain. Eurex is unlikely to accept a 
deal that excludes it from a share of the lu- 
crative market in Treasury products. 

Meanwhile, the cBoT is holding a 
beauty contest to evaluate a couple of 
other trading platforms. The Chicago Mer- 
cantile Exchange's (CME's) Globex system, 
though not being officially evaluated, is fa- 
voured by those who want the Chicago ex- 
changes to merge. Egos have so far pre- 
vented this. "They'll go 5,000 miles away 
for a system rather than swallow their 
pride," says a former CME official. None- 
theless, last week's launch of single-stock 
futures trading on OneChicago-a joint 
venture between the CBOT, CME and 
CBOE (Chicago Board Options Exchange)— 
may prove they can co-operate after all. m 
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A gambit to escape the commercial-paper crunch backfires 


NE explanation for the wretched 

share performance of many Ameri- 
can companies is the wretched condition 
of their industries. But the pain of a tough 
economy was compounded, in some 
cases, by a bull-market bias in their bal- 
ance sheets. 

Many large companies are facing agony 
after making use of a special form of con- 
vertible bond known as “quasi-commer- 
cial paper”. The stuff was hugely popular 
last year, when it seemed an ideal solution 
to their problems. In late 2000 and during 
2001 the commercial-paper market be- 
came increasingly restrictive after some 
well-publicised blow-ups, including Fi- 
nova, a finance company, and Xerox. That 
forced many companies out of the short- 
term debt market and into the more expen- 
sive long-term market. At the same time, 
share prices had become more volatile. It 
was not long before creative financiers on 
Wall Street came up with an idea that mag- 
ically seemed to restore their clients' access 
to low-cost debt. 

The trick was a special kind of long- 
term convertible bond. As usual, it would 
allow buyers to benefit from any signifi- 
cant rebound in the share prices of spon- 
soring companies. The catch was a put op- 
tion that allowed investors to force 
companies to repurchase the bonds at 
their original price at a future date. 

Enthusiasm for these convertibles grew 
fast, and bonds outstanding rose from $10 
billion at the end of 2000 to $32 billion in 
2001, according to Morgan Stanley. The ef- 





Time to trade it in 


fective coupon on this debt was less than 
commercial paper-in most cases under 
2%. But the put option was a nasty sting in 
the tail once the markets turned mean. 

As an issuer's prospects dimmed, its 
share price would fall. That made the like- 
lihood of being able to convert debt into 
equity increasingly remote, and gave 
bondholders less reason to hang on to 
their bonds. Credit considerations might 
make them want to bail out anyway. So, 
just as a company's need for cash was 
growing, and its sources were drying up, 
there was a threat of being forced to repay 
the bonds. That triggered fears among 
shareholders that companies needing to 
repay bonds would tap the equity market 
for the necessary cash, and dilute their 
shareholding accordingly. 

Asin so many other problem areas of fi- 
nance, the groundbreaking company was 
Tyco. On December 4th 2000, Tyco issued 
$5 billion in face value of convertible 
bonds, maturing in 2020. The interest rate 
was a meagre 2%. Buyers had the opportu- 
nity to sell back the securities to Tyco on 
November 17th 2001. A timeline drawn up 
by Anand Iyer, global head of convertible 
research at Morgan Stanley, gives a curious 
picture of how Tyco managed to get by. 
Just days before the decision date, the Fed 
cut short-term rates, increasing both the 
attractiveness of Tyco's yield and the pros- 
pect of an economic rebound. Then Tyco 
held an upbeat investor meeting, stoking 
demand for its shares. The put option was 


largely ignored, much to the regret of many »» 








* investors, given Tyco's later nosedive. 

They have been less forgiving since. All 
the companies forced to repurchase all or 
part of their convertible issues, including 
Solectron, Anadarko Petroleum, Calpine, 
Stillwell Financial, Marriott and us Ban- 
corp, have seen their stock hit hard. Inter- 
public, a large advertising agency, has a 
put date next year, which has almost cer- 
tainly played a role in driving down its 
share price from $35 this summer to $13. 
Other companies, including Cendant and 
Neuberger Berman, have bought off inves- 
tors by sweetening terms, such as adding 
an interest payment, call protection, or 
opportunities for future puts. 

If there is any benefit in issuing these 
convertibles, it is the effect of forcing a fi- 
nancial restructuring. The debt reduction 
comes at the expense of equity holders, as 
in a bankruptcy, but without the drama or 
the cost, observes Alan Muschott, man- 
ager of a convertible-securities fund run 
by Franklin Templeton. It is an elegant sol- 
ution to a problem, even if not quite the 
one companies had in mind when they is- 
sued the bonds. @ 





China’s stockmarket 


A tiny leap forward 
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China’s first cautious step towards an open capital account 


UST as China’s leaders were gathering in 

Beijing last week for the 16th congress of 
the Communist Party, the country’s securi- 
ties and foreign-exchange regulators an- 
nounced that, from December 1st, they 
would consider applications from some 
foreign investors to invest in the Chinese 
stockmarket. Whatever the cadres decide 
this week, the timing seemed to say, China 
will continue on its slow and cautious 
path towards an open capital market and, 
ultimately, a convertible yuan. 

The new scheme~known as Qr, be- 
cause itis aimed at the qualified foreign in- 
stitutional investor—is an import from Tai- 
wan. A decade ago Taiwan, just like the 
mainland today, badly wanted foreign 





capital to beef up its stockmarket. But it 
was cautious about encouraging volatility 
(for fear that the mainland would exploit 
it). So it added swathes of bureaucratic red 
tape, which were sufficiently obstructive 
to deter all but the most dedicated inves- 
tors, and cumbersome enough to cool 
down most *hot money" long before it 
could exit from the market. or has 
worked for Taiwan, saving it from the 
worst of the Asian crisis in 1997-98. Today, 
foreigners own some 7% of Taiwan’s stock- 
market, and the government has said that 
it is ready to open up completely by 2004. 

The mainland is hoping for a similarly 
slow evolution. Its entry conditions are 
onerous. To apply for the special yuan ac- 
counts, foreign investors must have at least 
$10 billion in assets under management 
(which rules out most investment bou- 
tiques). Banks must be "in the top 100" 
globally. Applications will take 30 days (in 
theory), and the Ori may buy at most 10% 
of any Chinese company listed on Shang- 
hai's or Shenzhen's yuan-denominated 
stockmarkets (foreigners can already in- 
vest in China's tiny hard-currency stock- 
market. And repatriation will be a night- 
mare: some types of funds may not take 
anything out for three years, others not for 
a year, and even then it will only be in 
small dollops. 

The barriers are intentional, but that is 
only one reason why international fund 
managers were not exactly fighting in the 
queue for applications this week. The 
other is the peculiar nature of China's mar- 
ket. Capitalised at about $540 billion and 
consisting of 1,212 companies, it is now 
Asia's second-largest, after Japan's. But 
only 35% of this capitalisation is tradable, 
since the state~the owner of virtually all 
listed companies-sits on the rest. Cor- 
porate governance is widely acknowl- 
edged to be atrocious. And valuations are 
probably overdone, with an average price/ 
earnings ratio of 40, compared with about 
12 for mainland companies listed in Hong 
Kong. That is despite a fall in the market of 
some 30% over the past 17 months. 

Chinese investors themselves seemed 
to acknowledge these shortcomings this 
week, by not anticipating a rush of foreign 
interest: the market barely moved. In time, 
China's leaders hope, foreigners will sup- 
port the market and force managers and 
brokers to become cleaner and more trans- 
parent. Even in Taiwan, though, this did 
not happen overnight. # 








Foreign-exchange settlement 


Plumbing revolution 


Since September the foreign-exchange market may have become less dangerous 


HE water closet, patented in 1819, was 
.not a particularly exciting invention, 
but it certainly proved useful. The same 
may soon be said of continuous linked set- 
tlement. The past few weeks have seen a 
long-awaited revolution in the foreign-ex- 
change market, the biggest market in the 
world. Banking customers may not notice 
the difference, unless—as the water closet 
sometimes does-it goes wrong. But such a 
big change has not occurred in interna- 
tional banking since the introduction in 
1974 of SWIFT messaging, which gave 
banks instant and secure worldwide com- 
munication with one another. 

Like swirt, the new system will 
change the relationship that banks have 
with their biggest customers and with 
each other. It will encourage some banks 
to become dominant "deal factories" 
through which more and more of the 
world's foreign-exchange deals, and per- 
haps other transactions, are processed. 
The aim is to reduce risk, by introducing 
greater trading certainty. But it may, in the 
view of some, be adding new risk, by con- 
centrating all that certainty in one place. 

At the heart of this revolution is CLs 
Bank, a purpose-built bank in New York 
that undertakes to settle foreign-exchange 
trades among the world's 60-or-so biggest 
banks, thereby eliminating the risk that 
only one party to the transaction pays up. 
This risk is called Herstatt risk, after a Ger- 
man bank that was closed halfway 
through a trading day in 1974, leaving the 
dollar side of its foreign-exchange trades 
unpaid. The bank's failure caused panic 
and gridlock in the entire foreign-exchange 
market, which took weeks to unravel. Reg- 
ulators have been nervous about a possi- 
ble repeat performance ever since. 

CLS Bank is designed to take details of 
all trades, and by midnight central Euro- 
pean time (CET) to give banks an orderly 
schedule of when each bank must make 
payments during the following day to 
honour them (CLs stands for continuous 
linked settlement. A single payment of a 
few million dollars, yen or euros is then 
enough to settle a bank's multiple trades 

scheduled in that currency for that day, 
even though their gross value may be hun- 
dreds of millions of dollars. 

It took many years, and perhaps $1 bil- 
lion spent by banks, and central banks to 
adapt their systems, before dealing went 
live in seven main currencies on Septem- 
ber 9th. On November 4th third parties— 


the settlement banks’ customers—were al- 
lowed to enter the fray. But only half a 
dozen did so. It is taking time, and a com- 
plete systems overhaul, for the global revo- 
lution to spread from bigger to smaller 
banks. In two months of operations, there 
have been no major glitches, it is said, 
apart from linkage problems between CLs 
and some central banks. On October 29th 
cis Bank settled 15,200 transactions, total- 
ling $395 billion, which required only $17 
billion of payments between member 
banks, a 95% reduction. As more banks and 
more currencies join, the risk reduction 
should be even greater. 

What is so new in all this? First, pay- 
ments are no longer bunched at the end of 
each currency's working day—the banks 
have to make payments according to a 
schedule set by cis Bank, usually ending 
before midday crt. So banks, and their 
central banks, have to fine-tune their use of 
liquidity during rather than at the end of 
each day. 

Since there is a value in having intra- 
day liquidity, interest might soon start to 
be charged, like some hotel rooms, by the 
hour rather than by the day. For example, 
for the Swiss franc, one of the less liquid 
currencies, the two big Swiss banks are al- 
ready talking of charging non-Swiss banks 
for any intra-day liquidity they provide. 
Bank treasury departments say they are re- 
sisting this trend—nobody wants to be first, 
although the Federal Reserve already 








charges for Fed funds by the minute, and 


the Bank of Japan charges a flat rate every 


four hours. 

Second, the nature of correspondent 
banking will change. Banks outside the 
CLS inner circle will favour a relationship 
with just one CLs settlement member, 
rather than with many, for administrative 


reasons. So that single relationship will be- 
come more important. Strangely this does . 


not seem to alarm the competition au- 
thorities around the world. "crs is not a 


closed shop," comments John Gibbons at ; 


ABN Amro, a big bank and one of the ini- 
tial 39 CLs settlement members. 
Third, if cts Bank proves successful it 


will not be satisfied with settling only big- 
bank trades in the $1.5 trillion-a-day for-. 
eign-exchange market. Joseph de Feo, chief © 


executive of crs Bank, has already talked 
of settling money-market trades, and of 
settling cross-border payments for securi- 


ties. Cross-border securities transactions ^ 


are probably the biggest source of cross: 
border cashflow today. 


In CLS we trust 

Although crs Bank is a private-sector cre- 
ation, it has required unprecedented co- 
operation between central banks. They 
have linked their real-time payment sys- 
tems together in a bank supervised by one 
of them, the Federal Reserve Bank of New 
York. Now some big banks want the cen: 
tral banks to co-operate even more closely 
and allow them to swap their liquidity 


from currency to currency during the busi- - 


ness day. 


For example, by arrangement with the 
Fed and the Bank of Japan, a Japanese 


bank posting collateral with the Bank of Ja- 
pan would gain access to Federal Reserve 
dollars in New York. A global multi-cur- 


rency collateral pool would dothetrick,ar- 
gues a working group of the private New ` 


York-based payment risk committee. 


Other banks think the same could be done - 


via a multi-currency pool within cis Bank 
(at present banks must put up collateral in 


each of the seven currencies, and are help- - 
ing each other out bilaterally with so- 


called inside/outside swaps). 


Whichever route is chosen, the out- — 


come should be a further reduction of set- 
tlement risk. But, as Richard Pattinson, a di- 


rector of Barclays, points out, risk tends to _ 
be squeezed from place to place like airina 
balloon, rather than eliminated. cis Bank - 


decreases Herstatt risk, but it increases 
banks’ exposure to two other risks: liquid- 
ity risk (the need to pony up cash several 
times a day on a strict schedule), and oper- 
ational risk (the chance that a failure of 
their system, or of cis Bank, could cause a 
mighty hiccup). A cis Bank hiccup would 
be global, hitting seven payment systems 
with one blow. But time and money have 
been spent to ensure that doesn't happen. 


? Incts wetrust—and hope. # 

















Why does Europe's productivity growth lag so far behind America's? 


MERICA'S short-term economic prospects may be fragile, but 
at least its productivity continues to impress. In the year to 
the third quarter, labour productivity grew by 5.3%, the fastest 
rate for 19 years. In contrast, the European Central Bank's latest 
figures showed virtually no increase in productivity in the euro 
area in the year to the second quarter. Since the mid-1990s Amer- 
ica's productivity growth has quickened, Europe's has collapsed. 
Europe's failure to reap the same productivity gains as Amer- 
ica is often blamed on its more rigid labour and capital markets, 
which prevent firms from taking full advantage of information 
technology (iT). But this is overly simplified. Not only is the pro- 
ductivity gap between America and Europe exaggerated by mea- 
surement problems; labour-productivity growth is also a poor 
gauge of Europe's performance, since labour-market reforms are 
meant to pull lower-skilled workers back into jobs. 

There are many ways to measure productivity. America has 
chosen the most flattering one, the euro area the least flattering. 
American official statistics use output per man-hour in the non- 
farm business sector. Growth in this averaged 2.3% a year in the 
five years to 2001. By contrast, the productivity figures that the 
ECB publishes for the euro area use GDP per worker in the whole 
economy. Growth of this has averaged less than 1% over the past 
five years. Unlike America's, this measure includes the public 
sector, which tends to have slower productivity growth. By tak- 
ing output per worker rather than output per hour, it also ignores 
the fact that average hours worked have fallen as part-time jobs 
have risen, depressing average output per worker. 

If one calculates GDP per man-hour for both economies, la- 
bour-productivity growth in the past five years has averaged 
2.2% in the United States, against 1.4% in the euro area. America 
still leads, but by a narrower margin. Yet even these figures are 
comparing apples with oranges. One important difference is the 
treatment of computer software. American statisticians count 
firms' spending on software as investment, so it contributes to fi- 
nal Gp». In the euro area, software is instead largely counted as a 
current expense, and so is excluded from final output. The surge 
in spending on software in the late 1990s therefore inflated 
America's growth rate relative to Europe's. 

Francois Lequiller*, at INSEE, France's statistical office, argues 





that one way to resolve this problem, at least in part, is to use net 
domestic product (NDP), which deducts capital depreciation, 
rather than gross domestic product. Normally GDP and NDP 
grow at roughly the same pace. But in recent years a significant 
gap has opened up between the two in America, as the rate of 
capital depreciation has risen sharply thanks to a surge in invest- 
mentin computers and software, which have much shorter lives 
than traditional machinery. Europe's investment in software, as 
officially measured, is much lower, so the difference between 
GDP and NDP growth in recent years has been negligible. Julian 
Callow at csrB calculates that in the five years to 2001 pro- 
ductivity, measured by NDP per hour, rose by 1.8% a year in 
America and by 1.4% in the euro area-a much narrower gap. 

Whichever figures one uses, though, labour-productivity 
growth has risen over the past decade in America, but fallen in 
Europe (see chart). One reason is that American firms invested 
more heavily in rr equipment than European firms in the 1990s, 
boosting the capital stock per worker. This is why many econo- 
mists prefer to focus on multifactor productivity, the increase in 
the efficiency with which firms use both capital and labour. But 
that is even harder to compare sensibly across countries. 


On the flip-side 

One explanation for why productivity growth in Europe has 
slowed is that reforms to make labour markets more flexible 
have deliberately made GpP growth more job-intensive. More 
flexible workplace arrangements, such as part-time jobs and 
fixed-term contracts, have allowed firms to get around job-pro- 
tection laws and so encouraged more hiring; cuts in social-secu- 
rity contributions for the low-paid have priced some of the 
jobless back into the labour market. The flip-side is lower aver- 
age productivity growth, as more unskilled and inexperienced 
Workers enter the workforce. 

Labour-market reforms in the euro area have been more suc- 
cessful than is often appreciated. Participation rates have risen, 
and unemployment has fallen. As a share of the population of 
working age, employment has risen from 59% in 1996 to 63% last 
year. Over the past five years, employment has increased at an 
annual rate of 1.4%, even faster than America’s 0.8% rate of ex- 
pansion and a huge improvement over the previous five years, 
when jobs declined by 0.196 a year. 

Michael Dicks, at Lehman Brothers, estimates that the euro 
area's structural rate of unemployment (ie, the lowest jobless 
rate consistent with stable inflation) has fallen to 8% of the la- 
bour force, from 10% five years ago. The OECD reckons that the 
structural unemployment rate has fallen everywhere in the euro 
area bar Germany and Greece, where it has risen. It is striking 
that productivity growth has slowed by more in countries with 
the strongest employment growth. In Germany, by contrast, 
where a still sclerotic labour market has created fewer jobs, pro- 
ductivity growth has held up better. 

To blame slow productivity growth on market rigidities may 
therefore miss the point. Europe needs to make its labour mar- 
kets more flexible, but in the short term that may depress pro- 
ductivity growth. On the other hand, this excuse for Europe's 
disappointing performance is not an excuse for postponing 
deeper reforms. European governments still have much to do. @ 
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*"The new economy and the measurement of GDP growth” by Francois Lequitler. INSEE 
working paper G2001/01, February 2001. 


Human space-flight 


2020 vision 





NASA does some fancy financial footwork to deal with a budget crisis 


'IVEBILLION dollarsis alot of money. A 

line of dollar bills five billion long 
would reach to the moon and back. Find- 
ing that you have a $5 billion budget short- 
fall-as NASA, America's space agency, did 
last year—is therefore no mean feat. 

Cash crunches are nothing new at 
NASA, but this one is more serious. In the 
past, when the agency has waved its beg- 
ging-bowl before American politicians, 
the bowl has usually been filled. This time, 
neither President George Bush nor Con- 
gress is interested in letting NASA spend its 
way out of its problems. A true crísis has fi- 
nally arrived. And, a year ago, Mr Bush ap- 
pointed Sean O'Keefe, a self-professed 
"bean-counter", to deal with it. 


Opportunity knocks | 
The Chinese ideogram for "crisis" com- 
bines those for danger and opportunity. 
The opportunity for NASA is to scale back 
some of its over-ambitious plans for hu- 
man space-flight and to try and stick to a 
budget. The danger is that, even if scaled 
, most of this programme is pointless, 
ue be unteesnayy expensive 






that when NASA's grand vision of a mis- 
sion to Mars was turned down almost 30 
years ago, it broke its proposal into three 
smaller parts that were easier to smuggle 
past the politicians. One was a reusable 
launch vehicle; the second, a space station; 
and the third, further off, a putative Mars 
mission. But this meant that NASA had to 
sell the shuttle and the station individually 
and on their own, rather dubious merits. 

It is this, says Dr Pielke, that has led to 
NASA’s big problem. The shuttle, it was 
promised, would make access to space 
more affordable. Instead, it became more 
expensive. The suggestion was that shut- 
tles would fly every week at a cost of $14m 
a pop. In fact, the four-to-six launches a 
year that the agency now manages cost 
roughly $400m each. The space station, 
meanwhile, was supposed to cost $8 bil- 
lion when it was first assessed in 1984, and 
it was meant to take a decade to build. The 
total cost of the project, when it is com- 
pleted (which is not yet), is now put at 
some $100 billion. 

For now, the budget crisis has put 
NASA in a holding pattern—trying to keep 
all its assets afloat. Details of its long-term 
strategy will not emerge until its 2004 bud- 
getrequest. Butboth inside and outsidethe 
agency, questions are being asked about 
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what its core mission should be. 

That NASA is serious about changing is 
suggested by an unusual budget request - 
that the agency has just put to Congress. 
The request is unusual because it is not for 
more money, but ratherto shuffle the exist- 
ing budget around. Previously, NASA was 
planning to spend $4.8 billion on the. 


groundwork for a fully reusable launch ve- cS 
hicle to replace the shuttle. Now, it wants | 


to divide that money between the space 


station (allowing crews to do some actual = 


science there) and the development of are- 
usable “orbital space plane" (osr) that 
would be launched on top of a cheap ex- 
pendable rocket. 

If the request is approved, it will repre- 
sent a big change of strategy, since re- 
search has already started on a fully reus- 
able vehicle. It will also be a move in the 
right direction. According to Antonio Elias, 
vice-president of advanced programmes 
at Orbital Sciences Corporation, a com- 
mercial-satellite company based in Dulles, 
Virginia, a reusable vehicle would take 
15-25 years to pay back its development 


costs-three times longer than an OsP.Fur- . 2 D 
thermore, he says that fully reusable craft .— 
are hard to justify at all unless they can be - 


flown at least 50 times a year. 

Since global demand for launches is ex- 
pected to run at between 30 and 40 “shut- 
tle equivalents” a year over the next two 
decades, the numbers scarcely add up. The 
economic rate for reusable vehicles, says 
Dr Elias, has not changed for decades, be- 
cause the two fundamental parameters of 
rocketry—the efficiency of rocket engines 
and the properties of structural materials— 
have not changed. | 


An osp could, it is reckoned, be ready b 














> by 2012. It would have two functions. The 
first would be to provide a cheap way of 
transferring crew between earth and the 
station. The second would be to act as a 
lifeboat for the station, a role now filled by 
a Russian-built Soyuz capsule that can 
house only three people. 

NASA would still need to be able to get 
to the space station in the interim, how- 
ever. It therefore proposes to extend the life 
of the shuttle programme. Not everybody 
is happy about this. Some are concerned 
that the shuttle fleet, which is two decades 
old, will become increasingly costly to run 
at present levels of safety and reliability. 
Even now, the fleet costs $3.8 billion a year, 
including its fixed costs. That is a signifi- 
cant chunk of NASA’s $15 billion annual 
budget. And the $400m marginal cost of a 
launch is ludicrous compared with the 
$60m that the Americans pay for a Soyuz 
mission. Objectors thus believe that what 
is really needed is an “exit strategy” from 
the whole sorry mess. 

The question is: what? There are pre- 
cious few options. One is privatisation. 
Some time over the next few weeks an in- 
dependent report on privatising the shut- 
tle fleet will land on Mr O'Keefe's desk. 
However, one of the report’s compilers, Pe- 
ter Wilson of RAND, a think-tank based in 
Santa Monica, California, says that the 
overall view it will take of the possibilities 
for privatisation is “very pessimistic”. Be- 
cause the shuttle is such old technology, 
says Mr Wilson, and is also expensive to 
operate safely, it is unlikely that any priv- 
ate enterprise would wish to acquire it 
without a direct subsidy. In any case, there 
is only one market for it-to service the 
space station. It is therefore unclear what 
benefits would flow from full-fledged priv- 
ate ownership. 





One suggestion in the report is that 
NASA could restructure the shuttle pro- 
gramme to allow more competitive sourc- 
ing. Another is that the programme could 
be hived off into a new “space transit au- 
thority”. Although this would merely 
create a different public monopoly in 
manned space travel, it might have the 
benefit of getting NASA out of the business 
altogether and forcing it to focus on what 
should be its core competence of science 
and technology. 

There is one other alternative to the 
shuttle fleet~more use of Soyuz. But ac- 
cording to Scott Giles, the deputy staff di- 
rector at the House of Representatives’ 
Committee on Science, that will not work 
either. The crunch will come with the ex- 
piry in 2006 of agreements to buy Soyuz 
vehicles from Energia, the company that 
makes them. According to Charles Vick, an 
independent space analyst, Energia could 
not build more Soyuz craft after 2006 even 
if the agreement were renegotiated, be- 
cause the programme is nearly bankrupt 










and is already running down in anticipa- 
tion of its expiry (money supplied to the 
Russian government to stop this happen- 
ing having mysteriously evaporated). 

Between 2006 and the arrival of the 
OSP, then, there will be a gap. And the one 
answer that might look obvious—put the 
space station in mothballs and wait for the 
OSP-is probably not an option since the 
station needs regular visits from craft with 
rocket engines to stop its orbit decaying. 
Without them it might crash to earth with- 
in a year. So the shuttle will probably limp 
on, for this reason if no other. 

None of this, of course, answers the 
question of why the station should con- 
tinue to survive at all. Between now and 
the arrival of the os», therefore, NASA 
would like to get some science done on it, 
so as to justify its existence. 

At present, with only a three-man crew 
aboard (due to the limited capacity of the 
Soyuz escape pod), this is not possible. If 
the budget request goes through, that will 
change a bit. There will be more shuttle 
launches to the station, and they will have 
science payloads on board. However, it is 
likely that the experiments themselves 
will actually be done on the shuttle—it will 
merely be docked to the station for an ex- 
tended period while the research is carried 
out. Ontop of that, there remains the ques- 
tion of whether any of the science will be 
worthwhile. Except for research directed at 
making manned space-flight easier (a 
pretty circular argument for justifying hu- 
man-conducted experiments in space), itis 
hard to see the case for any human experi- 
menters in space at all. 


Both feet on the ground 

Back on earth, Mr O'Keefe is also engaged 
in more mundane forms of cost control. 
Programmes are being cut. Bureaucrats, 
heaven forfend, are being made redun- 
dant. And he has also cast his beady eye on 
things that you might think NASA would 
be rather good at. Recently, for example, he 
described the agency’s information-tech- 
nology capabilities as “expensive, frac- 
tured, incompatible, but remarkably acces- 
sible to those who would like to use 
sensitive design and personnel informa- 
tion for personal gain.” Indeed, in August, 
hackers managed to steal plans for future 
reusable space vehicles. 

There is still some way to go. Only this 
month, two sets of independent analysts 
found yet another huge budget shortfall at 
the space station. Depending on which of 
these estimates you believe, it is either 
$117m or $582m over the next four years. 
NASA is delighted. Steven Isakowitz, the 
agency's comptroller, remarked to Space- 
News that this was great news because, 
"they could have come back and said 
you're $3 billion short”. If that is thought to 
be progress, perhaps human space flight is 
doomed after all. @ 


Theoretical physics 


Publish and perish 


Justhow rigorous is the process of 
scientific publication? 


OHNNY CASH once sang that he foundit 
] “very, very easy to be true”. Post-modern 
iterary theorists find concepts of truth 
rather more slippery, particularly in the 
case of Alan Sokal. Dr Sokal is a physicist 
who, in 1996, submitted a deliberately 
nonsensical article to Social Text, a cultural 
studies journal. The article was published 
in a special issue on the "Science 
Wars"—an attempt to examine, from va- 
rious perspectives, the role of science in 
culture. Dr Sokal, who was seeking to satir- 
ise post- modernism's chronic lack of intel- 
lectual rigour, owned up to his hoax, pro- 
voking a lively debate. 

Recently, however, the boot has been 
on the other foot. For the past few days, 
physicists have been fretting that they 
might have been attacked by a pair of 
hoaxers rather like Dr Sokal. It turns out 
that Igor and Grichka Bogdanov, the sup- 
posed perpetrators, seem sincere in their 
theorising. Nonetheless, they have cast 
doubton the intellectual rigour of theoreti- 
cal physicists. 

The Bogdanovs, who are twin brothers, 
have come under attack for a series of pa- 
pers about a purported mathematical the- 
ory of the "singularity" at the Big Bang it- 
self—a crucial few billionths of a second 
earlier than mainstream theorists gener- 
ally worry about. The problem is that their 
mathematics do not seem to make any 
sense, even to other physicists. 

The controversy centres on five papers 
published between October 2001 and 
April 2002. Three were written jointly by 
the twins, and two by Igor Bogdanov 
alone. These papers claimed—well, it is not 
clear exactly what they did claim. And 
therein lies the problem, for all were pub- 
lished in well-respected peer-reviewed 
journals. That means publication was con- 
ditional on the say-so of independent and 
anonymous expert referees. Nonsense is 
not supposed to get through this process— 
certainly not five times. 

The idea that the Bogdanovs might be 
having the world of physics on was floated 
publicly by John Baez, a researcher at the 
University of California, Riverside. Last 
month he posted a message to an Internet 
newsgroup asking about rumours that the 
Bogdanovs’ work was a hoax. The issue 
swiftly became a hot topic of discussion— 
with most people agreeing that there was 
something fishy about the papers. That the 
Bogdanovs might be pulling somebody’s 
leg was not entirely implausible. Although 
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Conservation and Viagra 





The kindest cut of all 


Viagra may help to save endangered species 


ELL, it looks as though we were 

wrong. The rules of rational behav- 
iour seem to apply even in so irrational a 
field as sympathetic magic. In 1998 we 
wrote, in an article entitled “Why Rhi- 
nos recommend Viagra", that "Asians do 
not doubt the virtues of western medi- 
cine. Many, however, assume that tradi- 
tional varieties are better for certain 
kinds of problems, ‘vigour’ among 
them." In other words, we doubted that 
rhinos (whose horns are allegedly con- 
sumed in powdered form in the hope 
that they will stiffen resolve) really did 
have any cause to cheer. But a paper | 
about to be published in Environmental 
Conservation suggests that they might. 

The results are preliminary, but the 

paper's authors, Frank von Hippel, of 
the University of Alaska, in Anchorage, 





Phew! 


only recently awarded their doctorates (for 
work related to the published papers), 
they are in their 50s and have had earlier 
careers as co-hosts of a popular science 
show on French television and as authors 
of a bestselling popular science book. Igor 
Bogdanov, however, reacted quickly to the 
claim, calling it “pure non sense". 

There is certainly no reason to doubt 
the brothers' denials. And the Bogdanovs 
continue to be supported by Daniel Stern- 
heimer, who supervised both of their doc- 
toral theses. But that still leaves questions 
about the rigour of the publication pro- 
cess. Neither of the two most prominent 
journals that published papers by the Bog- 
danovs, Classical and Quantum Gravity 
(coc) and Annals of Physics, have retracted 
them. However, coc has issued a state- 
ment saying that the paper it published 
“does not meet the standards expected of 
articles in this journal". Hermann Nicolai, 


and his brother Bill, of the University of 
New South Wales, in Sydney, Australia, 
have shown that the trade in such exot- 
ica as seal penises is falling rapidly. They 
suspect, though they cannot yet prove, 
that this is because men with “vigour” 
problems who once placed their faith in 
penis soup have found that Viagra 
works rather better. 

The brothers von Hippel looked at 
three products widely (and legally) 
traded as potency boosters: harp-seal pe- 
nises, hooded-seal penises and the vel- 
vet from reindeer antlers. Between 
1998—the year that Viagra went on sale— 
and 2000, the catch of harp seals and 
hooded seals in Canada (the main 
source of supply) plummeted. The harp- 
seal catch fell from about a quarter of a 
million (near the maximum allowed) to 
less than 100,000. The hooded-seal 
catch fell to ten, despite a permitted 
maximum of 10,000. 

Of course, seals yield other products 
besides their genitalia. But as well as fall- 
ing catches, there were falling prices, in- 
dicating a genuine drop in demand. 
Before 1998, a seal penis was worth $70- 
100; afterwards, only $15-20. And be- 
tween 1997 and 1998, the market for ant- 
ler velvet, the other commodity the 
brothers investigated, fell by 72%. 

None of the species that formed part 
of the study is endangered, but some 
others that are traded as potency boost- 
ers, such as sea horses and certain spe- 
cies of sea cucumber, remain a cause for 
concern. And rhinos are almost extinct. 


CQG's editor, has also said that, as far as he 
can see, the article is devoid of substance. 
Frank Wilczek, editor of Annals, empha- 
sised that he was not in charge when the 
Bogdanovs' paper was accepted, and he 
suspects that it would not have been al- 
lowed through under today's regime. He 
went on to say of the paper that he “had 
the distinct impression that one step 
doesn't follow from another". 

Does it matter? Perhaps not. This is not 
a scandal like that of Hendrik Schón, who 
was recently shown to have fabricated ex- 
perimental results at Bell Labs in America. 
He worked in important and commer- 
cially significant areas of semiconductor 
and superconductor physics. Nonetheless, 
l'affaire Bogdanov might give post-mod- 
ernists justifiable cause to snicker. And it 
leads you to wonder what else is getting 
through the supposedly foolproof net of 
peer review. W 
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Paris 





Why, oh why, do we love Paris? 


The French capital holds a special place in people's memories. Two new books 


explore an enduring love affair 


E n two books about Paris take very 
different approaches to the history of 
the city. Alistair Horne's account starts in 
pre-history, when mammoths first wan- 
dered down from the slopes of present- 
day Belleville; it ends in 1969, when Gen- 
eral de Gaulle left the Elysée palace. Mr 
Horne, a British historical writer, likes 
sweeping generalisations and confident 
assertions. In the introduction, Maurice 
Druon, President Pompidou's last culture 
minister, calls Mr Horne's book a monu- 
ment, and it does indeed pay homage to a 
view that is held by a certain kind of Eng- 
lish gentleman. Paris as an ice-cream sun- 
dae—high politics and high culture topped 
with dash and romance. 

Patrice Higonnet is more sceptical and 
more specialised. As current academic jar- 
gon would put it, he seeks to study meta- 
narratives rather than construct them. Mr 
Higonnet is interested in myths and phan- 
tasmagorias, which he sees as more mod- 
ern and more self-consciously artificial 
myths. He looks at how people, mainly 
artists and writers, came to see Paris as the 
capital city of artistic creation, sexual free- 
dom, crime and alienation. 

“Paris: Capital of the World” is, in many 
ways, an insider’s account. Mr Higonnet 
has taught in America for most of his life, 
but in recent years he has become an im- 
portant figure in French cultural politics. 


Seven Ages of Paris: Portrait of a City. By 
Alistair Horne. Knopf; 448 pages; $35. Mac- 
millan; £25 


Paris: Capital of the World. By Patrice Hi- 
gonnet. Translated by Arthur Goldhammer. 
Belknap Press; 448 pages; $35.00 


This book originated in a series of lectures 
he gave to that most Parisian of institu- 
tions, the Collége de France. It contains a 
very Parisian blend of grand theory (there 
are dutiful nods to Jiirgen Habermas and 
Roland Barthes) and local gossip (he sug- 
gests that the inconvenient layout of the 
central Paris metro is rooted in the need to 
avoid running a line under the Palais Ma- 
zarin where it might have disturbed the de- 
liberations of the Académie Francaise). 

Mr Higonnet believes that, in the 20th 
century, Paris lost its cultural hegemony to 
New York, though he is sceptical about 
whether, in view of the opportunities of- 
fered by the Internet, any city will again 
enjoy that same primacy. There are several 
problems with this argument. First, it rests 
on some peculiar comparisons—saying, as 
Mr Higonnet does, that Jackson Pollock is 
the equivalent of Manet is as meaningless 
as saying that Arnold Schwarzenegger is 
the equivalent of Juliette Binoche. Second, 
the cultural power of America in the 20th 
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century has actually served to reinforce 
certain myths about Paris. As early as the 
1920s, American film producers commis- 
sioned the Seeberger brothers to take pho- 
tographs of what they regarded as charac- 
teristic Parisian scenes which could then 
be replicated on Hollywood sets. Where, 
except New York, would a curator put a 
metro station in a museum of modern art, 
and what restaurant could be more self- 
consciously Parisian than Anthony Bour- 
dain's Les Halles in Manhattan? 

Third, the assumption that Paris has 
been displaced as the cultural capital of 
the world looks even more questionable if 
we look east rather than west. Paris still 
represents culture, freedom and excite- 
ment to many in east and Central Europe. 
Writers such as Milan Kundera and Ismail 
Kadaré moved to the city as soon as they 
were released from their native lands. No 
film evokes the excitement that went with 
the opening of cold-war frontiers better 
than Yuri Mamin's “Window to Paris" in 
which the inhabitants of a St Petersburg 
tenement find a magic door that lets them 
out straight on to a Paris rooftop. 

Finally, and this is a point that Mr Hi- 
gonnet makes very effectively, those who 
grieve for a lost Paris should remember 
that part of the city's appeal comes pre- 
cisely from the aching sense of regret for 
better days that it has always evoked. 
Those who complain that the city was 
ruined by Georges Pompidou and Richard 
Rogers in the 1970s echo those who com- 
plained in the 1930s that Baron Hauss- 
mann had ruined the city in the 1860s. 
Though Mr Horne might not agree, per- 
haps Mr Higonnet is right to suggest that 
the best testament to Paris is the title that 
Simone Signoret gave her autobiography 
“Nostalgia isn't what it used to be". m 





Bioterror 


Chariots of fear 





The Demon in the Freezer: A True Story. By 
Richard Preston. Random House; 256 pages; 
$24.95. To be published in Britain by Headline 
in January 2003 


UST over a year ago, America discovered 

fear in a handful of dust. Or rather, in sev- 
eral envelopes of pale powder sent to east- 
coast newsrooms and congressional of- 
fices in Washington, pc. The powder car- 
ried microscopic spores of anthrax 
bacteria, specially formulated to penetrate 
deep into the lungs and scatter on to the 
skin of those unlucky enough to come in 
contact with these poison-pen letters. 

Within weeks, five people had died, 
postal systems around the world were on 
high alert and the FB1 was stuck into an ex- 
tensive manhunt to find those responsible 
for the mail-borne mayhem. The attack 
was initially thought to be the work of 
foreign, possibly state-sponsored bio- 
terrorists, but investigators now know that 
the strain of anthrax found in the enve- 
lopes was a homegrown variety, and the 
enclosed letters suggest that the culprit 
may bealone, white male, perhaps even a 
disgruntled scientist. Aside from such rev- 
elations, however, progress has been frus- 
tratingly slow. No one has been charged 
and the public impression, at any rate, ís 
that the trail has dried up. 

Richard Preston's account of the case, 
on the other hand, is anything but desic- 
cated. “The Demon in the Freezer" is a fast- 
paced, gripping chronicle of the rmr's 
attempts to pin down the microbe 
murderers. Mr Preston has gone behind 
the scenes into the government's network 
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of biological centres, such as USAMRIID, 
to reveal a world of "hot zones" and 
“level-4” laboratories, where researchers 
in protective space suits handle the 
world's most infectious organisms. 

Mr Preston certainly knows his way 
round a test tube, and the book's descrip- 
tions of work in such pressure cookers are 
fascinating. Much of this graphic detail, 
such as a blow-by-blow account of an au- 
topsy of one of the anthrax victims, adds 
greatly to the story, though the pile-up of 
other minutiae sometimes gets in the way. 

This personal approach to telling a sci- 
entific story avoids the common mistake 
of presenting research as a dispassionate 
and virtually anonymous endeavour. And 
it probes deep into the motives, fears and 
personal lives of the men and women 
who choose this risky business. “The De- 
monin the Freezer" reads more like a novel 
than a work of non-fiction; indeed, Mr 
Preston's previous biomedical-bestseller, 
"The Hot Zone", inspired a Hollywood 
film. His style is always entertaining, 
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though occasionally confusing as the au- 
thor weaves his own experience with 
third-party accounts in such a way as to 
make it hard to tell what exactly he has 
witnessed and what he has reconstructed. 

Nonetheless, this is a book well worth 
reading. Its real value lies in putting today's 
anthrax fears into a broader and more 
frightening context. "The Demon in the 
Freezer" dwells at some length on the in- 
ternational biological arms race, not just 
Iraq's dangerous dabbling, but also the 
Russians' massive microbial war machine, 
allegedly now disbanded, but whose real 
statusis disturbingly uncertain. The book's 
high points, however, are its moving ac- 
count of the horrors of smallpox, the enor- 
mous efforts made by millions around the 
world to eradicate it, the heated debate 
about what to do with the remaining 
stocks of the virus and how to develop 
antidotes to the disease. “The Demon in 
the Freezer” is a timely reminder that na- 
ture does not need the hand of man to put 
nations in their place. @ 


Alias Smith and Dench 


Maggie Smith and Judi Dench star together for the first time in 43 years 


HE last time these two actresses 

appeared together in the theatre was in 
the late 1950s at the Old Vic, where Maggie 
Smith and Judi Dench-neither then yet a 
Dame- were part of the classical theatre 
company on which they founded their ca- 
reers. In the intervening decades, the two 
women have between them won three 
Oscars and two Tony Awards and become 
international names, each one boasting a 
film franchise to see them into their senior 
years. (Dame Maggie, of course, is the 
beady Professor McGonagall in the Harry 
Potter films, while Dame Judi has carved 
out a distinctive niche for herself as James 
Bond's boss, the deliciously starchy M.) 

At the same time, the theatre remains 
their preferred perch-Dame Judi, in par- 
ticular, has long spoken of her distaste for 
the cinema, where one's work is frozen for 
all time—which is why audiences take 
their seats nightly at the Theatre Royal, 
Haymarket, in expectation of an event. 
And why the advance box office prior to 
the mid-October opening of “The Breath 
of Life" neared the $3m mark, farand away 
a West-End record for anon-musical.. 

Did the Dames deliver? On thatsubject, 
the verdict on Sir David Hare's play is 
rather more mixed than the collective re- 
sponse to the very real frisson of watching 
a two-hander in these two hands. Just as 


there used to be a joke within theatrical cir- 
cles that one would be happy to watch the 
late Laurence Olivier and Anthony Quinn 
recite the phone book, much the same 
could probably be said of two seasoned 
veterans whose skills are so finely honed 
that Dame Judi, for instance, can bring a 
tear to the eye with the simple act of 
listening. 

Dame Maggie was cast first, which 
seems self-evident given the fact that her 
role, a former museum curator and politi- 
cal firebrand, is also far more audience- 
friendly. Scarcely has the curtain risen on 
William Dudley's elegantly bohemian 
seaside set (the play takes place on the Isle 
of Wight) before the actress is peppering 
her remarks with the sorts of comic quips 
that have long been her stock in trade: one 
broadside about the eating habits of 
Americans is especially funny (and apt). 

If Dame Maggie’s Madeleine Palmer 
has willed herself into sea-bound isola- 
tion, Dame Judi’s Frances Beale is a 
woman on the warpath—a celebrity writer 
with a sizeable Tv following who has trav- 
elled from her London home to the Isle of 
Wight for a day (and, it turns out, night) of 
reckoning: Madeleine, we soon learn, was 
the long-time mistress of Frances's ex-hus- 
band, an (unseen) British lawyer called 
Martin who has gone on to ditch both » 
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women in favour of a young American 
trophy wife with whom he now lives in 
Seattle, Washington. 

Martin figures as enough of a spectre to 
inflame the feminists in the audience. The 
pointis, wouldn't two such clever and self- 
possessed women know enough not to 
define themselves by a man, particularly 
one whose virtues seem more and more 
dubious as the play proceeds across two 
increasingly mournful acts? But what Sir 
David—who has written ripe roles for 
women before in such plays as "Plenty" 
and “The Secret Rapture”—is in fact ad- 
dressing is what Madeleine at one point 
calls *the wreck of memory" and the often 
painful way in which the present is forever 
linked to the past. To that extent, however 
old-fashioned “The Breath of Life” some- 
times seems (the dramaturgy and, indeed, 
the title could have come from Ibsen), the 
experience of watching it tallies after a 
fashion with its theme. The play at heart 
may hark back to the emotional potboilers 
of a bygone age, but when you have two so 
memorable performers in the driver's seat, 
whois really going to mind? m 


Keyboard jazz 


Three times table 


The joy of jazz trios 


NE of the most familiar and popular 

jazz combinations is the piano trio. 
The prospect of a deft keyboard artist, bass- 
ist and drummer swinging through the ev- 
ergreen standards has seen many a jazz fan 
through a hard day at the office. Yet the 
very success of the trio format has put cre- 
ative pressure on its practitioners. How to 
maintain its particular strengths while 
expanding its expressive possibilities? 

No one has tackled that challenge with 
more imagination and authority than Brad 
Mehldau. At 32 he has been hailed as “per- 
haps the finest pianist of his generation", a 
claim substantiated by his remarkable se- 
ries of recordings collectively titled “Art of 
the Trio". Now running to five volumes 
and encompassing standards, originals, 
and contemporary pop, they display Mr 
Mehldau's glittering technique and prob- 
ing intellect. In turn meditative and inci- 
sive, his solos spin out engrossing, abstract 
lines, while his bassist and drummer pro- 
vide subtle rhythmic and harmonic 
counterpoint. If Mr Mehldau's approach 
seems too intellectual for some fans, his 
latest CD adopts another tack, in the direc- 
tion of contemporary club culture. The 
tracks on “Largo” (Warner 9362-48114-2) 
feature a heavy, rock-style beat that evokes 
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Brad the impaler 


the world of disco, but they never lose the 
connection with Mr Mehldau's thought- 
ful, questioning spirit. 

Another contemporary trio has made 
that kind of funky groove their trademark. 
The co-operative band known as Medeski, 
Martin and Wood have won a cult follow- 
ing with their live shows and Blue Note 
CDs. Although their keyboard player, John 
Medeski, is an excellent pianist, he usually 
plays the Hammond organ, an instrument 
redolent of sweaty soul and heaving 
dance floors. Conjuring that louche atmo- 
sphere is the trio's speciality, along with 
quirky humour and spacey electronic ef- 
fects. Their latest cp, “Uninvisible” (Blue 
Note 7243-5-35870-2-4), also adds horns, a 
guitar and vocals, revelling in such grungy 
originals as “I Wanna Ride You", "Noctur- 
nal Transmission", and a bizarre stream- 
of-consciousness tale of life on the road 
called “Your Name is Snake Anthony". 

One of the first jazz artists to cross-fertil- 
ise jazz and rock was a vibraphonist, Gary 
Burton, and he is still spearheading new 
directions, albeit of a different sort. He and 
his long-term partner, Makoto Ozone, a 
highly-regarded Japanese pianist, recently 
demonstrated that the old dream of amal- 
gamating jazz and classical music can still 
yield stunning results. Their CD, *Virtuosi" 
(Concord Jazz CCD-2105-2) comprising 
versions of pieces by the likes of Ravel, 
Scarlatti, Gershwin, Rachmaninov and 
Brahms, is not a cheesy exercise in “jazzing 
the classics”, but two superb musicians 
bringing a new creative dimension to ma- 
terial they respect deeply. Each track com- 
bines a felicitous arrangement of the origi- 
nal work, followed by brilliant 
improvisations that extend its potential. 
Mr Burton and Mr Ozone are virtuosi in- 
deed, and their scintillating interpreta- 
tions will delight both jazz and classical lis- 
teners. What's more, they just might have 
some influence on what you hear next 
time you visit your local jazz club. m 






New French fiction 
Pop goes 
the author 


Podium. By Yann Moix. Grasset; 291 pages; 
€20 


Tigre en Papier. By Olivier Rolin. Seuil; 272 
pages; €18 


N FRANCE, as elsewhere, the literary 

row is a valuable tool in the publicity kit 
for the promotion of book prizes. When 
Pascal Quignard won this year's Prix Gon- 
court for “Les Ombres Errantes”, several 
Paris critics complained of an elitist choice, 
grumbling that this was less a novel than 
an obscure and unreadable commonplace 
book. Others scoffed that the winning 
entry was what passes for experimental 
fiction among middlebrows. 

You need not plunge deep into this 
quarrel to agree that there were highly 
readable alternatives among the non- 
winners. Two in particular stand out, both 
of them original works of fiction that re- 
examine icons of popular mythology. 

Yann Moix's "Podium" is a sparkling 
and very funny account of the life of Ber- 
nard Frédéric, a man who has devoted his 
existence to performing in provincial halls 
as an impersonator of Claude Francois, a 
diminutive French pop idol who was 
found electrocuted in his bath in 1978. Mr 
Moix takes the reader into the world of 
popular-entertainment imitators, where 
ordinary people enjoy vicarious fame 
against a backdrop of suburban parking 
lots and village agricultural festivals. Some 
reviewers have taken *Podium" as a mean- 
ingful statement about the nature of fame, 
the power of the media and our yen for a 
Warholian instant of celebrity. Yet the 
novel is anything but a work of sociology. 
Cleverly dressed up as a fictional investiga- 
tion of personal identity, "Podium" is 
above all supremely comic. 

Bernard's story is told by his friend, ad- 
mirer and road manager, Couscous, him- 
self a former Claude Francois imperson- 
ator who hung up his own wig and flared 
trousers when confronted by the superior 
mastery of Bernard's act. Bernard himself 
is a magnificent comic creation: a monster 
of egotism and stupefying miserliness, 
whose justification for his excesses is that 
he has sublimated himself into the re- 
incarnation of his idol: he is almost more 
Claude than Claude Francois himself. 

The stylistic skill of the novel lies in the 
creation of a permanent tension between 
the burlesque excesses—as a comic set- 
piece, the karaoke contest in a provincial 
pizzeria is well worth a place in an anthol- 
ogy of contemporary humorous writing— 


and the studious, deadpan seriousness p> 





P 


RRA 
ASAS 





with which Mr Moix describes the obses- 
sions of his characters. This is humour 
in the tradition of Alphonse Allais or 
Raymond Queneau. 

Olivier Rolin's “Tigre en Papier” scruti- 
nises icons of a different kind. A former en- 
fant terrible of a Maoist group, Nouvelle 
Résistance Populaire, Mr Rolin took partin 
a wave of underground violence until the 
movement was disbanded in 1973, where- 
upon he disappeared for many years. On 
re-emergence, he turned, with success, to 
fiction, winning the Prix Fémina in 1994 
for “Port-Soudan”, which recounts the re- 
turn to France of a left-wing militant after a 
20-year exile. Now Mr Rolin confronts and 
exorcises past demons in a work that is, in 
effect, an extended and elegiac prose- 
poem. 
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In the early hours of the morning, an 
old Citroén ps drives endlessly around the 
Paris Boulevard Périphérique. On board 
are Martin, the narrator, Mr Rolin's alter 
ego, and the 20-something daughter of a 
long-dead companion-in-arms from Mar- 
tin's Maoist days. Now in his 50s, Martin 
has reached "the prophylactic age; the age 
of work-outs in the gym and check-ups of 
the colon". As night progresses and dawn 
breaks, Martin revisits his life with ironic 
detachment, telling Marie of the father she 
has never known. In doing so, as he 
watches the neon advertising messages 
slide past the windscreen, he unwittingly 
underlines the chasm between the pas- 
sion and commitment of his own youth 
and the seemingly uncommitted, materi- 
alistic spirit of the generation represented 


by his late friend’s daughter. 

The novel takes us on a tour of a genera- 
tion and its myths: Mao, Che, Vietnam 
(where we follow a search for the memory 
of the dead father of the narrator-author), 
the B-52 bomber, Pompidou (“le président 
Pompe"), Beirut. With little respect for the 
logic of time, the prose reads like the frac- 
tured, haunted narrative of a man who has 
looked deeply into himself and been 
changed by the experience. Mr Rolin quite 
possibly has a great novel in him. In the 
meantime, this one will do very well. 

"Podium" refracts the trivia of pop cul- 
ture through the prism of an observant, 
trenchant humour. Mr Rolin filters his ex- 
perience through the ironic lens of a mel- 
ancholy self-awareness. Each view of the 
past brings its different rewards. m 








René Thom 


René Thom, inventor of catastrophe theory, died on October 25th, aged 79 


REAT things were expected from René 

Thom’s catastrophe theory when it 
first emerged in the 1970s from the arcane 
deliberations of mathematicians into the 
everyday world of people who just hope 
for a more ordered life. Mr Thom did his 
bestto make his theory sound simple. Take 
the example of a river, he said. It flows 
along smoothly and predictably until it 
turns suddenly into a catastrophic water- 
fall. Salvador Dali, in what he said was 
“homage” to Mr Thom, helpfully painted a 
picture of a landscape of smooth hills with 
a crack running through them, and added 
a formula for viewers with a mathemati- 
cal turn of mind. 

Put slightly more technically, Mr Thom 
defined catastrophe as the loss of stability 
in a dynamic system. Catastrophes are in- 
evitable, but obviously their damage 
could be lessened if they could be pre- 
dicted. Could Mr Thom's theory be ap- 
plied, say, to the safety of buildings or of 
ships at sea; to riots; to strikes; to when a ty- 
rant leader would lose control and become 
vulnerable? The world of finance, alter- 
nately in a state of cockeyed optimism and 
deep gloom, was very interested in the the- 
ory. Mr Thom was slightly taken aback by 
being associated with astrologers, the 
apocalypse and uros, but he referred 
those interested to his book, “Structural 


Stability and Morphogenesis”, which 
briefly became a bestseller. 

It is full of ideas, many of which are 
only marginally related to mathematics. 
He claims, for example, that men are physi- 
cally more fragile than women; women 
are more rounded, closer to the sphere, the 
strongest shape in the universe. Maths- 
type symbols, he said, are recognised by 
animals: a tiger could spot a gazelle’s hoof- 
prints. In this sense the animal could read. 


Down in the forest 

But the book was less an offering of easily- 
digested novelties, than a mathematical 
treatise dealing with the seven ways in 
which things are likely to collapse sud- 
denly. It is no reflection on the intelligence 
of many people who tackled the book that 
they found it baffling. In the 19th century, a 
mathematician such as Henri Poincaré, a 
compatriot of Mr Thom, could claim to un- 
derstand all the important maths of his 
time. This would have been a rare claim in 
the 1970s, and rarer still today. Popular in- 
terest in catastrophe theory lasted for 
about 20 years; not bad as ideas go. It 
waned when it seemed to offer no obvious 
material gain, and returned to the special- 
ised area from which it came. “All good 
minds", Mr Thom said, a touch bitterly, in 
later life, “decided that it was of no value." 


One of the theory's few practical applica- 
tions was to decide how to save forests 
from the catastrophic spruce budworm. 
The answer provided by Mr Thom's maths 
was to chop down old trees, which forest- 
ers said they knew any way. 

Mr Thom's theory may have been 
treated unfairly. It was philosophical as 
much as mathematical. The theory contin- 
ues to be cited occasionally in discussions 
of how catastrophes have suddenly inter- 
vened to reshape history. Mr Thom was 
keen to explain how the theory worked in 
the history of his own country. The French 
revolution was the big bang of catastrophe 
theory, he said, and its effects had not yet 
been exhausted. 

One of its effects, he said, was the sec- 
ond world war, a catastrophe for France, 
and for René's parents who ran a shop in 
Montbéliard in eastern France. In 1940, 
when the Germans invaded, René, then 16, 
joined the refugees fleeing south. Like 
many French of his generation he was ap- 
palled by France's quick defeat, but was 
equally defensive of France's greatness. 
Any criticism of his work he disparagingly 
called “Anglo-Saxon”. 

The young René made his way to Swit- 
zerland but then returned to France, set- 
tling for a time in Lyons, where he resumed 
his education. He gained entry to the Ecole 
Normale Supérieure, in Paris, which then 
as now sought only the most brilliant of 
students. After gaining a doctorate in 
mathematics Mr Thom taught at various 
universities in France. He was awarded 
grants to visit the United States in 1951, 
where he talked physics with the ageing 
Albert Einstein. 

He won the applause of his peers with 
his work on cobordism, a branch of maths 
that involves algebra and geometry. In 
1958 he was awarded the Fields medal, 
named after J.C. Fields, a Canadian math- 
ematician, which has something of the 
standing of a Nobel. The judges spoke of 
"the grand simplicity" of Mr Thom's ideas. 
He published a paper on catastrophe the- 
ory in 1968, and his seminal book four 
years later. 

What is a catastrophe? Some commen- 
tators on Mr Thom's work question 
whether the momentous events of history 
can really be called catastrophes, using the 
word in the sense that they were totally 
unexpected interruptions of an ordered 
existence. Even the supine French court 
sensed that something nasty was happen- 
ing in Paris in the 1780s. Followers of Mr 
Thom claim that the fall of the Berlin Wall 
in 1989 was unexpected, although only the 
timing was a surprise. Such events did 
have unimagined consequences: the 
emergence of Napoleon; the sudden 
break-up of the Soviet Union. But they can 
be accounted for by chaos theory, which is 
another matter altogether. 
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Tel: +31 (0)30 2 30 3050 Fax +31 (0)30 236 7320 Tel: 1-307-634-1440 Fax: 1-307-634-3091 


E-mail: admissions@nimbas.com e-mail: admissions@ preston.edu 
Website: www.nimbas.com 
WWVW.preston.edu 








group programmes (4: tude j maximum) 
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INFORMATION SESSIONS 


North America 

Montreal 

Sat, 16th Nov 2002, 10.30-13.00 
Queen Elizabeth Fairmont Hotel 
900 Rene Levesque Blvd. W. 


Toronto 
Mon, 18th Nov 2002, 18.30 
Four Seasons Hotel, 21 Avenue Road 


New York 

Tues, 19th Nov 2002, 18.30 
Drake Swissotel 

440 Park Avenue at 56th Street 


Mexico City 

Thurs, 21st Nov 2002, 19.30 
Four Seasons Hotel, Paseo de ia 
Reforma $500, Colonia Juarez 


ient 








London" 

Tues, 26 Nov 2002, 18.30 
London Business School 
Regents Park, London NWI 45A 


"Sloan Programme only 


Our thanks to Palm, Inc. p 
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ig ee RE! Women run large and successful companies. Women run small and medium sized 
S LOAN | successful companies and firms. Women make up one third of all Sloan Fellows 
MASTERS ; 
! | at London Business School. If you want to explore the latest in business and 


management thinking, take the 10-month full-time Sloan Masters. It will help you: 





e move from a functional to a senior strategic role 








e change to a new industry sector S 





e acquire the knowledge and skills to start and run a business 


If you are planning the next stage of your career and are a successful manager, professional or 





entrepreneur, remember to apply for one of our substantial part scholarships offered to women with 





outsanding leadership potential. : a 


For more information contact: 
Lucy Reynolds 

Regent's Park 

London NW] ASA, UK 

Tel +44 (0)20 7706 6952 
Fax 444 (0)20 7724 7875 


sjoaninfo@london.edu 
www.london.edu 


London 
Business 





School 


transforming futures 


London Business School exists to 
advance tearning and research in 
business and management 


EC15/11/02 














Local Roots, Global Heach. 


an 


SCHOOL OF 
MANAGEMENT 





C C | PARIS 





Master of Social Scie nce MS degrees by. Distance. Learning. Yeu design your 
| curriculum. You wit not sitdy material you already 
Know or do not need, No exame, you team through 


This innovative program research & writing.: No Bachelors or GMAT required. 


Faculty are successful business leadens/authors. — 


makes it possible for you Faculty wanted. Rushmore University, 1-815-425- 
8577, info@rushmore.edi: www.rashmore.edu. 
to earn an accredited ! 


master's degree from The Maxwell School 
OF CITIZENSHIP AND 


a prestigious university, SUBEN AFAIRE 


4 * L | 

: Int hn rie enim vray | 

ovon i Your job leaves — BETTE eee RE 
ittle free time or involves DEGREE PROGRAM | B que | 
| ridg nguatec | 


extensive travel or over- 
seas location. Learn from an interna- 
tionally renowned faculty, and meet 


talented highly motivated fellow | 
students from around the world. N SF ü | 


Syracuse University M.S.Sc. Inquiries, 700 University Avenue, Miseda ' 


EGN 
ch 


AAN 


7t) 


E CA : 


Syracuse, NY 13244-2530. Phone: 1-800-442-0501 (U.S. only) u i i É Er o d 
or 315-443-3480. Fax: 315-443-4174. E-mail: suisdp G uc.syr.edu MEE = e i 


E-mail: info @ aliseda, com! 


[an nmin ann ein MEM 


Visit our web site: www.suce.syr.edwisdp/mssc BEEN ouis com 


The Birmingham 
Business School 


years of excellence... THE UNIVERSITY 
100 a vision of the future OF BIRMINGHAM 


The Executive MBA Developing global competence 


f h ] ld 
e Educates managers from all over the world TCR SMITH RR 


* Taught in eight intensive modules each lasting TUN UME MBA progremmas: 
for seven days or by evening study MBA International Business E 


Entry Points In January, April, June and September MBA International Benning and Finance 
Flexible, a minimum of two modules a year The European MBA with ESC Montpellier 


Birmingham Faculty teach in the UK and Singapore — Tel: +44 (0)121-414 6693 Fax: +44 (0)121-414 3553 
Email: MBAGbham.ac.uk 


mba.bham.ac.uk 


Made in 
dai 


x Up 


to help my career realy take off, | chose Durham Business School. 






Because | knew that employers worldwide wanted Durham graduates for EE 
positions, | recommend this school to anyone looking to transform their caree 

For further information on the Durham MBA (Full-Time, Part-Time and 
Distance Learning) or the DBA programme, visit www.durham.ac.uk/udbs or call 


*44 (0191 374 2233. And prepare for the career you have always dreamed about. 


MBA & DBA Programmes 2002-2005 


BUSINESS SCHOOL. 





ates uf business leaders 
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La EP 


Lancaster University \ 





With a premi 
ə Diploma in Business and Management 
Be Executive MBA e Executive DBA 

Be Diploma in Legal Studies 

¢ Master of Laws 



















Management School 


LUMS is one of the leading business schools in the UK and is one 

of only three schools awarded the top 5* rating in the UK's 2001 
Research Assessment Exercise. The School's Department of Accounting 
& Finance is seeking to fill the following vacancies: 


Chair/Senior Lectureship/Four 







QUALITY 
T EDUCATION 






For full catalogu 
www.college.ch 
admission@college.ch 
Tel. +41 1 308.3908 - Fax «4 1 308.3512 






Robert Kennedy 
Cptege has deen 
granted legal status 
by the Cantonal Degartment of Education 










Lancaster University JA 


demic Excelle | e 


Lancaster University Management School 


Department of Accounting & Finance 


At LUMS, we have one of the UK's very best accounting and finance 
departments. 


* Maximum rated for research in every Research Assessment Exercise 


* Graded as excellent in the Higher Education Funding Council Teaching 
Quality Assessment Exercise (as part of the Management School) 


The Department draws on its excellence in cutting-edge research to 
offer two practically-orientated programmes aimed at preparing you 
for a successful career in Finance: 


MSc in Finance 


Specialising in financial markets, investments, financial instruments and 
risk management. 


MSc in Accounting and Financial 
Management 


5pecialising in issues related to financial management of organisations, 
and accounting and financial reporting. 


Scholarships and fee waivers are available to suitable applicants. 


To request a detailed brochure and application form, or for more 
information, please contact the admissions team on (01524) 593628 
or e-mail: acc+fin@lancaster.ac.uk or visit: 

www.lums lancs.ac.uk/pages/Departments/Accounting/PGprogs 


Working towards equality of opportunity 




















Lectureships in Accounting & Finance 


Applications for these six posts will be welcomed from candidates with 
strong research profiles and teaching interests in any field of 
Accounting and Finance, but particularly from those with interests in: 
financial markets; equities valuation; corporate finance; corporate 
governance and management control; financial reporting. 


The University offers generous sabbatical leave entitlement and salary 
enhancements may be available for exceptional candidates. 


Applications will be reviewed after 6 December 2002. 





informal enquiries to: Peter Pope, tel: (01524) 593978, email: 


p.pope@lancaster.ac.uk 


For application details, see http:/Awww.personnel.lancs.ac.uk/ or apply 
to Personnel Services, quoting reference A714, answerphone: 
(01524) 846549, email: personnel&lancaster.ac.uk 


Working towards equality of opportunity 






Ruprecht-Karls-Universitat 
Heidelberg 





Full Professorship (C4) in 
Environmental Economics 


Applications for the chair for environmental economics are invited at the De- 
partment of Economics at the University of Heidelberg. The holder of the 
chair is ex officio director of the interdisciplinary Institute for Environmental 
Economics at Heidelberg University. 


The successful applicant will teach environmental economics and carry out 
interdisciplinary environmental research with a focus on Environmental Pro- 


tection and Economy. His/her tasks will also include the coordination of envi- | . 


ronmental research and teaching activities at Heidelberg University as well 


as the cooperation with Mannheim University within the framework of the: | D oe 


joint graduate programme ‘Environmental and Resource Economics’. 


According to Section 1, Paragraph 87 of the Universitütsgesetz (Regulations for Universi 1 - 


ties), the contractual relationship of a University professor, on the occasion of his/her first f 
appointment, must be, in principle, on a fixed-term basis. Exceptions can be made if can- - 
didates from abroad or from outside the university system otherwise would not accept 


Such positions. A renewed application procedure is not required if the contractual rela- 1^ : : 


tionship is to be extended after the fixed term has expired. 


Scientific achievements equivalent to the "Habilitation" are a prerequisite for F E 


a successful application. A good command of the German language is ex- |. 
pected, The University of Heidelberg is seeking to increase the number of | 
qualified women in teaching and research positions. 


Applications including all relevant personal and professional information and 
copies of the five publications most relevant to this position should be sent - 
to Prof. Dr. Wolfgang Schiuchter, Dekan der Fakultàt für Wirtschafts- und 
Sozialwissenschaften der Universitat Heidelberg, Grabengasse 14, D-69117 
Heidelberg. The closing date for applications is 4 weeks after the appear- 
ance of this advertisement. 























Para proyectos de cooperación técnica y | - 
financiera en América Latina buscamos |. 
Asesores principales 
con experiencia internacional en: 


* Financiamiento de vivienda 
* Mejoramiento urbano 











seeks to recruit 






y capaces de orientar procesos partici- based in Brussels 
. | pativos de desarrolio urbano. Por favor 
<} mande su solicitud con hoja de vida a: 
SUM Consult GmbH, a/c Roland Ziss, 
Dambachtal 9, D-65193 Wiesbaden 
www.sumconsult.de 










online at: 
http://www.unice.org 











SEEKING INTERNATIONAL 
ENTREPRENEURS 


Our U.S. clients need a number of “take-charge” individuals to 
establish, manage and expand business enterprises overseas. If you 
have successfully conducted business in foreign countries, we may 
be able to offer you an attractive employment opportunity. Your 
ability to conduct business in one or more foreign languages will 
greatly enhance your prospects for an employment offer. 


Clients have expressed interest in the following skills/backgrounds: 


* IT Development and International Communications 
* Science, Technology and Engineering 

* International Marketing and Sales 

* International Finance 

* Political Risk Analysis 


These positions are foreign-based. Applicants must be entirely 
comfortable with the prospect of living and working outside the 
United States. Your employment may require business negotia- 
tions, marketing and sales skills, personnel recruitment and small 
enterprise management, with significant personal responsibility 
for business decisions. These positions are ideal for motivated, 
independent, take-charge men and women with a desire to live 
and work abroad for an American company, with generous 
U.S.-based compensation and benefits. No telephone calls will 
be accepted. Decisions on all applications will be made by our 
clients based on the resume and cover letter you send us. 

You will be contacted if your background matches the require- 
ments of one of our clients. 


Email your response, including code ECONI 116 in the subject 
line, to: careers chamberscm.com. Please attach your resume 
and cover letter as a text file (.txt). Or, reply by fax to: (866) 
337-3349. 


For more information, please visit our website: 
www.chamberscm.com 


EOE, M/F/D/V 


Chambers, Chakiris & Mann 


INTERNATIONAL EMPLOYMENT SPECIALISTS 


www.chamberscm.com 





THe Voice or Business IN EUROPE 





a Senior Economist (M/F) 


Further details are available 








































UNIVERSITY OF THE WITWATERSRAND, ~ 

JOHANNESBURG, SOUTH AFRICA, 

FACULTY OF COMMERCE, LAW & MANAGEMENT 
WITS BUSINESS SCHOOL 

AFRICA'S PREMIER BUSINESS SCHOOL 


DONALD GORDON FELLOWSHIP 


The Wits Business School is situated on a self contained campus in 
Johannesburg, the heart of the South African commercial industrial 
world.The mission of the School is to provide high quality management 
education through extensive academic and executive programmes. 


The Wits Business School invites applications for the Donald Gordon 
Fellowship which is offered at professorial level for up to one year as a 
visiting appointment in any of the subject areas taught on the 
MBA programme. 


Qualifications: Doctorate and a proven track record in Business and 
Management Education on academic and executive programmes. 
Business experience. 


Remuneration: Dependent on qualifications and experience. The package 
includes a provident fund, medical aid and bursaries, subject to the 
University's regulations. Travel & accommodation. 


Enquiries: Dorette van Heerden, tel: +2711 717-3616; fax: + 2711 643-2336. 
E-mail: vanheerden.d&wbs.wits.ac.za 


To apply, submit a covering letter and detailed CV with names, addresses 
and contact numbers of 3 referees and certified copies of degrees/diplomas 
and teaching evaluations (please indicate subject area) to: 
Ms Maxine Lewin, Human Resources Manager, Faculty of Commerce, Law 
and Management, University of the Witwatersrand, Private Bag 3, WITS 
2050, Johannesburg, South Africa, by 15/12/2002. (Quote Ref: Economist 
493). Tel: +27 717-1417/2. E-mail: lewinmGhr.wits.ac.za 


www. wits.ac.za 






Trade Consultant 


Colombia/Ecuador/Peru. 


Primary responsibilities are to provide overall market intelligence and 
logistical support for organization's activities with the goals of 
maximizing resources and of increasing U.S. raw cotton and U.S. 
manufactured cotton yarn and fabric exports including participation in 
strategic planning meetings and program development as well as 
evaluation of all activities. Consultant will, at a minimum, perform the 
following in designated regions: 


(1) Track cotton and textile issues and gather market intelligence; 
(2 Support textile policy issues; 
(3) Assist industry travel; 


(4) Liaise with local and international industry and governments on 
behalf of parent organization; 


(5) Create contact database through extensive regional travel; and 
(6) Provide detailed monthly activity report in English. 


ideal candidate will have 5+ years cotton/textile/appare! experience, 
extensive knowledge of governmental organizations affecting textile 
industry, and knowledge of international trade practices of designated 
countries. Candidate must possess excellent verbal and written skills in 
English and Spanish, be computer/internet literate, and willing to travel 
extensively. Consultant will work on an end-results contract, subject to 
review and extension on annual basis. 


Application should include up-to-date resume, names and addresses 
(including fax/e-mail) of references, availability date, and statement of 
the special qualifications for position. Only short-listed candidates will 
receive acknowledgement and requests for supplemental information. 
Applications will be accepted by e-mail only. Applicants should state 
job title "Trade Consultant" in subject line and forward. inquiries to 
cottonbid&hotmail.com. 





16th 2002 


The Economist November. 














Dt O Municipal Finance Practitioners 
PADCO is currently recruiting 10 former or current municipal finance 


practitioners for an upcoming procurement effort in South Africa, The 
assignment will be for 12-24 months. 


Qualifications: All candidates should have at least 5 to 10 years of municipal 
finance experience at the city/county level with expertise in budgeting and 
financial management, municipal accounting, and using accounting and 
budgeting software. Three candidates should have a CPA/Chartered 
Accountant/partial qualifications with many years of experience. The rest 
should have an MPA/CPA/CA/partial qualifications with many years of 
experience. 


Please e-mail CVs with cover letter to recbdu@padcoinc.com. Attn: South 
Africa. Or fax to 202-337-9512. www.padcoinc.com 


With 43 branches (of which 41 are online), 590 employees, equity 
funding from IFC, Washington and three of the largest business houses 
of Sri Lanka, Union Assurance Ltd. (UAL) is a leading private composite 
insurer in Sri Lanka since 1987. We're looking for a CEO. 





Composite Insurance 





Colombo, Sri Lanka 


Min. 15 years at management level (with 10 years in a senior level) in a 
direct writing insurance company, required. Knowledge arid experience in 
both Life & General Insurance, preferred. We offer an attractive USS 
compensation and perks, befitting a CEO. Colombo is called an "Expat's 
paradise", with concessional IT benefits arid a cosmopolitan lifestyle. 


For comprehensive details, visit: http://www.tminetwork.com/ual 
Please e-mail your CV, within 15 days, to our recruitment consultants, 
TMI Network, at ual@tminetwork.com ee cory cy 
or fax at: +91-40-7893725 Me iL 
(Attn: T. Muralidharan) SUWTS NETWORK 

Talent Manager for indians. Worldwide 











£28,280 - £34,340 


exceptional circumstances 





Head of Publicity & Marketing 





COMMON FUND FOR 
COMMODITIES 


Project Monitoring System/Database 


The Common Fund for Commodities, an international 
development financing institution based in Amsterdam, The 
Netherlands, invites bids to develop its in-house Project 
Monitoring System/Database. 


The system to be created will automate the accumulation, 
compilation, processing and output of project related information, 
both financial and operational. The system should reflect the 
established project monitoring and financing procedures 
covering the full lifecycle of the project from the identification of 
the project idea to the ex-post evaluation of the project impact. 
The system will be based upon and improve the existing project 
monitoring system. 


Additional information about the task can be found at 
www.common-fund.org under "Consultancies". 


Applications are welcome, by email only, from IT 
companies/specialists with proven experience in the mentioned 
subject. 


Please submit your bid on or before 15 December 2002 to 
epms @common-fund.org 
including a statement of capabilities and references. 





London 


It is expected that you will accept the appointment at the bottom of the range in all but the most 








At DFID, our central focus is on an international commitment to halving 
the number of people in extreme poverty by 2015 - through sustainable 
development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skills, 
understanding and patience to even the most complex development 
activities. We've created an external communications team with 
an increasingly broad-based approach to communications work, and 
it's designed to effectively communicate with the existing development 
community and reach new audiences. And a key elernent of this challenging 
role, is your ability to develop our promotion and marketing capabilities 
to ensure our message reaches as diverse an audience as possible. 


Raising awareness and building public support for international development 
through the production of targeted publications and associated marketing 
activities, you'll control an annual budget of around £1.25 million and 
maintain excellent value for money from our key suppliers - including all 
our design and print requirements. In tum, you'll provide advice on publicity 
and external communication techniques to DFID staff and clients, you'li 
also project manage specific publications, events and launches. Moreover, 
you'll lead our publicity team and have a professional input on aspects 
of internal communications work - including video production or print materials 







INVESTOR IN PEUPLE 


Your core skills will be made up of solid planning and organisational 
capabilities, a natural leadership flair and the ability to work in a team and 
under pressure. In addition you will need to demonstrate strong professional 
skills in relation to marketing and internal and external communications 
techniques coupled with at least five years' experience in marketing and 
managing such processes in a large and complex organisation. 


DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community. Selection is on merit. To work for us, you must 
be a national of a member state of the European Economic Area, a citizen 
of the British Commonwealth with the established right to live and work 
in the UK, or have been granted refugee status (as defined by the 1951 
UN Convention on Refugees) by the UK authorities. 


For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website. Alternatively, call 01355 843471 

or email l-watson@dfid.gov.uk to request an application pack ~ quoting 
Ref. AH360/ICSD/ A3. Closing date - 6 December 2002. 


Working to eliminate global poverty and promote 
sustainable development 


CIiIVILSERVICE 


u Department for 
International 
PF Development 


www.dfid.gov.uk 


































UNIVERSITY OF GENEVA, Geneva, Switzerland. 


The Department of Economics has an opening for a tenured full 
professor in Macroeconomics. Candidates should hold a Ph.D. in 


economics and must have a proven track record of publications in 


refereed journals. Teaching (6 hours per week) at the undergraduate 
is in French (with a period of adjustment) and teaching at the 
. graduate level in English or French. The application deadline is 
December 13, 2002. CONTACT: Prof. J. de Melo, Department Head 
(demeloGecopo.unige.ch). For further information on this opening, 
list of supporting documents and address where to send 
applications, see 


http://www.unige.ch/ses/ecopo/emploi/emploi.html 


Kore) UNIVERSITY OF 


Said Business School 


The Said Business School continues to strengthen its reputation as a leading 
international Business School. Since its move to a magnificent new building in 
. September 2001, the School is taking full advantage of its outstanding facilities. 


The Said Business School is now launching a major recruitment programme to attract 
world-class specialists in their field to the University. The School seeks to appoint 
seven new lecturers. We are looking for outstanding scholars, many of whom will 
have a training in the wider social sciences, including business history, economics, 
-. international relations, international political economy, sociology and quantitative 
methods, and who wish to teach and research in a business school environment. 
The specialisms and college associations of the seven posts are as follows: 


Accounting in association with Christ Church, 
with a closing date of 22nd January 2003. 


Decision Science in association with St Cross College, 
with a closing date of 30th November 2002. 


Finance in association with St Catherine's College, 
with a closing date of 10th January 2003. 


Operations Management in association with Merton College, 
with a closing date of 30th November 2002. 


International Business in association with Corpus Christi, 
with a closing date of 30th December 2002. 


International Business in association with Lady Margaret Hall, 
with a closing date of 30th December 2002. 


Strategy in association with Wolfson College, 
with a closing date of 30th December 2002. 





. Potential applicants should have a doctorate from a major research university or be 
close to completing doctoral studies, an outstanding research record or potential, 
and a strong publication record/potential. They should be able to teach with 
distinction on a range of courses at undergraduate and graduate level. and on the 
School's MBA programme. Details of the more specific requirements for each post 
are given in the further particulars. 


Candidates will be considered for each post on the basis of the selection criteria 
outlined in the further particulars attached to each post. Further particulars, and 
methods of application are available on http://www.sbs.ox.ac.uk/ or can be obtained 
from Jennifer Fielding, Said Business School, Park End Street, Oxford OX1 1HP 
(tel. (01865) 288813, fax: (01865) 288810, e-mail: acvacsGsbs.ox.ac.uk). Completed 


applications and three references (to be forwarded directly by the applicant's. 
referees) should be sent to Jennifer Fielding at the Said Business School by the F 
closing dates shown above. Should candidates wish to apply for more than one post, 


separate applications will be required. 


A The University is an Equal Opportunities Employer. 2e 
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MACARTHUR 

i Pt ‘Tha John th atid Catherine Y, Markina Temin ; ES 
John: D: gad Catherine T. MacArthur Foundation seeks Program Officer f for Coenai and 
Sustainable Development Program, Africa region. Qualifications: Graduate Degree (Ph.D. 
preferred), five years experience as conservation practitioner, extensive knowledge. of Africa 
region. Time spent living and working in Africa preferred. For detailed announcement, see - 
website at www.macfound.org. Mail, fax, or email cover letter, resume and salary history by 
December 16, 2002: to Search Director, MacArthur Foundation, 140 S. Dearborn, Suite 1100, 
Chicago, IL 60603; Fax: (312) 920-6284, jobs@macfound.org. EEO., 

















JOB HUNTING INTERNATIONALLY? 


Executive $75K-500K+. Career searching into, within or out of 
Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 







www.careerpath.co.uk 


Fax: Email: 






*1 202 4781698 
+44 20 75048280 
+66 2 2674688 


USA/Canada 
Europe 
Asia / M. East / Aus 


cpamerica@careerpath.co.uk. 
cpeurope@careerpath.co.uk 
cpasia@bkk loxinfo.co.th 









THE CREME ALWAYS RISES TO THE TOP, 
SO WHY SHOULDN’T YOU? 


Looking for the way to achieve that higher level of income"? If you're 
an international senior executive, over 40, and. currently earning 
$100K- per year, we can assist you in attaining your goals, Hesume 
Broadcast International, will manage your career search with the 
personal contact necessary for success. Our committment is not 
just 40 hours per week, but 24 hours a day, 365 days a year. Don't 
wait another minute, 
contact. us and open the doors to opportunity today. 


Resume 
omens: 
International 


ie Resume Broadcast International 
t P.O. Box 6930, San Diego, California 92166, USA. 

Tel: 619 224 9257, Fax: 619 224 9268 
Email: 102224.3306 9 compuserve.com 


Adam Smith 


INSTITUTE 





International advisory services 


The Adam Smith Institute seeks a consultant with 3-10 years 
experience to join its international government reform practice, 
which advises governments around the world on public 
administration, financial management, institution building and 
international negotiations. The successful candidate will have: 


e Abachelor's degree and preferably a post-graduate 
qualification 


e Superb organisational ability preferably including the 
management of advisory teams in a development context 


Excellent writing skills 


Relevant project experience in public sector reform i in 
developing / transitional countries 


e Excellent inter-personal skills including the ability to 
communicate effectively at the highest levels _ 


And must be prepared to spend long periods of time working 
_ on projects overseas. 


Please send CV plus letter indicating reasons for your interest 
to: E 





cvs@adamsmithinstitute.com 
or 
ASL, 3 Albert Embankment, London SET. 7SP. 
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Call for Nominations _— 
2003 Gates Award for Global Health ¢ 


Nominations for the 2003 Gates Award for Global 
Health are now being accepted. Established in 2000 
by the Bill & Melinda Gates Foundation, the award 
seeks to recognize an organization that has made a 
major and lasting contribution to the field of global 
health. The $1 million award is administered by the 
Global Health Council the world's largest 
membership alliance dedicated to saving lives by 
improving health around the world. 


Any organization from any country in the world that 
has substantively improved the health and the lives 
of people in need may be nominated for the Gates 
Award; the organization may be a charitable 
institution, a private company or a public entity. 
For more information or to submit a nomination, 
visit the Council's website, www.globalhealth.org. 
Nominations must be received by December 5, 
2002. The Award will be presented during Global 
Health Council's 30th Annual Conference, Our 
Future on Common Ground: Health and the 
Environment, on Thursday, May 29, 2003 in 
Washington, D.C. 





Government of Malta 
Ministry of Finance 
Privatisation Unit 


EXPRESSIONS OF INTEREST 


Mediterranean Offshore 
Bunkering Company Limited (MOBC) 


MOBC is one of the principal independent bunkering terminals in the Mediterranean. its 
volume of business has increased significantly in recent years following an expansion of 
its storage and terminal facilities in 1996 and it is currently operating at full capacity. The 
Company has recently concluded arrangements to obtain additional land for expansion 
plans together with appropriate planning permission. The expanded facility will have a 
capacity of c.65,000 com. 


The Privatisation Unit in the Ministry of Finance of the Government of Malta, assisted by 
its advisers Deloitte & Touche, is seeking Expressions of interest in the acquisition of a 
majority of the share capital of MOBC from appropriate strategic partners. Expressions of 
interest should be submitted in writing to the address below by the close of business on 
Friday 29 November. 


For pre-qualification purposes expressions of interest must be accompanied by i) à 
corporate profile, i) recent audited financial statements and iil) a statement of 
qualifications outlining relevant experience in respect of oil bunkering operations. Where 
potential bidders are putting together a consortium, appropriate information should be 
submitted in respect of all key members of the consortium together with details of the 
proposed consortium shareholding. 


Subsequent to successful pre-qualification and the execution of a confidentiality 
agreement, interested parties will be provided with a Sales Information Memorandum 
providing detailed information on MOBC against the payment of a fee of US$10,000. 
Expressions of interest should be addressed in writing to: 
Mr Emmanuel Ellul 
Chairman, Privatisation Unit 
C/o Deloitte & Touche 
1 Col Savona Street 
Sliema SLMO7 Malta 
For the attention of Mr Nick Captur 
Fax: + 356 21 344443 
LT E-mail: ncaptur € deloitte.com.mt 
E The Govemment of Maita reserves the right to exclude or include any bidder, to vary or 
terminate the privatisation process and to accept or reject any offer at its sole and 
absolute discretion at any time. 
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Trade and Development Report 2002: Developing 
Countries in World Trade 
The report analyzes trends 
for the world economy and 
focuses on export dynamism 
and industrialization in 
developing countries. It 
demonstrates that, although 
integration into world trade is 
essential, it is not in itself 
sufficient for ensuring a 
country’s development. 
9211125499 208pp. $39.00 





World Economic and Social Survey 2002: 
Trends and Policies in the 
World Economy 

The survey is the United 
Nations annual analysis of 
current developments in the 
world economy and emerging 
policy issues. It forecasts 
short-term global and 
regional economic trends and 
reviews major developments 
in international trade. 
9211091403 300pp. $55.00 


World Investment Report 2002: TNCs and 
Export Competitiveness 
This year's Report focuses on 
the role of transnational 
corporations (TNCs) in the 
export competitiveness of 
developing countries. It 
analyzes the latest trends in 
international trade, and 
identifies the countries and 
sectors in which TNCs have 
driven export performance. 
921112510 400pp. $49.00 
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DELAWARE (USA 
CORPORATIONS AN INCREDIBLE 
| Specialists in setting up Delaware Corporations. Genera, Arca, INVENTION 
Tel: +44 (0) 20 76369618 | la & Sh pas. Calor woo FREE KT Proven to cut electricity costs by up to 40%, 
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Travel 


CUT THE COST OF YOUR 
STAY IN LONDON 
Comfortable self-contained serviced studio flats in 
Knightsbridge near Harrods, fully equipped 
kitchen-dinette, bathroom, phone, satefite T.V, 
central heating, elevator, maki service, resident 

manager, Suit 1-2 persons, 

Brochure by Air-Mait: 

Knightsbridge Service Apartments 
45 Ennismore Gardens, 
London SW7 TAQ. 
TEL: 020 7584 4123 Fax: 020 7584 9058. 
info 9 ksflats.demon.co.uk 

www.ksflats.demon.co.uk 


WHEN YOU'RE TRAVELING 
- SOME PRIVILEGES ARE 
ESSENTIAL 






London 
Ruth Fox 
Tat: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 
ruthiox @ economist.com 
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to make appropriate enquiries and take 
appropriate advice before sending money, 
incurring any expense or entering into a 
binding commitment in relation to an 









New York 
Bath Huber 
Tel: (212) 541-0500 
Fax: (212) 445-0629 
bethhuber@ economist.com 
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Privatization Council of the Republic of Montenegro 


TENDER ANNOUNCEMENT 


FOR THE SALE OF 667.927 SHARES IN 


Banking Specialists 
Offshore Company Formation 
Private Bank Acquisitions 
Bank Introductions 
Credit Enhancement 
2nd Citizenship Programs 
Diplomatic Introductions 

Tel: 444 (0120 7958 9014 
Fax: +44 (0)20 7958 9383 
Email: Info? globalcapital.ec Global 


PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 
Write or send your manuscript to 


ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TWI 4EG. UK, 
| E-mail: athenabook@ad. com 
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International 
Property 


PW SWITZERLAND 


Lake Geneva & Alps 
Attractive properties, overlooking views, 1 to 
5 bedrooms, from SFr 250°000. Sale to Non- 


established in 1975. Experience, 

REVAC S.A. 
52, Montbrillant, GH-1211 GENEVA 2 
Tel. +441 22/734 15 40, Fax 734 12 20 
www. revas. nel 
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MONTENEGROBANKA A.D. 
. PODGORICA 
Access to over 400 airport VIP G 
lounges worldwide ~ however REPRESENTING 91.5168% OF THE NOMINAL SHARE CAPITAL OF 
you fly. MONTENEGROBANKA A.D. HELD BY THE GOVERNMENT OF 
MONTENEGRO. 


Flight delays. Cancellations. 
Crowded terminals. Queues. 
They can all take it out of you 
when you are traveling. 


mentioned shares. 


The Privatization Council of the Republic of Montenegro is 
inviting strategic investors to submit indicative bids for above- 


Montenegrobanka A.D. is a fully licensed commercial bank with 


But you can relax and escape the chaos - with Priority Pass, the a large domestic branch network and a branch in Belgrade. | 
world's largest independent airport VIP lounge access program. For specific information on the tender process as well as to 
So if your company is downgrading its travel policy, or if your obtain the descriptive memorandum and confidentiality 


preferred airline doesn’t have VIP lounges where you need them. agreement please contact: 


Or, if you simply think you are worth it, call us today to find out Montenegrobanka A.D. 
how little it costs to keep one of life's essential privileges. Bul. Revolucije 1 


“Priority Pass. 


quoting reference ECO211 or visit our website at 


ME > The expiry for the submission of the indicative bids is 
www.prioritypass.com/mp/economist D 6 December 2002 


The Economist November 16th 2002 A 


81000 PODGORICA 
Crna Gora (Montenegro) 
Tel+381 81 242 633 
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j ana, Emai helen@scigroup.com E-mail: jansond@ectgroup.cam 
Tel +44 (B) 20 7352 2274 Charles Baker M.A. (Hons) 
Fax +44 (0) 20 7795 0016 E-mail: charles@scigroup.com 


~ LICENSED CO. EOT si 


& TRUST MANAGEMENT ww.scfgroup.com/ ec 





e-incorporale.com 
* incorporate in Delaware 
* US. bank accounts opened 
* Legal Delaware U.S. address 


TAX-FREE 
Offshore Com panies 
Offshore Accounts 





‘CANADA...a world of opportunity 


OFFS SHORE 


Belize Offshore Consultants ine. 
TEST ay 


TAX- FREE 


Companies world-wide 


Formation and administration of 
companies, opening of bank accounts 


Delaware Business Incorporators, inc. 
Tal: 1 800 423 2993 (toti trea) 
or 4302 996 5819 Fax: 1 800 423 0423 
emait: inc info G delbusinc.com 

or Fax: 4302 996 5818 
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or distributors E-mail: londom@iaveco.com 


HUNGARY 


Do you want your book published? 
We offer publication packages inc. edit, design, print i j FRONT 


& distribution. See your book listed on Amazon.co.uk. 
,,8UNGARY | Call now for a free brochure. mn A d 
oa a -o : The Courtyards Business Centre, High Street +44 (00870 331 3341 
E-mail: hungaryG? laveco.com Kibworth Beauchamp, Leicestershire LE8 OGD www.upfrontpublishing.com | 
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ROMANIA 
Tel: 40-722. ae 329 


Fax: 440-21-313-7177 
, email: romania aveco.com 

WEALTH PROTECTION 
AND TAX MANAGEMENT 


CY PRUS 
Tl: +357-24-636-919 | 
Bax: +357-24-636-920 j 
E-mail: eyprusiPlaveco.com 
With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 
effective solutions. 
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salesBsaladinitd. ie 
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SovereignGroup.cem 
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Trade Services 
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Contact David Stevenson for an 
exploratory discussion or a copy of 
our FREE 110 page brochure 


T: +44 (1624) 818899 


in a rapidly changing world you need the re- Fe +44 (1624) 811011 
sources, support and expertise of a global E: : businessGocra. com 
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Overview 


The Fed’s half-point rate cut made little im- 
pact on the world’s mostly depressed stock- 
markets, though an apparently reduced 
threat of immediate war against Iraq revived 
some investors’ spirits. 


Japan's recovery is showing signs of slow- 
ing. GDP grew by only 0.7% in the third quar- 
ter, down from 1.0% in the previous quarter. 
In year-on-year terms, GDP grew by 1.5% in 
the year to the third quarter, its first gain 
after four quarters of decline. Consumer de- 
mand is sliding: retail sales fell by 1.996 in 
the yearto September, compared with a 
1.3% fall in the year to August. The deterio- 
rating outlook sent the Nikkei 225 stock- 
market average to its lowestin nearly 20 
years. 


Japanese producer prices rose by 0.3% in the 
year to October, the first year-on-year risein 
14 months. Japan's broad-money growth 
edged up to 3.3% in the year to October, up 
from 3.2% in the year to September. 


Unemployment in Britain rose to 5.3% in the 
period from July to September, up from 5.2% 
in the June to August period. The more reli- 
able claimant-count measure, however, was 
stable at 3.1% for the fourth successive 
month. Consumer-price inflation rose to 
2.1% in the year to October, from 1.7% in the 
year to September; producer prices rose by 
0.6% in the year to October. Britain's trade 
deficit widened to $46.1 billion in the year to 
September, compared with $45.1 billion in 
the year to August. 


The European Commission cut its forecast for 
growth in the euro area. It now expects GDP 
growth in 2003 of just 1.8%, down from its 
earlier forecast of 2.9%, with most of the 
growth coming in the second half of the year. 
Germany's manufacturing slump continues; 
industrial production, which has been falling 
year-on-year for 15 months running, fell by 
1.3% in the year to September. In another 
sign of weakness, German producer prices 
are dropping again, falling by 0.2% in Octo- 
ber. Germany's current-account surplus wid- 
ened to $37.6 billion in the yearto 
September, from $31.3 billion in the yearto 
August. 


Canada's unemployment rate was 7.6% in 
October, down from 7.7% in September. 


Sweden’s shoppers have become busier. Re- 
tail sales grew by 7.4% in the year to Septem- 
ber, compared with 2.1% growth in the year 
to August. 





Data on more countries, as well as currency tools, 
tables and charts for shares and indices worldwide 
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Output, demand and jobs 

















% change on year ago 
The Economist poll Industrial Retail sales Unemployment 
GDP . GDP forecasts production (volume) | erate 
— lgtr*  lyear — 2002 — 2003 — latest latest — — latest — yearago 
Australia — — *24 +38 02 +37 ^ 35 ^ ^ +27 Q +54 0 600t 70 
Austria —— — — na +04 Q2 +07 £17 14 Aug — +27 Jd — : 4.2 Sep 3.7 
Belgium — — +12 +03 Q +06 +18 07 * 2,8 Aug — - 0.9 Aug 11.9 Octh 11.5 
Britain — —  *»2.7 +17 Q3 +16 +26  -2.5 Sep * 46 Sep — ' 3 .3 Sept EK 3.1 
Canada  — * 43 +32 02 +34  *32 * 3.1 Aug — * 5.2 Aug — 7.6 Ot — 7.4 
Denmark —  - 44 +20 @ * 18 +21 — ^ mil Sep — * 3.4 Aug 5.3 Sp 5.1 
France — —  * 16 +10 Q2 +11 +18 X^ -11^g - 15 Sep 9.0 Sept? 8.7.- 
Germany — — * 1.1 +01 02 +04 — *13 -1.3 Sep — - 13 Sep —— 9.9 0$ 9.5 
Hay — ^ 1. +11 +05 03 +04 +16 . .L. * 1.2 Sep — - 14 Aug —— 9.0 Jul 9.5 
Japan — — +30 +15 03 -07  Á*10 7j * 5.2 Sep — - L9 Sep —— 5.4 Sep 5.3 
Netherlands — + 0.3 +01 Q3  * 0.4 +14 — — - 2.3 Sep —— * 2.0 Aug — 2.3 Sep** 2.0. 
Spain .. 18. * 2.0 02 «1.9 +24 — , *t3.1 Sp .— na — 1012 Sep 106. 
Sweden —  — *24 +21 02 +17 +24  -04 Aug +74 Sep 42 Sept 40 
Switzerland — «0.4 -04 02 +01 +13  -20 Q2  -11 Sep 30 Xt 19- 
United States — « 3.1 +30 03 +24 +27  *15 Se ^ *7.6 Sp ^ 5] 0d! 54 
Euro area — +16 +07 02 +07 +17 — - 0.8 Aug +15 Aug 8.3 Sep 8.0 - 


*% change at an annual rate. TNot seasonally adjusted. 1. T Duty-Sep; claimant count rate 3.1% in Oct. t. SEU harmonised rate 8.3% in Sep. 
**Jul-Sep. 


Prices and wages 
% change on year ago 
The Economist poll 


















































Consumer prices consumer prices forecast Producer prices _ _Wages/earnings - 

latest yearago 2002 2003 ^ latest — yearago — 1 latest. year ago 
Australia — — * 32 03 +25 +28 +25 -02 03 +24 +37 Q2 +44 
Austria * 16 Sep +26 +18 +17  : + 0.3 Ot  - 0.5 3 + 2.3 Sep + 2.9 
Belgium — — * 13 Oc +24 +17 +14 +08 Sp - 25  : + 2.1 Q 437 
Britain — ^ *2.1 0d +16 +19 +24 +06 0t -06 +38 Sep +43 
Canada +23 Sep +26 +22 +25 +05 Sp +10 +28 Aug +14 
Denmark +25 Ot +22 +23 +21 -03 Sp +07 +37 Q2 +47. 
France — — 1 *19 Ot +18 +19 +14 +03 Sp -02 +38 0? +42 
Germany — — +13 Ot +20  *14  *12 2 *09 Ot -11 27 Ag  *19 
Italy — * 2.7 Oct — * 2.5 CEA S 2 +19 — *05 Sep +04 —*2.5 Sep +24 
Japan — — — -07 Sep -08 — 09 , -06  . *0.3 0t — -0.6 — *17 Sep -05 
Netherlands — — * 3.4 Oct +43 * 37 _ +25 — *0.6 Sep — * 0.7 — * 34 Sep +47. 
Spain —— *10 0t 730 +34 .— +26  , tii Sep +06 +40 02 «29 
Sweden — .— | *2.5 Ot +27 +23 +21 = 0.3 Sep — * L1 +27 Aug +36 
Switzerland —  « 13 Oct +06 +07 — «09 ^ - 0.6 Ot - 14 425201 + 1.3 
United States + 1.5 Sep + 2.6 *16 1 t 22 719 Sep +16 +30 Oct +38 
Euro area — —  * 2.2 Ot +23 +22 ^ * 17 ^ . *0.1 Sep +07 +33 Q2 +30 
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Economic and financial indicators fry 2E 



































Money and interest rates The Economist commodity price index 
19952100 
Money supply* . .. Interest rates % p.a. (Nov 13th 2002) X. oange pn 
% change on year ago 3-mth money market 2-year 10-year gov'tbonds ^ corporate Nov Sth Nov 12th vis tee 
narrow broad latest year ago  gov'tbo bonds latest year ago bonds ^— güsrimdex ^ ^ ^ ^7 EM EC E 
Australia —  - 6.1 — *11.4 Sep — 480 — —429 —0. 460 à 5.28 — 0945 | 0.38 — Allitems 76.2 75.8 402 +17.5 
Britain — + 8.2 — * 5.4 Sep — 394 — 3.81 ^— 0 374 —Á ac PME 452 5978 ood ^ ^ 3 803 797  .-13 «187 
Canada — 414.7 + 6.6 Se 269 KNEE MENU NE — uo M MEE NE 
Denmark — — * 7.4 n +81 Sep 3.35 — 375 — 339 . 454 Lodo E 4.61 6.78 dide All | 70.5 70.6 + 2.6 +15.6 
Japan — — Os E I OO RUNS, NEL. UN. 25h] NINE CL E Da S008 “ac TN MED a ee 
Sweden + 2.2 +59 Jul 3.95 4.88 4.88 4.61 pa eee — RM 
Switzerland ^ «12.3 +68 Sep 0.70 2.05 0.54 | Mn 243 304 375 — _Metals — 69.0 — 693  . + 5.4 t82 
ÜnitedStates - 0.6 +65 Sep 131 Cio0 ^ QJ4 ^ 353830 452 637 Sterling index 
furoareal + 82+ 74 sp 34 33 — 38 436 an 528 Aes Mà 13+ 68 
*Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. tGermany for bonds. Benchmarks: US 30-year 4.79%, Japan fure incek 
No.243 0.95%. Central bank rates: US fed funds 1.25%, ECB refinancing 3.25%, BOJ overnight call 0.002%, BOE repo 4.00%. Sources: All Attems o 0; 100.1 oL 28.8 ERTA m 25 +26 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Warburg, DRI-WEFA, Westpac, Thomson Yen index 
Datastream. Rates cannot be construed as banks' offers. Alitems — ăě 98.8 "-—-— 96.2. NE - 43 415.3 
d ay aaa 
i Stockmarkets Speroz — 318.35 — 321605 *19 +16.0 
t ` Market indices West Texas Intermediate 
* change on $ per barrel — 26.09 25.94 — -12.9 +19.1 
2002 one — record Dec 31st 2001 * Provisional. T Non-food agriculturals. 
Nov 13th high tow week high in local in $ 
m RERUM: UO ne 
Australia (All Ordinaries) - 2 2,932.2 2 3,440.0 | 2, 855.5 .— - 3.4 l 714. 8 /—— ~12. 7 - 4.6 
Austria (AT) —  —  1,008.3 — 13572 1,0047 ^ -* 03 ^ -368 — - 37 +91. 
Belgium (Bel 20) — 1,9629 — 2,809.8 1173.7 = 3.4 —  -467 -29.4  -201. 
Britain (FTSE 100) — 4029.4 — 5,323.8 — 3,071.1 = 18  -419 -228 = 15.8 - 
Canada (Toronto Composite) 6,301.8 — 7,958.1 5,695.3 = 231 ^ -447 — -180 -11- 
Denmark (KBX) — (^(—..  — 166.0 — 233.4 156.44 ^ - 2.5 ^ —  -45.0  — -26.2  -163 
France (SBF 250) &— — — 2,0422 — 3,0800.9— 1,7945 —— - 90 —— 753.5 2315 nee 
..RAC40)— 3,0348 — 46880 — 2,656.5 . - 55 2962. -948 -257 
Germany (Xetra DAX) — 3,066.4 — 5,4626 — 2,597.9 —— - 7.10 ^ -620 ^ -406  -327 
Haly(BC) —  — à— à à 10803 15130 ^ 9744 ^ - 46 -505 -248 -146 - 
Japan (Nikkei 225) —  8,438.5 11,979.9 84385 - 5.7 ^ -783 — -200 12.7 
— 836.4 1,1394. d 53 219 7:190 -116. 
Netherlands (AEX) — — — : 326.2 5312 2914 ^ - 66 ^ -535 ^  -356 -271 
Spain (Madrid SE) — — —  — 642.7  — 848.1 ^ 5685 — .—- ~ 2-6 7839 ^, -2£0 nT 
Sweden (Affarsvariden Gen) — 153.7 — 2368 — 1227 ^ * 10 ^ -616 -33.6 -224 
Switzerland (Swiss Market) — 4,832.3 6,694.1 — Sols ratae cse A 0 02247 7-139 — 
United States (DJIA) — — 8,398.5 10,635.3 7,286.8 =. 7-42 7284 -162 = 16.2 
METRE (S&P500) — 8825 3 1,1725 ^ 7768 ^. - 45 ^ 7545? T8 -?531 
(NASDAQ Comp) 1,361.3 2,059.4 — 1,311431 - 41 — -730 à -302 = 30.2 
Europe (FTSE Eurotop 300)" ^ 8838 — 12797 ^ 7912 ^ - 32 -482 -299 -206 
Euro area (FISEEbloc 100)" — 729.9 — 1,125.1 —— 639.4 = 51 -529 — -344  -256 - 
World (MSCI)T- . 7894 10044 703.2 ^ - 37 -455 na -213. 
World bond market (Salomon)? 509.1 510.0 ^ 4303 ^ * 18 * 10 ma +158. 





*In euro terms, TMorgan Staniey Capital International index includes individual markets listed above plus eight others, in dollar terms. 
'Salomon Smith Barney World Government Bond Index, total return, in $ terms. 











Trade, exchange rates and budgets 











Trade balance*, $bn , LL '/Rurrent account , Exchange rate "n Currency units T Budget 
latest 12 $bn The Economist poll trade-weighted! per per per per balance . 
months latest 12 mths % of GDP, forecast 1990-100 $ £ euro — Y100 % of GDP 
2002 2003 Nov 1th yerago — — Novi3th yearago — 1 20026 
Australia — — - 27 Sp —— —- 116 Q0 — -37 —-37 ^ ^. 739 726 ^. 179 193 2.83 180 149 ^^ 01 - 
Austria — — — - 11 Xi — —- 10 Mg  -18 . -18 10085 1003 0. — 0.9 113 — 157 — - 083 03 
Belgium + 166 Aug * 125 jun +49 — €50 — 100.08 992 099 113 157 - 083 nil 
Britain -46.1 Sep - 25.8 Q2  - 19 — - 19 1062 1070 ^ ^ 0.63 0.69 &^  - 0.64 2052  .— -0.8 — 
Canada + 34.3 Aug — * 121 Q2  *20 +22 75.0 .— 755 à— 158 1590 à 250 159 131 — 10. 
Denmark — — — + 71 Sp —— + 36 Sp — *22  *20 Q9. | 1032 1018  — 736  — 842 117 743 $613 ?2 
Frane — + 9.8 Sep — —  * 27.6 Aug +18 — * 1.8 TERN 102.98 1019 DEMENS 0.99 ^. 113 A 157 — — - 0.83 «^ 29. 
Germany — +110.9 Sep + 37.6 Sep — * 14 — «10 — 5 9998 — 987  — 0.99 — 113 157 - 083 28 
Italy — —  — -* 141 Mg ——— - 31 A — ! nit mit 7348 TRI ooo . 099 3857 083 d4 
Japan — + 86.5 Sep — +113.1 Sep +28 — *28 ^ — 13.3 139.2 — 120 X 122 — 191 I —— — - 1:80. 
Netherlands + 272 Sep s+ 27 Q2  *33 +36 9915 981 ^ 099 113 .— 157 &— - 083 01. 
Spin — — 36.46 Ag - 1&5 X — -19 O -17 7508 743 ^ 0399 . 113 — 157 &—) - 083 03 
Sweden + 143 Sep — + BO Sp +33  —*33 785 743 898 à— 106 X 142 2906 748 à à  ?1. 
Switzerland + 38 Sp — +227 Q2 — «100 — *103  —— —— 114.9 1118 — 145 — 166 — 230 146 121 &^à0 ma 
United States -446.5 Aug -4288 Q2 — -4J O -49 1125 118  «— 0  - - , 159 101 083 AQ c-10 
Euro area + 89.5 Aug + 31.6 Aug + 0.5 + 0.6 82.6 77.7 0.99 1.13 1.57 - 0.83 -1,5 





*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. tBank of fae except SIMF, September average. FOECD forecast. 
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id Emerging- 
— — Overview 


China's economy continues to look surpris- 
ingly strong. Industrial production in the 12 
months to October rose by 14.2%, faster 
- than forecast. Boosted by strong export 
growth, China's monthly trade surplus dou- 
bled to $4.75 billion in October, raising the 
12-month trade surplus to $30.0 billion. 


Inflation is creeping up in Latin America. 
Consumer prices in Venezuela rose by 29.9% 
in the year to October. In Brazil, consumer 

_ prices rose by 8.5% in the year to October, up 
from 7.9% in the year to September. 
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Economy 
i „A change onyearago —  — tatesti2months $bn Foreign 
GDP Industrial Consumer Trade Current reserves* 
production prices balance account — — $bn, latest. 
(ina — 1, *:81 m ——— +14.2 Oc —  - 0.8 Ot — — 9300 Oct — 417.4200 258.6 Sep. 
Hong Kong —  - *05 a -112 02 — - 3.7 Sep — —- 7.6 Sep — «15. Q2 110.6 Ot 
Inda — —  *60 0 ^ *61 Sep +43 Sep 75.5 Sp + 2.0 0 — 60.7 Ot 
Indonesia — — «35 o — —-117 01 *103 ot —— 4266 Se «61 qm 29.2 Sep 
Malaysia o +38 q — *90 Sp +21 Ot — — +12.8 Sep — * 6.9 02 — 33.9 Sep 
Philippines — — +45 a —  -120 Avg — £23 Od — 0. + 2.6 Aug — * 6.1 Ju — 13.1 Oct 
Singapore — — *37 0 — +10.4 Sep — | OA Sep +75 Se — 3175 02 — 814 Oct 
South Korea — — « 6.3 Q2 ^ * 3.4 Sep —  «* 2.8 Od — *10.7 Ot +52 Sep 116.0 Sep 
Taiwan — *30 o à *125 Se —— - 17 Ot — — «17,8 Ot +248 Q2 157.6 Oct 
Argentina — — -136 — Q2 38 Sep — — *39.4 Od — — 414.9 Sep — +39 02  , 9.4 5e 
Brazil — — +140 Q2 M. *56 Sp — *85 0t —— +11.2 0c — -13.1 Sep —— 38.6 Sep 
Chile — 00  *17 ao — * 5.2 Sep — + 3.0 Ot —  t2:2 Sep —- 0.6 d» — 14.7 Sep 
Colombia — — +22 Q2 t 1.0 Ag —— *6.6 Ot — +0.5 Ag ^ - 13 Q2 — — 10.6 Sep. 
Mexico — — *21 Q9 à -06 Spe —— +49 Ot — 78.9 Se — -16.3 Q2 ^ ^ 46.6 Sep 
Peu — |  *38 ^e o | *4&8 Aug —*14 Ot — Oo; + 0.2 Mg -10 dz o 9.3 Sep 
Venezuela -99 q - 6.6 Jul +29.9 Oct +85 Q +19 @ 8.2 Sep 
Egypt — 0t 49 zmt *7.8 201} +30 Se 7.9 Jot o — mi a 13.0 Jun 
Israel . 17, 2B Mq —— *65 Sep — o 764 0t  -26 %2  . 2454 Ot i 
South Africa —  - +22 M + 8.6 Sep —. +12.5 Sep + 3.1 Sep -0.3 02 59 Sep 
Turkey £82 Q +10.8 Sep +33.4 Oct -11.4 Aug + 1.1 Aug 25.1 Sep 
Czech Republic — «25 o2 — —— $9. Se *08 ot /—^ 7-31 Se -23 Q à 225 0a. 
Hungary — — — £331 0 /—— +81 Se — *49 Oct /— 5. 1.29 Sep  -27 Sep —0 10.1 Sep. 
Poland —  — £08 0 o LOI cp o2 *13 Sep —— 7103 Sep — - 606 Sep — 28.2 Sep 
Russia +41 Q2 + 5.5 Sep 414.9 Oct +42.9 Sep — 427.6 03 43.0 Oct 
*Excluding gold, except Singapore; IMF definition. TYear ending June. 
Financial markets 
Currency units Interest rates — Stockmarkets % change on 
per $ perf short-term ——— Novi3th  Dec3ist2001 
Nov 13th year ago Nov 13th % p.a. one “intocal - i 
week currency 









Argenti a223 AO 15.59 12.30 456.9 46.9 + 547. 

Brazil — — | ,..3.66 — 2.54 5.81 20.90 — ^ 9,563.77 +06 ~ 281 

Chile — , 709. 687 — 1125 — — 276 — 47649 — -14 - 117 

Colombia — — 2,722 — 2,305 — 4,319 à^& 7.91 — 1,4263 ^ -34 - 

Mexico 10,27 9.24 163  49/L. 779 3 , 5,813.44 5X. -41 ^ 

Peru — ,  ,360 — $44 — 571 —  . 395 . 142687 . :05 WM auto. 
Venezuela 1,357 744 2,152 22.00 7,672.6 *0.2 * 16.8 

Egypt. 5151.7 






Israel | 






*Emerging Mkts Free. 13.P. Morgan Chase's Emerging Mkts Bond Index Plus. t In $ terms. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; UBS War- 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israet: 
Standard Bank Group: Garanti Bank; Deutsche Bank; Russian Economic Trends. 
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NOT THE USUAL. FOUR SEASONS 
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Faster and Cheaper 
han IBM or BE 


Best Performance - Any Computer 
ECperf Industry Standard Java Benchmark 





61,863 


BBops - 
Benchmark Business 
Operations Per Minute 44,295 





Oracle9; IBM BEA 
Application WebSphere WebLogic 
Server 


—_ 


Oracle's Application Server also has the lowest price 
Oracle $5/Bbop; BEA $7/Bbop; IBM $11/Bbop 


ORACLE: | 


j 





As of July 9, 2002: ii 

Oracle, Sun: 61,862.77 BBops/min 9 STD, $28/BBops/min@STD | / f 

IBM: 44,294.97 BBops/min@STD, $23/BBops/min@STD orac e. com java aster 
BEA on HP: 37,791 BBops/min@STD, $36/BBops/min@STD 

Oracle: 24,639.37 BBops/min 9 STD, $5/BBops/min @STD 

BEA: 7,539.90 BBops/min € STD, $7/BBops/min ? STD 

IBM: 32,581.47/BBops/min & STD, $11/BBops/min ? STD 

Source: http://ecperf.theserverside.com/ecperf/ 
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